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A few words from our Chairman
Dr Anwah Nagia
Chairman
DTech Publ Man (hc)

Lastly, we have successfully co-named our Element Unit
Trust Funds with Sanlam Collective Investments (“SCI”) on
the 8 July 2017. This quarterly newsletter is the first that
will be published with SCI as our co-named partner, and

Dear Fellow Investors

we look forward to a long and prosperous relationship.
To reiterate, Element Investment Managers will remain the

At Element, we believe it is crucial

investment manager of the underlying funds and there will

to

and

be no changes to the underlying Unit Trust portfolios, nor

Governance (“ESG”) risks into account when we evaluate

any impact on the manner in which the funds are managed.

take

Environmental,

Social

investments and companies. And we further believe that
active managers have a very crucial role to play in these

As always we publish our quarterly voting track record in

uncertain and volatile times - especially seeing that one can

this newsletter and our long-term voting track record may

never know when the next natural, or man-made disaster, is

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

going to strike!

have shown since 2001. We always welcome any feedback
you may have on our newsletter or any other aspect of

At the time of writing, the Western Cape is in the grip of

our business. Please e-mail me at anwah@elementim.co.za

one of the worst droughts in decades. And this is not a

or call 021-426 1313 if you have any comments, suggestions

South African phenomenon - numerous environmental

or questions.

disasters have rocked the globe over the past months, with
repercussions that investors are only slowly getting to grips

We thank you for your continued support.

with. In the main investment commentary article, Portfolio
Manager Jeleze Hattingh unpacks the impact of some of the
environmental disasters that have stunned the world during
the past couple of months. She also looks at a potential manmade disaster that is getting closer to erupting, namely the
high yield (and emerging market) bond markets, and the
importance of insisting on an adequate margin of safety
before venturing into heated markets.
In the second article Portfolio Manager Andrew Bishop
takes a deeper delve in into the active investor engagement
that formed part of the backbone to the investment
case for Astrapak, one of our small cap investments that
contributed significantly to our performance during the
past twelve months. We remind ourselves that valuations do
matter and a detailed investment process adds value within
our investment philosophy despite these processes being
ignored by passive investing. Furthermore, we highlight
that the integrated nature of our investment team allowed
us to leverage our equity research to take advantage of the
Astrapak Preference shares in our multi-asset portfolios,
adding to significant performance in the fixed income
portion of the portfolios.
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“Water, water, everywhere, nor any drop to drink.”
- Samuel Taylor Coleridge
Jeleze Hattingh
Portfolio Manager
M Sc (Cum Laude), CFA, CMT

braced for the bill. And the sell-off still looks fairly modest,
if one takes into account that the latest estimated damage
(for only the three hurricanes) are currently standing way
over $500 billion already – with the potential to shave up to

Environmental disasters are a costly

1.0% off the U.S.’s GDP growth.

business
Examples of the impact of the hurricanes are below:
At the time of writing, the Western
Cape is in the grip of one of the worst droughts in decades.

Hurricane Harvey:

Slowly but surely the impact of potentially running out of

– Texas Governor Greg Abbott estimated the damage at

water is starting to sink in – not only as it pertains to day-

$150 billion to $180 billion, calling it more costly than

to-day living, but also the potential impact to the economy,

epic Hurricanes Katrina or Sandy, which devastated

agricultural sector and businesses in general. And this is not

New Orleans in 2005 and New York City in 2012. Much

a South African phenomenon - numerous environmental

of the recovery expenses will go to property damage,

disasters have rocked the globe over the past couple of

but the extensive flooding during Harvey means

months, with repercussions that investors are only slowly

that vehicle losses will also be extremely costly with

getting to grips with. We’ve seen devastating hurricanes

300,000 to 500,000 vehicles destroyed in Houston

(Harvey, Irma and Maria) that inflicted havoc across the

alone.

Caribbean islands, the Florida peninsula and the Texas

– Lloyd’s of London, the insurance market where

coastline, monsoon floods affecting millions in south Asia,

members join together as syndicates to insure risks,

and mudslides in Sierra Leone and the DRC killing hundreds.

has said that Hurricanes Harvey and Irma were likely
to cost it at least $4.5 billion - that would more than

Locally we saw a record breaking fire-storm in the Southern

wipe out this year’s profit and eat into capital.

