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Jeleze Hattingh
Portfolio Manager
M Sc (Cum Laude), CFA, CMT

Dear Fellow Investors

The year to date1 has seen a material turnaround in 

the fortunes of investment managers that follow the 

Value/Contrarian investment philosophy – including 

Element Investment Managers. In our main Investment 

Commentary, Terence Craig, Chief Investment Offi cer, 

examines the current point in the investment style cycle, 

and adds more colour to the debate on whether a return 

to value style investment is on the cards, and whether the 

turnaround is sustainable.

To that point, our Element portfolios have had very strong 

performances in the fi rst half of 2016 – both on an absolute 

and relative basis. At the time of writing, the performance 

of the Element Earth Equity Fund, as well as our Multi-Asset 

class Unit Trust Funds are now top quartile over a rolling 

12 month period. We wrote in our March 2016 Quarterly 

Newsletter that we “expect that the fi rst quarter of 2016 

may mark a turning point for “Value” investors, but only 

time will tell”. It is thus very pleasing that over the second 

quarter of 2016, we have seen not only a continuation in the 

strong performance across our funds, but also the start of a 

potential change in market sentiment as it pertains to value 

style investments.

On a different note, we are often asked what the 

requirements are for investments to qualify as Sharia’h 

Compliant, and thus to be included in the investable 

universe for our Sharia’h Unit Trust Funds. In the second 

article, Shamier Khan, our Sharia’h Portfolio Manager, 

gives a detailed overview of both the quantitative as 

well as the qualitative factors that are assessed, providing 

more clarity around the investment process.  

Update on Element’s ABIL Retention Funds

As you are aware, the new African Bank was launched on 

4 April 2016, and saw the conversion of all the previous 

ABIL debt instruments (that were held in Element’s ABIL 

Retention Funds), into new listed debt investments in the 

Good Bank, along with a proportionate cash payment. 

As we have communicated at the time, we then transferred 

the cash component back into the main Element Unit Trust 

Funds during the fi rst week of May 2016. The new debt 

instruments were kept in the ABIL Retention Funds, and 

even though we managed to sell some of the holdings over 

the past two months, there have been very limited trading 

in the majority of the new debt instruments.

We have taken the decision to wind up the Element 

ABIL Retention Funds during July 2016, and we will be 

transferring all the remaining Element ABIL Retention Fund 

holdings back into the main Element Unit Trust Funds at 

market related prices. Note that this will be managed 

by Element in a manner that is fair and reasonable to all 

the unitholders in our Funds. Once this process has been 

completed, an updated statement of Element Unit Trust 

holdings will be sent to investors, who may then decide to 

either withdraw the cash by redeeming units, or keep the 

units in the respective main Element Unit Trust Funds.

As always we publish our quarterly voting track record in 

this newsletter and our long-term voting track record may 

be viewed on our website (www.elementim.co.za) as we 

have shown since 2001.  

Lastly, we always welcome any feedback you may have on 

our newsletter or any other aspect of our business. Please 

e-mail me at jeleze@elementim.co.za or call 021-426 1313 

if you have any comments, suggestions or questions.

We thank you for your continued support in these volatile 

markets. 

1 Year to date fi gures quoted refer to the period ending 11 July 2016.
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Terence Craig
Chief Investment Offi cer
B Bus Sc (Hons), CA (SA), CFA

The year to date – to mid-July 2016 

– has seen a material turnaround in the 

fortunes of investment managers that 

follow the Value/Contrarian investment 

philosophy – including Element Investment Managers. From 

the equity markets’ post-crisis trough in March 2009 to the 

end of November 2015, investors saw the longest period of 

the Growth/Momentum investing philosophy outperform 

the Value/Contrarian investing philosophy, both globally 

and in SA. As a result many investors gave up on the Value 

investment philosophy and the investment managers that 

invest in this style. Value was often replaced with many 

Growth philosophy variants – many euphemistically named, 

such as Quality or GARP (“Growth at A Reasonable Price”) 

– or Value managers were replaced with one or a variety of 

index tracking products (ETFs, Smart Beta products etc.). 

