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Dr Anwah Nagia
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Andrew Bishop appointed as a Portfolio Manager
Andrew Bishop has been appointed joint portfolio manager
under the supervision of our Chief Investment Officer,

Dear Fellow Investors

Terence Craig, on Element’s SA Equity funds, effective
1 July 2017. Andrew has been with Element and worked with

2017 has been a material year to

Terence for the last 8 years as an investment analyst, initially

date in the restructuring of Element’s

focusing on equity research and more recently researching

operations for the long-term benefit of all our stakeholders.

other asset classes as well. Andrew has B Bus Sc, B Com
(Hons), CA (SA) and CFA as qualifications and has been an

Element Unit Trusts amalgamation with Sanlam Collective

integral part of our Investment Team since joining Element in

Investments (“SCI”)

July 2009. We look forward to continued good investment
insights from Andrew in his additional responsibility as one

Investors would have received separate correspondence

of our portfolio managers.

with respect to Element’s Unit Trust amalgamation with
SCI over the last few months. The effective date of the

In

amalgamation was 8 July 2017 with SCI now being

Terence Craig, highlights the pedestrian returns delivered

responsible for the administration of the Element Unit

by SA Equity markets over the last 3 years. He notes

Trust Funds, with Element remaining the Investment

that there have been a number of takeovers of shares

Manager as before. There is no change in the way the

held in Element’s portfolios over the last two years. The

funds are managed from an investment perspective, but

premium price paid in these buy-outs can be viewed as

we expect that the administration will benefit our clients

a confirmation of Element’s Investment philosophy and

over the long-term.

process. Researching and buying shares trading below

our

Investment

Commentary,

Portfolio

Manager,

their fair values – the price business people or entities
As with any restructuring of this nature, there will

are prepared to pay in an arm’s length transaction such as

always be some teething problems for an initial period

a takeover.

post implementation. We thank our investors for their
co-operation in this process to date and ask that investors

Terence also highlights a number of warning signs with

work with SCI going forward if there are any outstanding

respect to global equity valuations, particularly in the US.

issues that may need a response to them.

We have seen this movie many times before and it always
ends the same. Investors would do well to be cautious

I would like to thank all the Element staff that have

of future expected returns from current asset valuation

worked hard (and are still working hard) to ensure the

starting points.

amalgamation with SCI has gone as smoothly as possible.
In particular, thanks go to Jeleze Hattingh, Sharifa Jaffer,

As always we publish our quarterly voting track record

Mareldia Dollie and Hemita Jugmohan for their long hours

in this newsletter for the companies held in our portfolio.

and extra effort in the amalgamation process with SCI. It is

Our long-term voting track record (shown since 2001)

much appreciated.

may be viewed on our website (www.elementim.co.za).
Lastly, we welcome any feedback you may have on
our newsletter or any other aspect of our business.
Please e-mail me at anwah@elementim.co.za or call
021-426 1313 if you have any comments, suggestions
or questions.
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Focusing on Valuations
Terence Craig
Chief Investment Officer
B Bus Sc (Hons), CA (SA), CFA

to pay for the company in an arm’s length transaction.
A takeover of a company we hold, at a premium to the price
we paid, is confirmation that our investment philosophy,
research process, fair value and margin of safety estimates

SA

Equities

have

shown

abysmal

returns for investors

are working correctly. A rational business person (or entity)
that is prepared to pay more than Element paid to take
over a company is as good a confirmation as any that our

South African Equity markets delivered

investment philosophy and process is working.

abysmal returns for investors over the last three years as is
highlighted in the table of returns below. For the 1, 2 and

At Element we have seen a number of such confirmations,

3 year periods ending 30 June 2017, neither of the primary

where shares have been taken over at a premium to the

SA Equity benchmarks, the All Share Index [ALSI] and the

price we paid, within our equity portfolios over the last two

Shareholder Weighted Index [SWIX], were able to beat

years – an encouraging sign for us as an Investment Team

either cash or inflation over any of the periods in the last

(see table below). What is equally encouraging is that the

3 years. As is highlighted below – an investor would have

companies that were taken over in the table below were

been better off with “money in the bank” (i.e. cash) than

from four different industries with completely different

being invested in the SA Equity market as returns went

underlying fundamentals that would determine Element’s

backwards in real terms.

estimate of fair value for each of the shares. Platinum
Mining (Aquarius), Sugar production (Illovo), Packaging