Cape that destroyed a large number of properties in its wake

Hurricane Irma:

– the Knysna fire is now seen as the most severe wildfire

– According to research from Credit Suisse, the

in history since the so-called “Great Fire of 1869”. One of

economic cost of Hurricane Irma could rise as high

South Africa’s largest insurers, Santam, stated “this was by

as $250 billion with insurance firms potentially on the

far the worst catastrophe event in South African insurance

hook for between $100 billion and $150 billion when

history, with Santam client claims totalling around R800

the clean-up operation gets under way.

million”. Although insurance companies so far estimate

Hurricane Maria

the insured costs to be between R3bn and R4bn, the total

– According to Moody’s Analytics, Hurricane Maria

cost is probably billions more if one were to take in account

could cost Puerto Rico $45 billion to $95 billion in

damage to uninsured property, seeing that more than 50%

damage. The high end of the range represents almost

of the 1 060 houses that were destroyed, were not insured.

an entire year’s economic output for Puerto Rico.
To make matters worse, Puerto Rico’s economy was

The true economic cost of the above natural disasters will

already struggling. The island has been in recession

only become clearer in the coming months, but estimates

for 11 years and has filed for the largest municipal

are already being bandied around. As demonstrated by

bankruptcy in U.S. history in May 2017 already.

the above quote, the first damage estimates following a
natural disaster typically come from insurance companies,

The impact of natural disasters on insurance companies

who have a good understanding of the extent of the

is just the tip of the ice-berg. The resultant increase in

cost of replacing insured goods like houses and cars. As

inequality is where the real problem lies. Post-disaster,

an aside, insurance companies’ share prices are usually

people with insurance in place (as well as the means to

the first to take a beating when a disaster strikes – in the

pay a premium for labour and materials), tend to bounce

period between Hurricane Harvey dissipating and before

back faster than those who do not - worsening entrenched

Hurricane Irma made landfall, stock prices for insurance

inequalities which in turn lead to increased social upheaval

companies in the U.S. dropped as much as 16% as they

and unrest.
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An empty purse in the aftermath

Instead of just dealing with the aftermath of what is deemed
to be the “biggest catastrophe” in the island’s history, it

Leaving the social impacts aside for a moment, the next

also has to fight with bond holders and the U.S. federal

point to be addressed on the back of these disasters is to

government. As per a note from CreditSight, Puerto Rico will

figure out who will foot the bill. Even though the wealthy

likely prioritize rebuilding expenses over debt obligations. If

private sector will be able to recoup their losses from

Puerto Rico were to get U.S. federal relief – which seems

insurance companies (and their underlying investors),

very unlikely even though extremely necessary - repayment

it only contributes a small amount to the post disaster

of debt from the U.S. federal government is likely to take

recovery effort. The largest funding contributions are

seniority over existing debt obligations.

required to reconstruct crucial infrastructure and support
the underinsured (and poor) portion of the affected

So in summary, retail investors, holding positions in

population. This part will still need to be funded by national

supposedly safe U.S. municipal bonds, will be picking up

government or the respective municipalities themselves.

a large portion of the tab, one way or another.

This cost is; however, again passed on to either investors
(directly through a potential blow-out in the cost of debt

Natural disasters vs man-made disasters

or even more serious default), or the man in the street
(indirectly through redirection of available money in the

Natural disasters and their associated costs can’t necessarily

fiscus or directly through an increase in levies and taxes).

be avoided. However, we are in the midst of a massive
man-made disaster in the making… called the high yield

Puerto Rico is a great example of how a country’s (or in

bond market.

this case, municipal state’s) existing bond holders can
end up ultimately paying for a large portion of the costs.