The length of the Growth/Momentum outperformance over 

Value – slightly less than 7 years – saw a corresponding rise 

in new investment management fi rms being launched that 

followed the Growth/Momentum philosophy. Simultaneously,

as SA equity indices (both ALSI and SWIX) rose to 

successive new all-time highs over this period, the rise of 

index-tracking products being offered to investors grew 

exponentially. As the period of outperformance was >5 

years (close to the maximum memory of a majority of 

market participants), it was assumed that the Growth vs 

Value outperformance was structural (i.e. permanent) in 

nature, rather than cyclical (i.e. temporary). In our opinion, 

this assumption will be proved wrong (as it always has in 

the past) and may prove to be a very expensive lesson for 

a number of investors who are not prepared to review the 

facts and make the necessary changes to their portfolios 

and portfolio managers. 

As contrarian investors, the growth in new fi rms, including 

a number that have listed themselves as public companies 

(a quick glance at the number of General Equity Unit 

trusts in SA compared with a few years ago confi rms 

this trend) and growth in new index tracking products 

and their variants, warrants caution by investors. Market 

participants are renowned for claiming market Beta 

(the rise in the overall market) as their own Alpha (their 

investing skill to generate returns over and above the 

market Beta). When the Market Beta stalls or becomes 

negative, the so-called “Alpha” of many investment 

managers disappears with it – just ask most global hedge 

fund managers in 2016 where returns have been dismal. 

In a July 2016 Morgan Stanley survey, the majority of 

these global hedge fund managers claimed “Good stock 

selection” as the number 1 reason for their outperformance 

a few years ago and in 2016 cite “Crowded trades” as the 

number 1 reason for their underperformance! If they were 

honest, the number one reason for their underperformance 

would be “Bad stock selection”!

Why pay higher fees for underperforming active 

management when you can pay less and have better 

performance by tracking the market with a passive 

product? This is the line used most frequently by passive 

management proponents in marketing to investors. 

We agree that paying lower fees for better performance 

is a no-brainer for investors – who wouldn’t? We caution 

investors, however, that “lower fees for better performance” 

is not valid over all investment periods, all of the time, 

and there are many periods where active outperforms 

passive, Value outperforms Growth and being in the index 

is not the best option for investors. As an example, one of 

the best times to invest in a passive index-tracking product 

in SA was at the post-fi nancial crisis low in March 2009 

(the All Share traded at 18 121 at the time). The only 

problem – no-one was interested in investing in passive 

products at the time as the JSE All Share Index had 

dropped -44% from its peak in May 2008 and passive index-

trackers had lost close to half their investment in under a 

year. Absolute return products were the order of the day in 

March 2009, although this would prove to be the best time 

to be in a passive index-tracking product. 

Fast forward 7 years later and passive index-trackers 

are all the rage. The ALSI returned 205% (19.9% p.a.) from 

the March 2009 low to its current all-time high set in 

April 2015. In our opinion, the time to invest in a passive 

index-tracker was March 2009 after the pain of a -44% 

fall in the ALSI and it is unlikely that the time to invest will 

be over 7 years later after a record-beating equity bull run. 

Key hurdles to clear for a sustainable turnaround in 

performance

At Element Investment Managers, we are aware, acutely, 

that no single philosophy outperforms over all periods 

and we spend a considerable amount of our time 

reviewing our past decisions – both good and bad. We 

need to ensure that we learn from our own history of 

out- and underperformance cycles (which are inevitable 

for any investment manager) to try and ensure that 

our outperformance periods more than compensate 

for our underperformance periods over a long-term 

investment horizon. 

A return to value
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When analysing any performance turnaround it can 

be tempting fate to believe that the worst of the 

underperformance is behind us. However, there are a 

number of performance hurdles that we have cleared 

historically that indicated a sustainable turnaround in our 

performance at that time and we can compare these with 

the current performance period and whether we have 

cleared those same hurdles or not. 

 Is our outperformance material (>10%) in a short period 

of time (6-12 months)?

a. Year-to-date (to close on 11 July 2016) our SA Equity 

composite has shown >15% outperformance of both 

ALSI & SWIX benchmarks. 

