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Dear Fellow Investors,
It is very pleasing for me to report that
over the year to date1, 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.
In our June 2016 Quarterly Newsletter, Terence Craig
examined the turnaround in value managers’ performance,
and speciﬁcally whether the turnaround is sustainable.
Using the identiﬁed hurdles in the article as benchmarks,
it is always interesting to review the previous quarter (and
rolling 12 months) to see how the value recovery is stacking
up from Element’s perspective:
Hurdle 1: Material (>10%) outperformance in a short
period of time (6-12 months)
• Outcome 1: Over the last rolling 12 months, Element
Earth Equity Fund outperformed the ALSI by +11.6%.
In the year to date, the outperformance is even more
material at +15.7% compared to the ALSI.
Hurdle 2: One of the months of Element’s Equity
outperformance must rank in our top 10 best
outperformance months since inception
• Outcome 2: During 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).
Hurdle 3: Element funds moving up materially in the
performance ranking tables
• Outcome 3: All Elements’ SA Unit Trusts are in the
top 10% of their respective categories, over a rolling
12 month and year to date2 period.
The focus of this quarter’s newsletter is on the international
markets, which are still driven by extreme (and arguably
highly experimental) monetary policies. The various
negative interest rates policies that are currently in place
risk undermining the proper functioning of capital markets,

1

as seen in the continued decline in European banks’ market
capitalisation. Europe’s banks have lost about $280 billion
in value this year, with Deutsche Bank losing almost half
its market value, and Credit Suisse down over 40%.
Renowned international investor, Jeff Gundlach3, made
the following comments recently: “you cannot save your
faltering economy by killing your financial system and one
of the clear poster children for this is Deutsche Bank’s stock
price,” as well as “if you keep these negative interest rate
policies for a sufficient future period of time you are going
to bankrupt these banks.”
As we have mentioned previously, Deutsche Bank is
deﬁnitely worth watching as a potential catalyst for
further strife in the banking system. To that point, in our
main Investment Commentary article, portfolio manager
Shamier Khan examines the position of Deutsche Bank,
speciﬁcally comparing it to Lehman Brothers position just
prior to its collapse (and trigger of the Global Financial
Crisis) in 2008.
However, everything is not doom and gloom, and there
are still numerous investment opportunities where we
see signiﬁcant potential value. In our second article,
Matthew Bowler examines the investment case for Square
Enix, a Japanese based video game software developer
that has been a star performer in our Global Equity Fund.
We thank you for your continued support in these
interesting markets. And we continue to remind investors
to be extremely cautious with their investments, as asset
classes remain expensive without the support of underlying
fundamentals, and global political outcomes, that have
macro effects on investments, remain uncertain and
highly volatile.
As always we publish our quarterly voting track record
in this newsletter and our long-term voting track record
(shown since 2001) 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 jeleze@elementim.co.za or call 021-426 1313
if you have any comments, suggestions or questions.

Year to date figures quoted refer to the period ending 30 September 2016.

2

Data as per Moneymate, for the period ending 30 September 2016.

3

Jeffrey Gundlach is the Chief Executive Officer of DoubleLine, a US based investment firm managing assets in excess of $100bn.
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Deutsche Bank – The canary in the coal mine?
Shamier Khan
Portfolio Manager
B Com, CA(SA), CFA

The higher the leverage ratio the more assets are being
generated per R1 of capital. Thus, a leverage ratio of 20x
means that R1 of capital generates R20 of loans. While
this is generally a good thing it must be remembered
that the difference between the loan and the capital, i.e.
R19 (R20 – R1), has to be funded with debt. Therefore,
a loan of R20 is funded by 5% equity (company’s own
money) and 95% debt.
Another way to think about this is that for every loan
you make, you are allowing yourself a margin of error of
5% (1/20), and the more leverage you have the smaller
the margin of error you are allowing yourself.

In our previous quarterly newsletter,
Terence Craig (our chief investment
officer),
mentioned
problems
at
Deutsche Bank “may be the next
“Lehman moment” that may be a catalyst for another
financial crisis.” In this article we will explore this
statement in more detail.