The Victorian English journalist Walter Bagehot once said

President Trump made a statement (post Hurricane Maria

that “John Law can stand anything but he can’t stand 2%”,

hitting the island) that Puerto Rico’s debt will have to be

implying that very low interest rates induce speculation,

wiped out prior to the U.S. federal government stepping in

reckless investing and misallocation of capital. And that

with financial assistance: “They owe a lot of money to your

is exactly what is currently happening in the high yield

friends on Wall Street and we’re going to have to wipe that

bond market.

out. You’re going to say goodbye to that, I don’t know if it’s
Goldman Sachs, but whoever it is you can wave goodbye to

Since the Great Financial Crisis in 2007-2008, global central

that”. As a result, the Puerto Rican bonds crashed 34% to

banks have deployed extreme and unconventional monetary

record lows due to investors’ fears that the bonds will not

policies, keeping short-term interest rates at record

be repaid. Adding insult to injury, Trump’s Budget Director

low levels and pushing long-term yields down through

Mick Mulvaney reiterated that “we are not going to bail

quantitative easing (“QE”) programs – the various central

them out, we are not going to pay off those debts, we are

banks purchased over $14 trillion worth of government

not going to bail out those bond holders.”

bonds! These extreme policies had the effect of driving all
asset class prices to record highs, and in the process pushing

It is fortunately not that easy to just “wipe out” $74 billion

investors out on the risk curve in a continuous chase for

in municipal debt (most of it owned by retail investors),

yield. There are now numerous signs of investors throwing

but regardless, even just alluding to it has provided a shock

caution to the wind in their desperation for higher yield.

to investor faith in a market long considered a relative
low risk investment. In a best case scenario, Puerto Rico
will not default on their bonds, but their yields (and
U.S. municipal bonds’ yields in general) will continue
to rise, making it even more expensive and punitive for
municipalities to fund themselves.
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For decades, U.S. Treasury Bonds have been treated as the

As discussed earlier, global QE programmes have pushed

ultimate safe haven and least risky asset class. Common

investors far out on the curve in a search for yield, way

economic theory holds that the “safer” the asset, the lower

past developed markets high yield bonds. One only has to

the return should be. However, during the past year we have

look at investors’ recent willingness to buy Euro and Dollar

seen over 60% of European high yield bonds (also called

bonds issued by the likes of Lebanon, Iraq, Ukraine and

“Junk Bonds”) trade at yields lower than U.S. Treasury

Egypt at yields of below 7%. In addition, look at the Ivory

Bonds. One can argue that the European Central Bank

Coast that issued 16 year debt at 6.25% in the midst of a

(“ECB”) is behind this specific folly – and as long as they

military uprising!

continue with their expanding QE programme, there will
still be some short term opportunities for countries to raise

Taking the Lebanese 10 year USD Bond as an example:

cheap debt, and for speculators to make a quick buck in

Lebanon is located in the war-torn Middle East and mired

the EU bond market. But one can’t stress the timeframe of

with governmental challenges, ranging from the militant

“short term” enough!

group Hezbollah being based in the south of the country to
the government not publishing GDP statistics since 2008.

The actions of the ECB have led to the likes of Ireland selling

However, the risk premium that a rational investor would

its first ever 5 year bond with a negative yield and a coupon

normally require to invest (given the geopolitical risk of the

of 0%. This means Ireland is effectively being paid to borrow

Middle East, the economic and governance issues, currency

money, and does not have to make any interest payments at

risk, to name but a few) seems to have disappeared, with

all. To put it into perspective, in 2012, in the midst of Europe’s

their 10 year bond yields sitting at just 5.1% – implying a

sovereign debt crisis, Ireland issued a similar 5 year bond,

paper thin 2.6% risk premium!

but had to pay 5.5% to ensure that investors will finance
their government. Fast forward 5 years later, and the yield

According to Steven Bregman (the co-founder of Horizon

is a negative -0.008% – great for Ireland, but potentially

Kinetics), the wild popularity of Exchange Traded Funds

disastrous for the new investors!

(“ETFs”) that offer investors exposure to emerging market
bonds is just adding fuel to the high yield fire. Retail

Looking at the below graph, it is obvious that this is a very

investors have ploughed billions of dollars into these ETFs

short term opportunity - during the previous two financial

in the search for yield. This has brought an influx of cash

market corrections (and for that matter any risk-off period),

into the underlying bond markets, completely distorting the

the junk bond yields blew out to multiples of the safe haven

premium required for the inordinate amount of risk.