 Has one of the months of Element’s Equity out-

performance ranked in our top 10 best outperformance 

months since inception (this hurdle is only meaningful 

where the performance track record is >10 years as is the 

case for Element).

a. February 2016: Element’s SA Equity performance was 

6.91% better than ALSI (our 3rd best outperformance 

month vs ALSI) and 7.50% better than SWIX (our best 

outperformance month vs SWIX). 

 Have the Element funds moved up materially in the 

performance ranking tables?

a. At the time of writing (to close on 11 July 2016), the 

performance of the Element Earth Equity and Multi-

Asset class Unit Trust Funds are now top quartile over 

a rolling 12 month period (ignoring our Shari’ah and 

Global funds in this example). 

 Have other Value managers shown similar out-

performance? This is an important point as it is 

indicative of whether the Value-investing philosophy is 

outperforming across a number of managers, rather than 

Element or one of them being “lucky” in stock selection.

a. There are a number of so-called Value managers that 

are in name only and not in investment philosophy. 

At Element we deem two other managers (at present 

as this number could change) to be Value peers with 

long-term track records >12 years.

b. The two Value peers and Element have all shown good 

performance on an absolute and relative basis year 

to date and are all ranked in the top 10 of SA Equity 

funds.

 Conversely, have Growth/Momentum managers dropped 

to the bottom of the rankings over the same period that 

the Value managers have outperformed? A material 

rotation of the outperformance of investment styles 

is normally indicative of a change in cycles from one 

philosophy that has outperformed in the past to the one 

that is likely to outperform in the future. 

a. Using the Profi le Data rankings for general Equity 

Funds for the 6 months to close of 11 July 2016 shows:

i. Large (>R100bn Assets under Management) 

Growth/Momentum manager ranked 1st quartile 

over 5 years, 2nd quartile over 3 years and 3rd quartile 

over 1 year and six months.

ii. Recently listed “high-fl ying” investment fi rm – 

ranked top quartile over 3 years, 2nd quartile over 

1 year and bottom 3% over six months.

iii. Unlisted boutique fi rm (track record < 5 years) 

– 1st quartile over 3 years (Flexible category), 

bottom quartile over 1 year and six months 

(General Equity category).

b. Based on the above it is extremely likely that at the 

end of 2016 investors will see a material rotation of 

investment styles to both the top and bottom of the 

performance rankings. This is particularly likely over 

the 1 year period, but should refl ect in the rolling 

3 year performance rankings fairly quickly as well.

We have highlighted to investors in the past that 

diversifi cation is a means of protection against expensive 

asset classes. This diversifi cation should cover asset classes, 

geographies, currencies and investment managers. In our 

opinion, investors should consider this as part of that 

diversifi cation decision, at this point in the investment 

cycle, whether a portion of their funds should be allocated 

to (a) Value manager(s) again (exactly as they may have 

done in the past) as this decision may provide additional 

diversifi cation benefi ts to an investment portfolio. 

At Element, we have highlighted a number of material 

factors over the years that investors should be watching 

carefully as changes to the current status quo will likely 

have a very material impact on investment portfolios. 

We re-emphasise a few these global factors below.

Negative interest rates

Global Quantitative Easing (“QE”) has been employed by 

central banks as a means to try and stimulate economic 

growth since the fi nancial crisis of 2008. The ultimate 

result of this global fi nancial experiment is still to unfold, in 

our opinion, and is unlikely to be positive for investors. 

Investors are in the unusual (and concerning) position 

where Equity markets are fl irting with all-time highs and 

global interest rates have moved to all-time lows (i.e. bond 

prices are also at all-time highs). A few years ago there were 

a handful of cases where bonds traded at negative yields 

- where one pays the bank to lend it money (!). Negative 

yields on bonds are no longer isolated cases as can be seen 

in the chart below. Although a moving target, at the time of 

writing, c$13 trillion in global bonds (or c30% of all global 

bonds issued) were trading at negative yields. Needless to 

say this is not normal!
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The 10 year US Treasury Bond, which is the centre of the 

fi nancial universe from a pricing perspective, is predicting 

a slow-down in US and global growth. Deutsche Bank’s 

latest research (3 July 2016) indicates the probability of 

recession in the US in the next 12 months has increased to 

60% (as can be seen in the chart below). 