This “Lehman moment” has best been described by
Mohamed A. El-Erian (chief economic adviser at Allianz SE)
as follows: “A Lehman moment denotes a “sudden stop”
to the global economy – that is, a simultaneous collapse in
trade, investment and consumption. The proximate cause is
the loss of trust within the financial system as institutions
disengage, worried about “counterparty” risk in interactions
with their peers. The means of transmission within the
banking system become clogged, credit dries up, and even
the most creditworthy borrowers have difficulty arranging
simple trade financing.” Thus, the concern is that the
potential collapse of Deutsche Bank could lead to a similar
“gridlock” in the global financial system and, by extension,
the global economy.
The reasons for Lehman’s failure were varied. However, we
believe it can be distilled into three main areas, namely: too
much leverage, too little liquidity and losses that brought
into question capital adequacy. Furthermore, the collapse
of Lehman’s was signiﬁcant because it was a bank that was
interconnected to many institutions in many jurisdictions.
Below we will take a detailed look at Deutsche Bank’s
position with respect to these four areas (namely: leverage,
liquidity, losses and position/importance).
Leverage
First a look at the general deﬁnition:
Leverage is the relationship of assets to shareholders
equity.
Assets for a bank mainly comprise loans to entities.

Leverage thus gives one a sense of how much loss a bank
can withstand before capital gets eroded.
In order to decrease the leverage ratio, a bank either has
to decrease its asset base or increase its equity base.
Decreasing the asset base involves slowing the loan process,
which usually results in decreased revenues and proﬁts and,
in some cases, loss realizations. Increasing the capital base
involves raising equity from shareholders or issuing equitylike instruments which are typically more expensive than
their current funding and will result in reduced proﬁts.
The bottom-line is that a decrease in leverage ratios does
not come without some ﬁnancial pain to the bank. Also it is
risky to introduce ﬁnancial pain when investors are worrying
about a bank’s ﬁnancial stability.
Deutche’s leverage ratio
As can be seen from the graph below, Deutsche’s leverage
ratio is not as high as Lehman’s was before the collapse.
However it is worrying that this ratio has been increasing.

Leverage ratio: Lehman’s v Deutsche
50
40
Leverage ratio

To recap – the “Lehman moment” refers to when Lehman
Brothers ﬁled for bankruptcy in September 2008 (c.8 years
ago). Lehman was the fourth-largest U.S. investment bank
at the time of its collapse and its bankruptcy ﬁling was
the largest in history. The company could neither secure a
buyer for the business nor convince the US government to
bail it out.
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Source: Company reports, Element Investment Managers, September 2016
Please note: Year 1 for Lehman’s is 2003 and for Deutsche bank is 2011.
*Currently for Lehman’s is September 2008 and for Deutsche bank
is June 2016.
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Liquidity

Deutsche Bank’s 5 year EUR CDS

Again, let’s look at how liquidity is deﬁned for a bank:

40
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However, if other banks are worried about your financial
stability, they will require a higher rate or more secure
collateral to be compensated for the perceived increased
risk.
The spreads on a company’s credit default swaps (“CDS”)
is often used as a proxy for its liquidity risk. A credit
default swap is contractual coverage that a party buys to
protect itself against the possible default of a corporate
or sovereign borrower, i.e., a market-implied price-based
measure of credit risk. In layman’s terms, it is like buying
insurance against the bank defaulting.
Deutche’s CDS spreads
As can be seen from the graphs below, this rate increased
signiﬁcantly for Lehman’s before its collapse and in a similar
vein has also spiked for Deutsche Bank.
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A bank’s liquidity is determined by its ability to meet
all its anticipated expenses, such as funding loans or
making payments on debt, using only liquid assets.
Banks typically make long-term loans (assets) funded
by short-term deposits or commercial paper (liabilities).
Thus, if a bank has short-term cash requirements it
can borrow from other banks, providing its assets as
collateral.
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Source: Element Investment Manager, Bloomberg, 30 September 2016

Losses
Company losses are generally a negative to the investments
case. However, for banks a loss introduces another
complexity in terms of capital adequacy.
Capital adequacy is a regulated ratio that tracks a bank’s
capital relative to its risk assets.
A loss decreases a bank’s capital base, thus decreasing
its capital ratio (keeping all else constant). Any decrease
in this ratio would generally be a concern for investors
and regulators.
If this ratio does go below the prescribed minimum –
c.10% for Deutsche Bank – then this would require a
capital raise.
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As can be seen from the graphs on the next page, Deutsche
Bank’s capital adequacy ratio is higher than Lehman’s was
before the crisis. However, similar to the leverage ratio the
concern would be the steady decline in this ratio over the
past three years. Added to this is the market’s concern that
the recent proposed ﬁne of $14bn by the Department of
Justice (USA) would cause the capital ratio to fall below the
prescribed minimum (as per Basel III).
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¤515 billion. At the end of June 2016, it did not disclose the
notional value of its derivatives book but did disclose a
positive asset value of ¤615 billion, a marked increase.