1 year

2 year

3 year

(Astrapak) and Clothing retail (Holdsport) are as diverse a

ALSI

1.7%

2.8%

3.4%

group as one could get – highlighting that our Investment

SWIX

0.3%

2.2%

4.5%

philosophy and process works across all sectors within the

Inflation (CPI)

5.4%

5.8%

5.5%

Cash (STEFI)

7.7%

7.3%

6.9%

Benchmark

equity market.
In addition, all these shares were either small or mid-cap

Performance p.a. to 30 June 2017

in terms of size – an example of Element’s competitive
Corporate

takeovers

confirm

Element’s

Investment

advantage of our smaller size as an active boutique
investment manager. No large active manager could have

Philosophy

taken a material portfolio position in these shares across
At Element we are focused on selecting shares, based on

its client base as the small size of the companies would

our research, that are trading at discounts to our estimates

determine that the resulting final portfolio positions for the

of long-term intrinsic value. In addition, these shares should

large active manager’s clients would be immaterial (even if a

offer an appropriate “margin of safety” – a large enough

maximum of 35% of the entire company had been bought).

discount to fair value – to allow for forecast risk and

Using Astrapak as an example with R500m as its market cap

changing dynamics.

- pre being bought out – buying 35% of the company (the
maximum that could be bought before an offer would need

One can view our investment philosophy as researching

to be made for 100% of the company) would cost R175m.

for companies that are trading at a share price below what

For any large active manager that had R100bn or more in

a rational business person (or entity) would be prepared

equities, R175m would equate to a 0.175% equity position

Company

Date of offer

Price at
date of offer [c]

Market Cap at date
of offer (Rm)

Takeover
price paid [c]

Price gain since
offer

Aquarius Platinum

06-Oct-15

170

2 489

266

56%

Illovo

08-Feb-16

1 837

8 463

2 500

36%

Astrapak

15-Dec-16

540

654

846

57%

Holdsport

03-Jul-17

5 763

2 419

7 381

28%

Source: Element Investment Managers (to be completed)
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across its portfolios. A meaningless position, with immaterial
Average of the Four Valuation Indicators

impact on overall equity performance, even if the company
were to be taken out for double the manager’s entry price.

With Standard Deviations Highlighted
200%

It is also worth highlighting that any passive investment
strategy would not have taken the overweight positions in
these companies that Element did for our clients as it would
invest in line with the equity benchmark weights dominated

150%

143%
3SD
118%

100%

78%

86%

2SD
79%

by the Top 40 shares in the ALSI or SWIX.

42%

50%

SD
99%

Expensive Global Equity Valuations warrant investor caution

MEAN
-17%

material issues. Mikihiro Matsuoka, the chief economist at
Deutsche, cautions that while global markets benefited
from

a

“long

period

of

post-global

financial

crisis

accommodation,” that’s changing as central banks move
to tighten by raising interest rates. This central bank action

-56%

2020

2010

2000

1990

1980

-100%
1970

with respect to interest rates, amongst many other

-52%

-57%

1960

political instability and changing central bank action

-59%

1950

given

1940

complacent

1930

overly

1920

appear

1910

investors

expensive asset valuation levels, deteriorating global

1900

Globally

-50%

Valuation as of June 2017 Month End
Crestmont P/E from its Arithmetic Mean
Cyclical P/E 10 from its Arithmetic Mean
Q Ratio from its Arithmetic Mean
S&P Composite from its Regression
Average of the Four

115%
76%
55%
99%
86%

Source: D.Short, Advisor Perspectives

“raises the returns on safe assets and lowers the valuation
of risk assets”. Nine years of central banks keeping rates

US Equity market overvaluation continues to suggest

low and driving up asset prices appears to be changing –

investors should maintain a very cautious long-term outlook

investors should take note.

and guarded expectations. This is not a starting point where
investors make good investment returns over the long-term

On 10 July 2007 former Citigroup CEO Chuck Prince

– if anything investors should expect poor returns from US

famously said what might be termed the “speculator’s

equities, at best, over the next decade.

creed” for the era of Bubble Finance:
“When the music stops, in terms of liquidity, things will be

As US economist David Stockman highlighted in an article

complicated. But as long as the music is playing, you’ve

on 21 July 2017:

got to get up and dance. We’re still dancing”.
The US stock market has narrowed drastically during the
Prince was fired within four months of making that

last thirty months, as is typical of a speculative mania.

statement. Investors should remember that the music will

This narrowing means that the price-earnings ratios

stop – it always does.