 

If interest rates at 5000 year lows are what is needed to 

keep economies afl oat (barely) and asset prices alive, 

what happens when interest rates rise again? It could well 

become ugly for investors. 

“Brexit” – Careful what you wish for! 

The “Britain exiting the EU” or “Brexit” vote caught 

investors by surprise and will continue to have long-term 

implications for investors in both the UK and EU. The 

main political parties appear to have half-imploded post 

the vote and Theresa May has been voted in as the next 

Prime Minister. The mechanics and timing of the exit are 

unclear at this point and investors do not like uncertainty 

as it limits the ability to estimate and price risk. The initial 

effects on UK-based Property funds and Bank share prices 

were immediate and to the downside. The movement in 

the Pound the day after was the 9th biggest single day 

move (again to the downside) since 1862 – Brexit is material 

(see chart below).

The UK leaving the EU is further likely to increase the 

fundamental differences between Germany and France. 

We will watch the developments unfold with a view to 

taking advantage of investment opportunities that offer 

long-term fundamental value. 

Deutsche Bank

Investors are always considering what may be the next 

“Lehman moment” that may be a catalyst for another 

fi nancial crisis. In our opinion, Deutsche Bank could well 

be a fl ag for investors to watch carefully. The Bank has a 

massive derivative book which may prove diffi cult to fund if 

a few events unfold the wrong way. 

The investment outlook remains one where we encourage 

investors to be cautious with their investments. Asset 

classes remain expensive without the support of underlying 

fundamentals – such as earnings growth in the case of 

global equities. Volatility is set to continue and political 

outcomes, that have macro effects on investments, remain 

uncertain. How many predicted “Brexit” with another 

female Prime Minister (Theresa May) due to be voted into 

offi ce in the UK?

Invest with caution. 

Developed Market Sovereign Bond Yields

Probability of US recession implied by the adjusted 3m 10y spread

Daily % moves in GBP/USD since 1862
Source: ANZ, 6 July 2016
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Shamier Khan
Portfolio Manager
B Com, CA(SA), CFA

In this article we look at the requirements 

a share has to meet in order to qualify 

as a Sharia’h-compliant investment. 

When determining if a share is Sharia’h-

compliant one has to assess both the quantitative factors 

as well as the qualitative factors. Both the qualitative and 

the quantitative requirements have to be met before it is 

approved as a Sharia’h-compliant investment. Note that 

this is not a once-off compliance assessment, but rather an 

on-going assessment throughout the life of the investment.

Qualitative assessment

The qualitative assessment is performed on the type of 

security and the business of the company. 

Type of Securities

A Sharia’h-compliant fund should acquire only the ordinary 

shares of investee companies or shares that have the same 

rights and obligations as ordinary shares. Therefore, the 

Fund may not purchase or acquire preferred shares or 

convertible notes, i.e. shares that have differing voting rights 

or preferred treatment. A Sharia’h compliant fund is not 

permitted to borrow securities of the investee companies, 

in order to sell them for a profi t (i.e. short sell). However, 

the Fund is permitted to employ Sharia’h complaint Islamic 

fi nancial instruments. 

Business activity 

The business activity must be investigated to ensure that it 

is halaal (permissible under Islamic/Sharia’h law). 

No investments will be made in companies that are involved 

primarily in prohibited activities or industries not compatible 

with Shari’ah as interpreted by the SSC.

Such activities or industries include:

 Conventional fi nancial institutions, which are interest 

based, including banks, insurance companies, brokerage 

and fi nance houses, or leasing companies;

 Gambling, gaming or casinos;

 The manufacturing, packing and distribution or sale of 

non-halaal food and beverages, particularly pork and 

alcoholic or other intoxicating products;

 Entertainment, including cinemas, hotels, pornography, 

publications and music, and the production or distribution 

or sale of such entertainment, such as television channels 

and radio stations;

 The manufacturing and sale of weapons or military 

equipment,

 The manufacturing, packing and distribution or sale of 

tobacco products;

 Other immoral or unethical activities.

An example of this non-compliance would be South African 

Breweries (SAB). SAB is non-compliant because it derives 

most of its income from the sale of alcoholic products.

Quantitative assessment

The quantitative assessment is determined by the following 

fi ve ratios.