U.S. bond yields. If a similar sell-off is to happen again,
regardless of the reason behind it, it will lead to a bloodbath

The distortion is visible in the South African bond market

across the various bond markets.

as well, where the lure of having some of the highest yields
among emerging market peers is proving irresistible. For
the year to the end of September 2017, foreign investors

Euro Junk Bonds Yielding Similar to US Treasuries

(both active and passive) have bought a net R69.5 billion
of our local bonds, keeping yields lower than where they

25%

should trade given our country specific risks.
20%

“History doesn’t repeat itself but it often rhymes”

15%

- Mark Twain
10%

There is a famous saying “that the past always has a way

5%

of returning. Those who don’t learn, or can’t remember it,
are doomed to repeat it.” One would have thought that
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investors have learnt and remembered the painful lessons
from previous bond yield blowouts and country specific
defaults, but unfortunately evidence currently points in the
opposite direction.
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The best example of how history’s lessons are being ignored

The perfect storm

is to look at Argentina, a serial defaulter of note:
The above high yield craze is culminating with global
Argentina has defaulted 8 times since independence in

central banks that have begun to unwind their extremely

1816, 5 times in the last 100 years and once since the

accommodative QE experiments, creating the makings

turn of the century – the last one also the largest country

of a perfect storm. The U.S. Federal Reserve (“Fed”) has

specific default in history.

raised rates twice this year already, and will soon start

The 2001 default, pertaining to $100 billion worth of

to unwind its massive bond book. As of October 2017,

bonds, was only finally resolved in 2016.

the Fed will stop reinvesting all of the money it receives

An article published in The Economist in 2005 further

when its assets mature, in the process gradually shrinking

pointed out that “No big Latin American government has

its $4.5 trillion balance sheet, whilst continuing to raise short

ever fully repaid a 30-year bond”.

term interest rates. Other central banks are due to follow
soon, with the Bank of England expected to start raising

The below graph shows the demise of the Argentinian bonds

interest rates before the end of 2017 and dialing back on

during the 1998-2001 period leading to their last default

their bond purchase programme. Given that today’s record

– and it paints a pretty scary picture of complacency in the

high asset prices have been propped up by central banks’

3 years prior to the eventual blow-off!

expansive balance sheets, unwinding this is inevitably
going to have some impact – likely reversing some of
the asset price inflation in stocks, bonds, real estate, and
other markets that these gigantic bouts of asset buying

Yielding to the Inevitable

have caused.

Argentine sovereign-debt spread* over US Treasuries, % points

Russia defaults

“Magaswap of
near-dated for
longer-dated bonds

Brazil devalues the real

IMF pulls the
plug; Argentina
defaults
40

First IMF bail-out,
the blindaje

Second IMF
bail-out
30

20

Investors should be wise to remember that market
corrections

often

begin

in

unexpected

places

and

unpredictable ways. Even though investors can’t plan for
natural disasters (except to take out insurance), investors
should make sure that their funds are positioned as far
as possible away from the man-made disasters. A blow-

10

0
1998

1999

2000

2001

*Derived from J.P. Morgan EMBI+ Argentina index

Source: The Economist, March 2005

off in any risky asset class, albeit the perceived safe haven
U.S. Municipal Bond market, the European High Yield
market, or Emerging Bond markets, can very quickly lead
to contagion in high yielding, high volatility markets like our
local South African bond market. A move toward the exit
by bond holders might turn into a stampede. And if that

Yet notwithstanding their history, Argentina managed to

happens, it will be prudent to remember history’s lessons,

successfully re-enter the bond market - issuing $2.75 billion

and to have insisted on an adequate margin of safety before

worth of 100 year bonds in the middle of June 2017 at a yield

venturing into a heated market.

of 8%. And to highlight the ignorance of history even further,
it was more than 3 times oversubscribed! As a prudent
investor, one has to ask oneself whether the potential pain
is worth a couple of points of short term gain…
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Astrapak: All Wrapped Up
Andrew Bishop
Investment Analyst
B Bus Sc, CA (SA), CFA

Why did we invest in Astrapak?