Tier 1 Capital Ratio
16.0%
Tier 1 Capital ratio
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Source: Company reports, Basel III, International Business Research,
September 2016
Please note: Year 1 for Lehman’s is 2003 and for Deutsche bank is 2011.
*Currently for Lehman’s is September 2008 and for Deutsche bank
is June 2016.

Exposure
Deutsche bank is classiﬁed as a globally systemically
important bank (GSIB) by the Financial Stability Board1.
A systemically important bank is a ﬁnancial institution
whose failure might trigger a ﬁnancial crisis.
The graph below shows the many relationships Deutsche
bank has with the rest of the ﬁnancial system. To provide
a bit more context to the scale of the relationships, one
only has to look at the size of Deutche’s derivative book.
At the end of December 2015, Deutsche disclosed the
notional value of its derivatives book at ¤42 trillion (c.12%
of global derivatives market) and a positive asset value of

It appears that the markets concerns with respect to
Deutsche Bank are valid. However, it is by no means a
fait accompli that Deutsche will go the way of Lehman’s.
Should Deutsche Bank ﬁnd itself in a similar predicament to
Lehman’s where it can’t trade itself out of trouble, it would
have to be bailed out either by shareholders / a strategic
shareholder or the German government. Thus far, the
German government has stated that it would not bail out
Deutsche Bank – whether they will stick to their position
going forward remains to be seen. In case of an emergency,
Deutsche Bank can potentially access temporary distressed
funding at the European Central Bank, which in itself will set
an extremely dangerous precedent for potential bail-outs
for the bankrupt Italian Banks, etc.
Implications for our investment portfolios
One of the tenets of our investment philosophy is the
deliberate focus on downside risk. Thus, capital preservation
and the due consideration given to dividend yield (rather
than growth) are key to our investment process. As a result,
we remain positioned for the long-term to weather volatility
across all asset classes, both within our asset allocation and
our underlying equity and instrument speciﬁc selection.

Systemic Risk among GSIBs
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Source: Zero Hedge, September 2016

1

Asian Banks

The Financial Stability Board is an international body that monitors and makes recommendations about the global financial system, and includes all G20
major economies and the European Commission.
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Square Enix – A Crystal Shines Again
Matthew Bowler
Analyst
B Bus Sc (Hons), M Bus Sc
(Finance with Distinction)

Square Enix), Square Enix appeared most promising in both
earnings growth potential and market valuation.
A brief history of Square Enix

In August 2015 we entered into a position
in Square Enix, a Japanese based video
game software developer. Since the
date of purchase, it has been a star performer, providing an
annualised total return of 30.9% (in USD terms), compared
with an annualised total return of the MSCI World Index
of 1.2% over the same time period. This article will provide
an overview of the video gaming industry, followed by the
initial investment case for Square Enix, and concluding with
why we continue to see value in the share.

Square Enix came about as a merger in April 2003 of
two of the largest Japanese video gaming companies:
Square, founded in 1983, which had a strong presence
worldwide, and Enix, founded in 1975, which had a strong
Japanese presence. In 2009, the company acquired
Eidos, a company with several popular franchises, which
added to and diversiﬁed the company’s revenue stream.
At present, Square Enix releases its products worldwide,
with development studios scattered across Japan, Europe
and North America.

An overview of the video gaming industry

The initial performance of the merged entity was strong.
With several strong releases pre-merger contributing to
returns and promising titles in the works, the company
almost doubled in value over the following 3 years. Pivotal
to this success was the release in 2002 of a massively
multiplayer online (“MMO”) game, which provided a greater
source of revenue than traditional games, as the player had
to both buy the game and then pay a monthly subscription
to keep playing. Square Enix’s MMO was popular from
launch and continued to grow steadily, creating a constant
stream of revenue for the company.