 The interest bearing liabilities must be less than 33% 

of total assets. This fi lter is necessary to ensure that 

the company is not overly reliant on interest based 

fi nancing and to ensure that the fi nancial leverage risk 

of the company is low in order to mitigate the risk of 

bankruptcy and liquidation.

 The interest yielding assets must be less than 33% of total 

assets. This fi lter is necessary to ensure that the company 

is not overly reliant on interest based investments and 

that the tainted returns from fi xed income sources 

(interest-bearing bank accounts, certifi cates of deposit, 

bonds, etc) is kept to a minimum.

 The net liquid assets (cash plus current assets less 

current liabilities) have to be less than 70% of total 

assets. This fi lter is necessary to avoid interest on the 

sale of cash or debts.

 The net liquid assets have to be less than the market 

capitalisation of the company. This fi lter is necessary to 

avoid interest on the sale of cash or debts.

 The non-permissible income (usually interest income) 

has to comprise less than 5% of total revenue.

An example of this non-compliance would be Vodacom. 

Vodacom is non-compliant because its interest bearing 

liabilities (ie. debt) as a percentage of total assets is greater 

than 33%.

Who performs the Shari’ah Compliant assesments?

This assessment is performed by an independent Sharia’h 

Committee. This Committee is typically comprised of senior 

Islamic scholars. Our Sharia’h Supervisory Committee (SSC) 

consists of Mufti Mohammed Ali (Chairman), Mufti Ashraf 

Qureshi and Mufti Ahmed Suliman. In addition to these 

external board members, Element Investment management 

(EIM) has an internal Sharia’h resource headed by Mufti 

Yusuf Suliman.

What makes a share Sharia’h-compliant?
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When performing this assessment (qualitative and 

quantitative), the scholars adhere to the rules and 

standards of the Accounting and Auditing Organization for 

Islamic Finance Institutions. The assessment is performed 

throughout the year as and when the company reports its 

results. Thus, the list is always current.

Non-permissible income and income purifi cation

Subject to an investee company satisfying the above 

fi nancial fi lters and qualitative factors, the share may be 

bought. However, a permissible share might still have some 

non-permissible income earned by it. The fund has to purify 

its investment by quantifying this tainted income and 

donating it to charities approved by the SSC. 
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Fund Reports 30 JUNE 2016

Earth Equity Flexible Real Income

Portfolio Manager Terence Craig
Terence Craig

Jeléze Hattingh
Terence Craig

Jeléze Hattingh

Inception date October 2001 October 2001 October 2002

Classifi cation SA General Equity SA Multi-Asset Flexible SA Multi-Asset Low Equity

Benchmark FTSE/JSE All Share Index CPI+5% CPI+3%

TER 1.81% 2.00% 1.66%

Performance (Net of fees)1 FUND BENCHMARK FUND BENCHMARK FUND BENCHMARK

Since inception (un-annualised) 551.8% 848.4% 501.9% 359.0% 291.1% 202.9%

Annualised since inception 13.6% 16.6% 13.0% 10.9% 10.5% 8.4%

10 year (annualised) 5.8% 12.6% 7.0% 11.4% 7.6% 9.4%

5 year (annualised) 2.4% 13.8% 7.2% 10.7% 8.8% 8.7%

3 year (annualised) 2.9% 13.0% 5.3% 10.8% 6.2% 8.8%

Last 12 months 6.4% 3.8% 8.3% 11.1% 9.5% 9.1%

Balanced Specialist Income Global Equity

Portfolio Manager
Terence Craig

Jeléze Hattingh
Terence Craig

Jeléze Hattingh
Terence Craig

Inception date November 2009 December 2013 February 2011

Classifi cation SA Multi-Asset High Equity
South African 

Multi-Asset Income
Global General Equity

Benchmark
Average of total return 

of Multi-Asset High Equity 
category

110% STEFI
MSCI World Index Total Return

(in ZAR)

TER 2.22% 1.00% 2.27%

Performance (Net of fees)1 FUND BENCHMARK FUND BENCHMARK FUND BENCHMARK

Since inception (un-annualised) 48.8% 99.5% 13.5% 19.1% 160.2% 185.2%

Annualised since inception 6.2% 11.0% 5.1% 7.1% 19.4% 21.4%

10 year (annualised) No 10 year performance yet No 10 year performance yet No 10 year performance yet

5 year (annualised) 7.0% 11.5% No 5 year performance yet 22.1% 24.8%

3 year (annualised) 5.0% 10.2% No 3 year performance yet 16.9% 22.2%

Last 12 months 7.2% 4.5% 12.3% 7.6% 9.2% 17.7%

1Performance fi gures for Class A except Global Equity for Class B.