Share price was trading at a material discount to

Astrapak has been one of our star
performers over the past 12 months.
We wrote about the investment case
in our July 2015 Quarterly Newsletter.
Our patience was rewarded in 2016 and 2017 when it
was announced that Astrapak was getting bought out
by a global packaging manufacturer, RPC, at a significant
premium to the share price.

Net Asset Value (NAV)
Non-core assets were being sold at a premium to NAV
Debt levels were reducing
Management were rationalising operations and focusing
on key customers
Astrapak

independent payments and the unbundling of Masterplastics
(MAP). The payments totalled R9.19 which is a great return
considering the share was trading at R3.60 when we wrote
the article in July 2015.

a

classical

turnaround

opportunity.

The company had run into difficulty in 2012 and a new
CEO

The transaction was relatively complicated with three

was

was

appointed.

The

new

CEO,

Robin

Moore,

refocused the business on the core higher margin rigid
operation and exited the lower margin flexible packaging
business. Astrapak’s earnings continued to underperform
but we saw improvements in their balance sheet and
operations with net debt decreasing and operating sites
being rationalised.

Payments

Date

Amount (R/Share)

Payment 1

19 June 17

6.74

declined from R7.20 at Dec 2012 to a low of R3.38 in

Payment 2

27 June 17

0.35

April 2015. We believe this underperformance was caused

Payment 3

22 Aug 17

0.60

by poor earnings as well as forced selling by larger

MAP share price

30 Sept 17

1.50

shareholders due to outflows.

Despite the improvements being made, the share price

9.19

Astrapak found itself out of favour with a market cap below
R500m, share price declining by c.50%, no dividends and
poor earnings. The stock was too small for large asset
managers to buy and uneconomical for sell side brokers
to cover due to the low liquidity resulting in the company
falling under the radar of many market participants.

NET Debt (Rm)

Astrapak operating sites
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Astrapak was unfashionable to own in July 2015 when we
wrote about the investment opportunity in our Quarterly
Newsletter. Out of favour shares are difficult to own as

R
600

the news flow is negative and the share price tends to

500

underperform in the short term. We follow a contrarian/

400

attracted by shares that are out of favour with the market.
This philosophy contrasts with passive investing which tends
to buy into fashionable stocks that are well researched by
the market.
Passive investment management is gaining popularity
globally due to lower fees and the belief in the Efficient
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value investment style at Element and we tend to be

Anglo American

Source: Reuters, 27 September 2017

Market Hypothesis. We thought it important to contrast
our investment philosophy and process to one that

If we followed a passive investment philosophy we would

would be employed by a passive investment manager.

not have been able to take advantage of the Astrapak

Two implications of a passive investment process is that

investment opportunity. The stock was not in the index

(1) security valuations do not matter and (2) detailed

and therefore would have fallen off the radar of the passive

investment analysis adds little value.

manager. The passive investment manager would have little
interest in the stock despite the share price falling by c.50%

Valuations do not matter:

and the stock trading at c.50% of NAV. i.e. Valuation is not
a key driver of a passive investors decision making process.

The passive investment manager is required to buy and sell
securities in order to mimic a specified stock market index.

Detailed Investment Process is of little value:

Securities are bought based on their weight in a particular
index and this decision is made irrespective of price of the

The cost advantage of the passive investing comes at

security. The weight/significance of the shares increases

the expense of a detailed investment process. What is a

when their share prices perform well. On the opposite end of

detailed investment process? It involves analysing financial

the spectrum, we see shares reducing in weight/significance

data, meeting with management and a number of other

as share prices underperform and news is generally poor.

processes. We believe it is a responsibility of us at Element

Counterintuitively this can result in “expensive” shares being

to perform a detailed analysis of a company to (1) reduce

bought and “cheap” shares being sold.