The video gaming industry has changed dramatically
over the past few decades. As games moved from niche
hobby to mainstream culture, so have their developers
transformed from small and privately-owned companies
to large, publically-listed conglomerates in a multi-billion
dollar industry. Successful games can sell in astonishing
quantities. As an example, on 17 September 2013,
Grand Theft Auto V was released. In 24 hours it had grossed
$816 million in sales, pushing on to gross $1 billion in its ﬁrst
3 days1. In addition, the hardware required to play games
also continues to grow strongly, with the current console
generation expected to sell more than 200 million units
by 20182. To put this number into context, it means that by
2018, one Sony PlayStation or Microsoft Xbox would have
been sold for every 40 people in the entire world.
So why not invest in Sony or Microsoft, companies that
produce both gaming hardware and software? The answer,
for both companies, is that while their video gaming divisions
have recorded and continue to record strong growth,
both companies have loss-making mobile phone divisions3.
Until these earnings destructive divisions are turned around
(or disposed of), their drag on earnings performance
make the holding companies, in our view, unattractive
investments.
This leaves video gaming software developers as the
preferred option to directly invest into this booming
industry. Of the ﬁve major, publically listed companies
(Activision Blizzard, Electronic Arts, Ubisoft, Take-Two and
1

The ﬁrst two ﬂagship titles released post the merger
(in 2006 & 2009) had disappointing sales compared
to previous titles, although still successful by industry
standards. Then, September 2010 saw the release of their
new MMO, designed to be a replacement of their 2002
release. Few would have projected it to be the commercial
ﬂop that it was. Even though the two prior ﬂagship titles
disappointed on a relative basis, they remained ﬁnancially
proﬁtable. But the failure of the new MMO hurt the company
ﬁnancially, forcing it to reduce its projected proﬁts by 90%4.
With the ﬁrm struggling, 2013 saw three key developments
take place. The ﬁrst of these was that the 2010 MMO, a
failure from the beginning, had been rebuilt from scratch
and had been re-released to the public. The second was
the resignation of Yoichi Wada, CEO of Square Enix
since its merger. The third was a major restructure of the
company as Yosuke Matsuda, the new CEO, switched the
company’s focus from maximising proﬁt from a franchises
to maximising the quality of a franchises, streamlined the

Guinness Book of Records, Confirmed: Grand Theft Auto 5 breaks 6 sales world records, October 8, 2014.

2

DFC Intelligence News Release, Global Video Game Industry to Reach $96B in 2018, February 12 2014.

3

Microsoft Annual Report 2015, Sony Annual Report 2016.

4

Gamasutra, Square Enix Delays Deus Ex, Slashes Yearly Net Profit Forecast by 90 Percent, December 16, 2010.
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approval process and empowered studio heads to make
creative decisions5.
While 2013 saw the beginning of a turnaround, it was
prudent to wait until tangible improvements had appeared,
as we were willing to sacriﬁce some potential proﬁt to wait
until a signiﬁcant margin of safety had appeared. Although
a swift correction was unlikely, with certain projects
deep in their development cycle, in 2015 it had become
clear that there had been a steady improvement in the
quality of releases, with their re-released MMO changing
from a loss-making to a growingly proﬁtable game, and
their upcoming releases looking extremely promising.
There had also been improvements in smaller game assets,
as well as strong growth into the mobile gaming space,
an area of the industry that has becoming increasingly
more important.
The graph below shows the history of the ﬁrm from its
merger to the end of September 2016, with key events
highlighted.

Square Enix Total Returns (USD) from Merger to August 2016

the ﬁrm would continue to show strong earnings growth as
further revenue streams were successfully opened, implying
even larger upside potential. And in determining a fair
value before purchase, we found that, according to many
valuation metrics, Square Enix was relatively under-priced
in both relative and absolute terms. With all the check boxes
ticked, we entered our position.
In determining whether to keep our position, we continue
to monitor the ﬁrm relative to its peers, the market and its
history. One of the most popular metrics of valuation is the
forward PE6 . Even with the strong share performance over
the past year, Square Enix’s market rating, as measured by
its forward PE, is still at a signiﬁcant discount to its peers,
the market as a whole, and its own history. The company
also recorded strong earnings growth in its March 2016
ﬁnancial year end, which was even more pleasing as no
ﬂagship titles were released that year.
Below is an overview of Square Enix’s 12-month Forward PE
compared to its peers - and to put it further into perspective,
it is compared to Naspers, a South African stalwart and the
closest related counter on the JSE.
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Source: Bloomberg, Element Investment Managers, 30 September 2016.
*Total returns are calculated as price movement plus any dividends
received and accounting for corporate actions. Total returns are
rebased to 100 as at March 2003, the date of the original merger.