Figures quoted are from Element Investment Managers (Pty) Limited, for the period ended June 2016, for a lump sum investment, using NAV-NAV 
fi gures net of fees with income distributions reinvested on the ex-dividend date.

The Total Expense Ratios (TERs) are calculated for the most expensive Retail classes, and for the period 1 April 2015 to 31 March 2016. A higher TER 
does not necessarily imply a poor return nor does a low TER imply a good return. The current TERs cannot be regarded as indicative of future TERs.
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2000
Element awarded Futuregrowth Pure Equity Fund Mandate

- In June 2000 Element becomes the investment manager of the 

Futuregrowth Pure Equity Fund (currently named the Old Mutual 

Albaraka Equity Fund - a unit trust with a restricted mandate based 

on Islamic principles). Element was the investment manager of this 

fund until March 2005.

2003

Element establishes a joint venture with Futuregrowth and 

Albaraka Bank

- In June 2003 Element established a joint venture with Futuregrowth, 

Albaraka Bank and Channel Islam to market the newly named 

Futuregrowth Albaraka Equity Fund to the SA Islamic community.

2004

Element wins 3 Raging Bull Awards in the Unit Trust General 

Equity Sector

- In January 2004 the Futuregrowth Albaraka Equity Fund managed 

by Element was awarded the ACI/Personal Finance Raging Bull 

Awards for the three years ending 31 December 2003 in the General 

Equity sector:

- Top Performing Fund

- Most Consistent Performing Fund

- Best Sortino Risk-Adjusted Performing Fund

2005

- Element earns a further Raging Bull Award and establishes 

SA’s fi rst Sukuk

- In February 2005 the Futuregrowth Albaraka Equity Fund managed 

by Element was awarded the ACI/Personal Finance Raging Bull 

Award for Most Consistent Performing Fund in the General Equity 

Sector for the three years ending 31 December 2004. 

- Futuregrowth decides to manage the Futuregrowth Albaraka Equity 

Fund internally from April 2005. 

- Element Establishes an Independent Shari’ah Supervisory Board 

(“SSB”) and Internal Head of Shari’ah 

- Mufti Mohammed Ali (Chairman)  

Senior Lecturer: Darul Uloom Zakariyya

- Mufti Ashraf Qureshi 

Member of the SA Board of Muftis

- Mufti Ahmed Suliman

Aalim & Ifta’ completed at Darul Uloom Zakariyya

- Mufti Yusuf Suliman (Internal)

CSAA (AAOIFI) and Head of Markaz Al Noor

- Element co-founds the fi rst SA Institutional Islamic Balanced Fund 

- both Reg 28 and Shari’ah compliant

- Element becomes the First SA Investment Manager to launch a 

Murabaha Sukuk (a Shari’ah compliant cash investment product) in 

conjunction with Nedbank.

2006

Element establishes its Islamic Equity Unit Trust

- Element launches its Islamic Equity Unit Trust Fund in February 2006.

2007

Element awarded Full AAOIFI Membership 

- Element becomes the fi rst SA Investment Manager to be awarded 

Full Membership of the Accounting and Auditing Organisation for 

Islamic Financial Institutions (AAOIFI).

2010

Element establishes its Islamic Balanced Unit Trust

- Element launches its Islamic Balanced Fund (Reg 28 compliant) in 

April 2010.

2012

Element establishes its Islamic Global Equity Unit Trust

- Element launches its Islamic Global Equity Fund in October 2012.

2013

- Shamier Khan becomes Shari’ah Portfolio Manager in October 2013.

2014

- We invested in South Africa’s inaugural global US dollar-based 

sukuk based on an attractive valuation and in order to diversify 

portfolio risk.

- We entered into our fi rst Shari’ah compliant forward exchange 

contract (FEC) in order to reduce currency risk.