(PE), among the handful of big winners, have soared.
The US “FAANG+M” shares (Facebook, Apple, Amazon,

We have highlighted in previous Element commentaries,

Netflix, Google and Microsoft) as a group has seen its

the below four valuation indicators of US Equities – using

weighted average PE multiple increase by 50% in the

the S&P 500 index. The graph shows an average of the

last few years. That’s caused the market cap of these

four indicators and highlights long-term valuation levels

six super-momentum stocks to soar from $1.7 trillion

as opposed to giving any short-term signal of market

to $3.1 trillion during the period or by 82%. 75% of this

direction. As we have experienced before, periods of over-

huge gain in market cap is attributable to PE multiple

and under-valuation can last for many years, but valuation

expansion, not underlying operating performance.

levels do play a role in framing longer-term expectations

We have seen this movie before: The Four Horseman of

of investment returns. At the end of June 2017, the chart

Tech (Microsoft, Dell, Cisco and Intel) at the turn of the

highlights that US Equities are the second most overvalued

century saw their market cap soar from $850 billion to

since 1900, now higher than the 1929 valuation peak and

$1.65 trillion or by 94% during the manic months before

over 2 standard deviations from the mean, with only the

the dotcom peak.

Tech bubble valuation levels of 1999/2000 having been

At the March 2000 peak, Microsoft’s PE multiple was

higher than today.

60 times, Intel’s was 50 times and Cisco’s hit 200 times.
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Those nosebleed valuations are not much different than

Credit Suisse has highlighted the inverse correlation (-86%)

Facebook today at 43, Amazon at 192 and Netflix at

between the FAANG shares’ relative performance and the

222 times PE.

US 10 year yield as shown in the chart below.

Even great companies do not escape drastic overvaluation during the blow-off stage of bubble peaks.

So if the Fed continues to raise interest rates as planned,

This in turn leads to abysmal returns for investors buying

those high-flying tech stocks are likely to come under

these companies at peak levels.

pressure, at least if history is any indicator and that would

Only the daredevils and Wall Street dancing machines

threaten the torrid streak of gains that has led major

would dare buy the S&P 500 at 25 times PE, the Russell

US Equity indexes to new highs.

2000 (small and mid-cap index) at 88 times PE and
Amazon at 192 times PE.
A further sign signalling investor caution - Millennials are
not learning from their parents (the baby-boomers) – not
that we are surprised.
According to TD Ameritrade (the US online stockbroker),
the five stocks most owned by its millennial customers
are: Apple, Facebook, Amazon, Tesla and Netflix almost all

Correlation between FAANG Rel Perf vs. 10 Year Yield
Correlation: -86%
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Source: CS US Equity Strategy, Thomson Reuters/Eikon,
S&P Capital IQ/ClariFi, as of June 2017

dividends according to Steven Quirk, executive vice president
of TD Ameritrade’s Trader Group. Quirk said nearly half of

It is worth noting that two of 2017’s highest-profile

the firm’s millennial clients trade on their mobile devices,

US Equity initial public offerings, Snap and Blue Apron,

twice as much as the overall customer base. They “all trade

are officially loss-making to date for investors. As of

the same” social media stocks, he said, including hip losers

28 July 2017, shares of both stocks were trading below

Snap and Twitter. The smartphone makes it much easier to

their IPO price — meaning that investors who bought in

trade online; you can do it in your Uber car or while waiting

(and held onto the shares) are now facing losses.

in line for coffee. This ignores the conclusive research that
“the more you trade, the worse you’ll do”. These millennials

Snap sold its shares for $17 in March. It began trading for

have only superficial knowledge of companies or industries

$24 and rose to its all-time high a day later. It’s now below

yet think they’re experts and are “buying what they know”.

the IPO price of $17 at $13.81. Blue Apron – with an IPO price

This is the same movie that starred the baby-boomers in

of $10 – barely kept itself above water on its first day of

the Tech bubble.

trading before slipping below 24 hours later. It is now much
lower at $6.80.