risk and (2) improve returns of our clients’ portfolios.
Imagine a bank making a mortgage loan and not requiring

Anglo American (AGL) is a good example of when a

proof of income, a detailed income statement and detailed

passive investment manager would be required to sell low

balance sheet of a customer. We would find it irresponsible

and buy high. We saw the weighting of AGL in the ALSI

for a bank to make such a loan.

index decline to a low of 2% in February 2016 as the share
price dropped to the low levels of R53/share. The share

In additional to the conventional investment analysis, we

subsequently recovered to a weighting of 3.7% and share

value ESG (Environment, Social and Governance) research

price of R231/share. The passive investment manager, in this

at Element. We believe that ESG research adds value to

real life scenario, would be required to sell when the share

our clients and is responsibility of the asset manager that

price had fallen to R63/share and then buy after it had risen

strives to be a good corporate citizen. The ESG research

to R231/share. This is an extreme example but does indicate

performed for Astrapak focused on the G (Governance) in

some of the concerns we have with passive investment

ESG and this was incorporated into the investment analysis

management from an investor behaviour perspective.

we performed on the company.
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What ESG work did Element perform on Astrapak?
Analysis of Integrated Annual report
Periodic meetings with management
Voting at annual and general meetings
Attending meetings (including scheme meeting on
12 May 2017)
The final graph we would like to show you is that of APKP
(Astrapak Preference Shares). The idea to invest in APKP
had come from the research we had performed on the
ordinary shares. We understood management’s strategy for
the company and could see the debt levels reducing. This
allowed us to leverage our understanding of the company to
invest in APKP shares for our multi-asset portfolios. Positive
dynamics within our investment team allowed for good
communication and swift implementation of the investment
idea across these portfolios. The graph below highlights the
positive outcome of this investment idea and process.

R
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Source: Reuters, 12 July 2017
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Fund Reports

Portfolio Manager
Inception date
Classification
Benchmark

30 SEPTEMBER 2017
Element Earth Equity
Sanlam Collective
Investments Fund

Element Flexible
Sanlam Collective
Investments Fund

Element Real Income
Sanlam Collective
Investments Fund

Terence Craig
Andrew Bishop*

Terence Craig
Jeléze Hattingh

Terence Craig
Jeléze Hattingh

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%

TER

1.91%

Performance (Net of fees)

1

Since inception (un-annualised)

FUND

BENCHMARK

FUND

1.70%

BENCHMARK

FUND

BENCHMARK

2

607.4%

950.3%

592.2%

415.0%

352.6%

232.1%

Annualised since inception

13.1%

15.9%

12.9%

10.8%

10.6%

8.4%

10 year (annualised)

3.7%

9.5%

6.5%

11.0%

7.5%

9.0%

5 year (annualised)

2.7%

12.5%

7.4%

10.5%

8.7%

8.5%

3 year (annualised)

1.1%

7.2%

6.5%

10.2%

8.2%

8.2%

1 Year

8.1%

10.2%

13.4%

9.7%

13.3%

7.7%

HIGH

12m rolling TRR

LOW

66.10%

HIGH

-23.90%

LOW

48.40%

HIGH

-10.70%

LOW

31.70%

-5.20%

Element Balanced Sanlam
Collective Investments Fund2

Element Specialist Income
Sanlam Collective
Investments Fund2

Element Global Equity
Sanlam Collective
Investments Fund

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)

3.10%

0.14%

2.33%

TER
Performance (Net of fees)1

FUND

BENCHMARK

FUND

BENCHMARK

FUND

BENCHMARK

Since inception (un-annualised)

83.1%

112.9%

30.7%

31.8%

186.7%

244.4%

Annualised since inception

8.0%

10.1%

7.3%

7.6%

17.2%

20.4%

10 year (annualised)

No 10 year performance yet

No 10 year performance yet

5 year (annualised)

8.8%

9.7%

3 year (annualised)