2015

- Element rated by PMR Africa as the best “asset management 

company” in the Shari’ah sector.

Shari’ah Investment Track Record

Islamic Equity Islamic Balanced Islamic Global Equity

Portfolio Manager Shamier Khan Shamier Khan* Shamier Khan

Inception date February 2006 April 2010 October 2012

Classifi cation SA General Equity SA Multi-Asset High Equity Global General Equity

Benchmark
Average of Shari'ah 

General Equity Funds 
with a 1 year track record

Average of Shari’ah 
Balanced Equity Funds 

with a 1 year track record

Dow Jones Islamic Market 
World Index Total Return

(in ZAR)

TER 2.00% 2.08% 2.33%

Performance (Net of fees) FUND BENCHMARK FUND BENCHMARK FUND BENCHMARK

Since inception (un-annualised) 80.2% 146.7% 29.7% 86.2% 102.9% 119.4%

Annualised since Inception 5.8% 9.1% 4.3% 10.6% 21.2% 23.8%

5 year (annualised) 1.6% 9.4% 4.9% 11.3% No 5 year performance yet

3 year (annualised) 2.9% 9.3% 5.4% 9.8% 19.6% 21.4%

Last 12 months 1.1% 3.7% 5.6% 7.5% 15.7% 18.5%

1 Performance fi gures for Class A
* Under supervision
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Element’s Voting Record: 2Q2016

No. of meetings voted at during 2Q2016 14 100%

Voted against/abstained on at least 1 res. 10 71%

Meetings attended 0 0%

Number of resolutions 230 100%

Voted FOR management 188 82%

Voted AGAINST management 41 18%

Abstentions 1 0%

Withdrawn resolutions 0 0%

 

Voting Against – Selected Examples 2Q2016

MTN Group Election of Directors

Voted against the election of 
3 directors. These directors have all 
served on the board for over 
10 years. 

Old Mutual Remuneration Report

Managed Separation strategy 
and new remuneration policy may 
reward executives unduly at the 
expense of shareholders.  

Stellar Audit Committee

Voted against all members of 
the Audit Committee. The 
committee appears to lack skill and 
independence. No members of the 
committee have a CA qualifi cation. 

Responsible Investment – Second Quarter 2016
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Minimum Disclosures

STATUTORY INFORMATION

• Collective Investment Schemes in Securities (CIS) prices are calculated on a Net Asset Value (NAV) basis, which is the total value of all assets in 
the Fund, including any income accrual and less all permissible deductions in terms of the Act, divided by the number of units in issue. Permissible 
deductions include brokerage, MST, auditor’s fees, bank charges, trustee fees and service charges of the manager. Different classes of participatory 
interests apply to this Fund and are subject to different fees and charges. Performance is shown for the most expensive class of the Fund and 
individual investor performance may differ as a result of initial fees, actual investment date, date of any subsequent reinvestment and any dividend 
withholding tax. A schedule of fees, charges and maximum commissions is available on request from the manager. The annual management fee is 
levied monthly on the daily value of the Fund, and no performance fees are charged. Commission and incentives may be paid and if so, would be 
included in the overall costs.

• CIS are traded at ruling prices and can engage in scrip lending and borrowing (except for the Element Islamic Funds). Transaction cut-off time is at 
14h30 daily, and the Fund is valued daily at 15h00 using forward pricing. Fund prices are published each business day at www.elementim.co.za and 
in select media publications.

• CIS are generally medium- to long-term investments. The value of participatory interests may go down as well as up and past performance is not 
necessarily a guide to the future. The manager does not provide any guarantee with respect to the capital or the return of the Fund. Fluctuations 
or movements in exchange rates may cause the value of underlying international investments to go up or down.

• The Fund may be closed to new investments at any time in order to be managed in accordance with its mandate.
• The Minimum Disclosure Documents, as pertaining to of all the Element Unit Trusts individually, are available on www.elementim.co.za, or alternatively 

by contacting Element Investment Managers directly. These documents contain key information which should assist investors in understanding the 
respective collective investment scheme product.