Peter Lynch, the superstar fund manager of Fidelity Magellan
Fund who popularized that maxim in his best-selling book,

Hussman Strategic Advisors chart (3 July 2017) on the next

“One up on Wall Street: How to Use What You Already Know

page uses the ratio of nonfinancial market capitalization to

to Make Money,” warns against misinterpreting his advice.

corporate gross value-added (including estimated foreign
revenues), which they find better correlated with actual

In 2015, Lynch, who retired from investing 25 years earlier at

subsequent S&P 500 total returns than any other indicator.

the top of his game, told The Wall Street Journal: “I’ve never

Market Cap/GVA is shown in blue on an inverted log scale.

said, ‘If you go to a mall, see a Starbucks and say it’s good

The red line shows actual S&P 500 12-year average annual

coffee, you should call Fidelity brokerage and buy the stock.’”

nominal total returns. Presently, Hussman associates

The common wisdom of “buy what you know” ignores the

current US Equity valuations with prospective S&P 500

hard fundamental research on companies at which Lynch

12-year returns of roughly zero, coupled with the likelihood

and his team excelled. “’People buy a stock and they know

of a 50-60% interim market loss.

nothing about it,’” he told the Journal. “’That’s gambling and
it’s not good.’”
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Ratio of nonfinancial market capitalization to corporate
gross value-added (including estimated foreign revenues)
0.42

20.0%
17.5%
15.5%
12.5%

0.84

10.0%
7.5%
5.0%

1.68

2.5%
0.0%

1
1
50 54 57 6 64 68 7 75 78 82 85 89 92 96 99 03 06 10 13 17
19 19 19 19 19 19 19 19 19 19 19 19 199 19 19 20 20 20 20 20

-2.5%

Market capitalization of non-financial stocks / nonfinancial GVA including
estimated foreign revenues
Subsequent 12-year S&P 500 annual nominal total return (right scale)

Source: Hussman Strategic Advisors

As per John Hussman:
It’s almost impossible to convey how badly investors
are likely to regret dismissing valuations and ignoring
market internals by the time the current speculative
market cycle is completed.
The only question is how long it takes for the gap
between price and fundamentals to become intolerably
wide. As we’ve seen, it can take a long time. But once
the bubble psychology breaks, that gap can close with
sickeningly great speed.
This movie has been re-made many times, always with
the same ending.
Andrew Bishop appointed as a Portfolio Manager
Andrew Bishop has been appointed joint portfolio manager
with me on our SA Equity funds, effective 1 July 2017.
Andrew has been with Element and worked with me for
the last 8 years as an investment analyst, initially focusing
on equity research and more recently researching other
asset classes as well. Andrew has B Bus Sc, B Com (Hons),
CA (SA) and CFA as qualifications and has been an integral
part of our Investment Team since joining Element in
July 2009.
We continue to research for undervalued shares for our
clients and will buy these with an appropriate margin
of safety when the opportunity arises. Expensive global
valuations, a handful of large caps driving indices and
nosebleed valuations highlight to us that the movie is
playing out the same as before.
Investors

should

heed

the

warning

signs

and

act

with caution.
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Fund Reports

30 JUNE 2017
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

SA General Equity

SA Multi-Asset Flexible

SA Multi-Asset Low Equity

FTSE/JSE All Share Index

CPI+5%

CPI+3%

1.89%

2.06%

1.70%

Classification
Benchmark
TER
Performance (Net of fees)1

Since inception (un-annualised)

FUND

BENCHMARK

FUND2

BENCHMARK

FUND2

BENCHMARK

558.7%

864.4%

561.4%

407.4%

337.8%

228.8%

12.8%

15.6%

12.8%

10.9%

10.6%

8.5%

10 year (annualised)

3.4%

9.3%

6.4%

11.2%

7.5%

9.2%

5 year (annualised)

2.0%

12.2%

7.4%

10.7%

9.0%

8.7%

3 year (annualised)

-3.2%

3.4%

3.1%

10.5%

5.6%

8.5%

1.1%

1.7%

9.9%

10.4%

11.9%

8.4%

Annualised since inception

Last 12 months

Balanced2

Specialist Income2

Global Equity

Portfolio Manager

Terence Craig
Jeléze Hattingh

Terence Craig
Jeléze Hattingh

Terence Craig

Inception date

November 2009

December 2013

February 2011

Classification

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)

2.99%

1.00%

2.33%

TER
Performance (Net of fees)1

Since inception (un-annualised)
Annualised since inception
10 year (annualised)