The investment case for Square Enix
What had become apparent in August 2015, was that the
new company focus was yielding positive results, and that
the market, although it had priced some of the new quality
in, still signiﬁcantly undervalued the company. As there was
reduced uncertainty around the resilience of the company’s
turnaround, we felt there was a signiﬁcant margin of safety
for us to enter a position. Fundamental data implied that
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Source: Bloomberg, Element Investment Managers, September 2016

The above is a striking visual reminder of how undervalued
the company is compared to its peers (and Naspers).
With many promising long-term ﬂagship projects coming
to fruition in the next two years, it is our view that Square
Enix, with a now solid base of operations following its
turnaround, will see stronger earnings growth than its
peers. This combination of strong expected growth at a low
market valuation makes it a good ﬁt for our portfolio, and
we expect signiﬁcant value to be unlocked in the short to
medium-term future.

5

Siliconera, How Square Enix Changed the Way Games Get Approved Since Yosuke Matsuda Became CEO, July 11, 2006.

6

The forward PE calculates, assuming that the company does not grow its earnings, how many years of earnings it will take to recoup one’s initial investment.
It is a function of two factors: perceived earnings growth and the market’s view on the quality of earnings. Growth is directly linked to PE, as the faster one
expects earnings to grow, the less time it will take for the cumulative earnings to cover the initial investment cost.
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Fund Reports

30 SEPTEMBER 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

SA General Equity

SA Multi-Asset Flexible

SA Multi-Asset Low Equity

FTSE/JSE All Share Index

CPI+5%

CPI+3%

1.85%

2.04%

1.69%

Classiﬁcation
Benchmark
TER
Performance (Net of fees)1

Since inception (un-annualised)

FUND

BENCHMARK

FUND

BENCHMARK

FUND

BENCHMARK

554.3%

852.9%

510.5%

368.5%

299.4%

207.7%

13.4%

16.3%

12.9%

10.9%

10.5%

8.4%

10 year (annualised)

5.5%

12.0%

6.9%

11.2%

7.6%

9.2%

5 year (annualised)

3.5%

15.3%

7.4%

10.6%

8.7%

8.6%

3 year (annualised)

0.4%

8.8%

4.0%

10.5%

5.7%

8.5%

Last 12 months

18.2%

6.6%

13.6%

10.9%

11.2%

8.9%

Annualised since inception

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

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)

2.57%

1.00%

2.31%

TER
Performance (Net of fees)1

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

FUND

BENCHMARK

FUND

BENCHMARK

FUND

BENCHMARK

49.7%

101.1%

17.1%

21.5%

156.3%

178.7%

6.0%

10.7%

5.8%

7.3%

18.1%

19.9%

No 10 year performance yet

No 10 year performance yet

No 10 year performance yet

5 year (annualised)

7.0%

11.8%

No 5 year performance yet

20.5%

24.2%

3 year (annualised)

3.4%

7.9%

No 3 year performance yet

13.4%

17.5%

Last 12 months

11.6%

6.3%

6.1%

10.3%

11.7%

7.9%

Performance figures for Class A except Global Equity for Class B.

1

Figures quoted are from Element Investment Managers (Pty) Limited, for the period ended September 2016, 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 July 2015 to 30 June 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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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%

2.09%

2.33%

Classiﬁcation

Benchmark

TER
Performance (Net of fees)

Since inception (un-annualised)

FUND

BENCHMARK

FUND

BENCHMARK

FUND

BENCHMARK

91.2%

152.0%

35.0%

87.7%

96.7%

114.1%

Annualised since Inception

6.3%

9.1%

4.8%

10.3%

18.8%

21.4%

5 year (annualised)

3.6%

10.6%

5.8%

11.5%

3 year (annualised)

1.6%

6.4%

4.5%

7.5%

15.4%

17.0%

18.0%

10.8%

15.4%

10.8%

8.0%

11.4%

Last 12 months

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
- 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.
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Responsible Investment – Third Quarter 2016
Element’s Voting Record: 3Q2016

Voting Against – Selected Examples 3Q2016

No. of meetings voted at during 3Q2016

19

100%

Voted against/abstained on at least 1 res.

13

68%

2

11%

316

100%

Meetings attended
Number of resolutions
Voted FOR management

268

85%

44

14%

Abstentions

3

1%

Withdrawn resolutions

1

0%

Voted AGAINST management

Investec

Remuneration Report

We do not support the ﬁxed
allowances paid to CEO, FD
and MD.

Vukile

Repurchase of shares

Ceiling of repurchase of 20% of
shares is deemed too high
without speciﬁc motivation.

Pick n Pay

Remuneration Report

Targets for long-term incentive
schemes are too low in our opinion.
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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.
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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)