• Element Investment Managers is committed to handling client complaints in a timely and fair manner and has implemented systems and 
procedures to satisfy this commitment. The detailed Complaints Handling and Resolution Procedure is available on www.elementim.co.za, or can be 
requested directly from the manager. Any complaint should be lodged, in writing, with the Compliance Offi cer at Element Investment Managers at 
utclientservices@elementim.co.za

• Element Unit Trusts Limited’s trustee is Nedbank Limited, PO Box 1144, Johannesburg, 2000, Tel: (011) 534 6557.

GENERAL RISKS

• Macro-economic risk: Investments are sensitive to the developments in the economy, such as changes in interest rates, the value of the currency, 
the infl ation rate, government policies, tax rates, and the Reserve Bank’s policies, amongst others.

• Liquidity risk: The liquidity of a security (whether a share or income instrument) is a function of its trading volume. A compression in the volume 
of securities available for trade could affect the manager’s ability to transact, which in turn, could lead to substantial losses for the fund.

• Third party operational risk: The Fund’s operations depend on third parties. The operational failure of a third-party may have an adverse effect 
on investors.

RISKS ASSOCIATED WITH INVESTING IN EQUITIES

• Non-diversifi cation risk: The Fund aims at minimising company-specifi c risks through diversifi cation. However, at times, a particular sector may 
comprise a sizeable proportion of the Fund’s total assets and expose it to the risk of non-diversifi cation.

• Corporate performance risk: When determining the intrinsic value of a company, we attribute a certain level of future operational performance for 
this company.

• However, the company might not perform as per our expectations and this could negatively impact the share price and thus our fund. In the event 
of a company default, the owners of the company’s shares rank last in terms of any fi nancial payment from that company and may receive nothing 
upon liquidation.

• Derivatives risk: The use of derivatives may increase the overall risk in the Fund by multiplying the effect of both gains and losses.

RISKS ASSOCIATED WITH INVESTING IN INCOME INSTRUMENTS

• Market / interest rate risk: Fluctuations in the market value of the securities in which this Fund invests may have a negative impact on the fund. 
The income instruments are likely to be especially sensitive to changes in interest rates or changes in market participants’ expectations of how 
interest rates will change in future.

• Credit risk: There is a risk that certain corporate and other counterparties with whom the manager invests or through whom the manager transacts 
run into fi nancial diffi culty, and are unable to honour their commitments in full, which will lead to a potential loss of capital.

• Loss of purchasing power of capital: There is a risk that in a high infl ation environment, the securities in the Fund may appreciate at a rate lower 
than the infl ation rate, and as such, the purchasing power of an investor’s capital may decline.

RISKS ASSOCIATED WITH INVESTING IN INTERNATIONAL MARKETS

• Foreign currency risk: This Fund invests a proportion of its capital in stocks, which are priced in foreign currencies, and is thus exposed to 
the risk of currency movement. Therefore, the value of the fund is affected by any changes in the value of foreign currencies relative to the 
South African Rand.

• Country and political risk: This Fund invests in stocks listed both in developed and emerging markets, across multiple jurisdictions. This gives rise 
to potential macroeconomic risks, political risks, different tax regime implications, settlement risks and the potential limitation on the availability 
of market information. There are risks associated with the potential deteriorating relationships between countries, which may lead to the potential 
of freezing of overseas fi nancial assets and the introduction of extraordinary exchange controls. The risk also exists that a country defaults on its 
fi nancial obligations to its funders. All of the above could adversely affect the value of the fund.

RISKS ASSOCIATED WITH INVESTING IN SHARI’AH INVESTMENTS

• An investment has to meet certain quantitative and qualitative criteria in order to qualify as a Shari’ah compliant investment. If an investment 
subsequently fails to meet all these requirements then the fund will be forced to exit this position, notwithstanding the investments’ attractiveness 
relative to our intrinsic value.

RELATIVE PERFORMANCE RISK

• The Funds may from time to time perform signifi cantly differently to their benchmark.

Note that the provided information does not constitute advice. In terms of the Financial Advisory and Intermediary Services Act, Financial Service 
Providers’ (FSPs) should not provide advice to investors without appropriate risk analysis and after a thorough examination of a particular client’s 
fi nancial situation. All information provided is product related, and is not intended to address the specifi c circumstances of any potential investor.
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