8.6%

6.0%

9.0%

22.3%

5.9%

11.6%

1 Year

HIGH

12m rolling TRR
1

2.07%
2

23.5%

LOW

-10.6%

No 5 year performance yet

HIGH

15.20%

No 10 year performance yet
19.0%

23.1%

7.8%

11.0%

15.1%

8.4%

11.8%

17.3%

LOW

-4.90%

HIGH

59.40%

LOW

-11.40%

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

2

QUARTERLY NEWSLETTER SEPTEMBER 2017 | 09

Element Islamic Equity
Sanlam Collective
Investments Fund

Element Islamic Balanced
Sanlam Collective
Investments Fund

Element Islamic Global Equity
Sanlam Collective
Investments Fund

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)

2.03%

2.08%

2.30%

Classification
Benchmark
TER
Performance (Net of fees)

Since inception (un-annualised)

FUND

FUND

BENCHMARK

FUND

BENCHMARK

111.2%

163.8%

54.0%

98.9%

103.2%

156.3%

6.6%

8.7%

6.0%

9.7%

15.5%

21.1%

Annualised since Inception
10 year (annualised)

BENCHMARK

No 10 year performance yet

No 10 year performance yet

No 10 year performance yet

5 year (annualised)

4.4%

8.3%

7.1%

9.6%

3 year (annualised)

1.4%

3.0%

5.9%

5.6%

9.5%

15.2%

10.5%

4.7%

13.8%

6.0%

3.3%

20.1%

1 Year

HIGH

12m rolling TRR

33.50%

LOW

-25.10%

HIGH

18.00%

LOW

-9.60%

No 5 year performance yet

HIGH

41.80%

LOW

-11.40%

Performance figures for Class A
* Under supervision
1

Figures quoted are from Element Investment Managers (Pty) Limited, for the period ended September 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 July 2014 to 30 June 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.
The highest and lowest 12-month returns are based on a 12-month rolling period over 10 years or since inception where the performance history does
not exist for 10 years.
More performance related information is available from the Manager, or alternatively on the publically available Minimum Disclosure Documents.
This includes cumulative performance figures, as well as the highest and lowest annual figures over a rolling 12 month period.
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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.
2016
- Best performing Shari’ah Balanced Fund for the year.

Full details and basis of the awards are available from the Manager.

Responsible Investment – Third Quarter 2017
Element’s Voting Record: 3Q2017
No. of meetings voted at during 3Q2017
Voted against/abstained on at least 1 res.
Meetings attended
Number of resolutions
Voted FOR management

Voting Against – Selected Examples 3Q2017
22

100%

17

77%

1

5%

341

100%

249

73%

89

26%

Abstentions

3

1%

Withdrawn resolutions

0

0%

Voted AGAINST management

Altron

Directors

Voted against the re-election of
Dr WP Venter. We believe the board
requires less influence from the
founding and controlling family.

Pick n Pay

Director fees

We voted against the fees of the
Chairman. Fees appear excessive
in relation to listed peers.

Equites

Authority to issue
shares

The resolution could dilute
shareholders’ interest. A specific
motivation is required for authority
to issue more than 5% of shares.
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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.
• Performance is based on NAV to NAV calculations with income reinvestments done on the ex-div date. Performance is calculated for the portfolio and the
individual investor performance may differ as a result of initial fees, actual investment date, date of reinvestment and dividend withholding tax. The manager
has the right to close the portfolio to new investors in order to manager it more efficiently in accordance with its mandate. The Manager retains full legal
responsibility for the co-brand portfolio.
• 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 14h00
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 Sanlam Collective Investments 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.
• Prior to 8 July 2017 the portfolios were administered by Element Unit Trusts Limited.
• 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
• Sanlam Collective Investments’ trustee is Standard Bank of South Africa Ltd, Tel: +27 (21) 441-4100, E-mail: Compliance-SANLAM@standardbank.co.za
• Sanlam Collective Investments (RF) (Pty) Ltd is an approved Manager in terms of the Collective Investment Schemes Control Act, 2002.
2 Strand Road, Bellville 7530. P.O. Box 30, Sanlamhof, 7532. Tel: +27 (21) 916-1800, Fax: +27 (21) 947-8224
Email: service@sanlaminvestments.com. Website: www.sanlamunittrusts.co.za
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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