FUND

BENCHMARK

FUND

BENCHMARK

BENCHMARK

76.9%

102.8%

28.3%

29.2%

168.4%

202.0%

7.8%

9.7%

7.3%

7.5%

16.7%

18.9%

No 10 year performance yet

No 10 year performance yet

5 year (annualised)

9.0%

9.7%

3 year (annualised)

5.4%

4.4%

6.5%

18.9%

1.7%

13.0%

Last 12 months

FUND

No 5 year performance yet

No 10 year performance yet
19.2%

22.7%

7.6%

10.9%

13.1%

8.5%

3.2%

5.9%

Performance figures for Class A except Global Equity for Class B.
2
Performance figures include weighted ABIL Retention Fund performance.
1

Figures quoted are from Element Investment Managers (Pty) Limited, for the period ended June 2017, for a lump sum investment, using NAV-NAV
figures 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 2016 to 31 March 2017. 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.
An annualised rate of return is the average rate of return per year, measured over a period either longer or shorter than one year, such as a month,
or two years, annualised for comparison with a one-year return.
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Islamic Equity

Islamic Balanced

Islamic Global Equity

Portfolio Manager

Shamier Khan

Shamier Khan*

Shamier Khan

Inception date

February 2006

April 2010

October 2012

SA General Equity

SA Multi-Asset High Equity

Global General Equity

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)

2.02%

2.08%

2.29%

Classification
Benchmark
TER
Performance (Net of fees)

Since inception (un-annualised)

FUND

BENCHMARK

FUND

BENCHMARK

FUND

BENCHMARK

96.6%

148.5%

44.9%

89.2%

93.6%

133.6%

6.1%

8.3%

5.3%

9.3%

15.2%

19.9%

10 year (annualised)

3.6%

5.1%

5 year (annualised)

3.5%

8.0%

6.6%

9.6%

3 year (annualised)

-1.7%

1.2%

3.6%

3.9%

9.4%

13.0%

Last 12 months

9.0%

0.7%

11.7%

1.6%

-4.6%

6.5%

Annualised since Inception

No 10 year performance yet

No 10 year performance yet
No 5 year performance yet

Performance figures for Class A
* Under supervision
1

Shari’ah Investment Track Record
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 first 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
Full details and basis of the awards are available from the Manager

- 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 first 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 first 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 first 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.
2016
- Best performing Shari’ah Balanced Fund for the year.
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Responsible Investment – Second Quarter 2017
Element’s Voting Record: 2Q2017

Voting Against – Selected Examples 2Q2017

No. of meetings voted at during 2Q2017

17

100%

Voted against/abstained on at least 1 res.

12

71%

2

12%

Number of resolutions

257

100%

Voted FOR management

202

78%

Voted AGAINST management

51

20%

Abstentions

4

2%

Withdrawn resolutions

0

0%

Meetings attended

Angloplats

Remuneration policy

Relative Total Shareholder Return
benchmark includes gold-only
companies and African Rainbow.
These are deemed inappropriate
for a platinum company.

Sibanye

Approval of Stillwater
Transaction

Voted against Stillwater transaction
as it is not in the interest of
long-term shareholders given the
proposed price to be paid.

Goldfields

Re-election of
directors

Voted against the re-election of
executive director due to historic
underperformance relative to
stated targets.
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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 Officer 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 inflation 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-diversification risk: The Fund aims at minimising company-specific risks through diversification. 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-diversification.
• 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 financial 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 financial difficulty, 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 inflation environment, the securities in the Fund may appreciate at a rate lower
than the inflation 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 financial assets and the introduction of extraordinary exchange controls. The risk also exists that a country defaults on its
financial 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 significantly 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
financial situation. All information provided is product related, and is not intended to address the specific circumstances of any potential investor.

QUARTERLY NEWSLETTER JUNE 2017 09

Independent Active Investors
PO BOX 13 CAPE TOWN 8000 REPUBLIC OF SOUTH AFRICA
TEL +27 21 426 1313 FAX +27 21 426 0999 www.elementim.co.za

ELEMENT INVESTMENT MANAGERS (PTY) LTD REG. NO. 1998/006727/07
AUTHORISED FINANCIAL SERVICES PROVIDER (LICENCE NUMBER 663)
DIRECTORS: DR A NAGIA (CHAIRMAN), TR CRAIG J NAIDOO*
MS ZUNGU*, T BARLOW* (*NON EXECUTIVE)

