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Dr Anwah Nagia
Chairman
DTech Publ Man (hc)

Belated compliments of the season 

– may 2018 be a happy, healthy and 

prosperous year for us all.

In 2016, the two political events, namely the Brexit 

announcement and the election of Trump as the President 

of the United States, surprise world markets negatively.  

In 2017, the two political events that had significance for 

South African investors were the election of Cyril Ramaphosa 

as president of the African National Congress (ANC) and 

the removal of Robert Mugabe as president of Zimbabwe. 

However, these events were overshadowed by the Steinhoff 

accounting scandal that was brought to the public’s 

attention in December 2017. Whilst the investigations are 

ongoing, the Steinhoff debacle is being billed by market 

commentators as the biggest fraud in South Africa’s history. 

From an Element persepective, both our office move as well 

as the appointment of Sanlam Collective Investments (SCI) 

as our dedicated unit trusts administrator has proceeded 

without significant incident. We do not anticipate any 

significant changes to the operational aspects of the 

business in 2018. 

We would also like to take this opportunity to congratulate 

Jeleze Hattingh on her appointment as an executive director 

of Element Investment Managers. Well done.

In our Investment Commentary article, Shamier Khan, a 

Portfolio Manager, provides some context with respect to 

the valuation of markets relative to long-term history. Some 

of the key findings are as follows:

 Offshore markets remain elevated and expensive

 The SA market is not as expensive relative to history 

and looks more reasonable if one excludes Naspers, 

compared with offshore markets. 

 However, based on historic returns, we would not 

expect total returns (including dividends) from the local  

equity market to beat inflation significantly over the next 

five years.

The second article of this newsletter, by Chief Investment 

Officer Terence Craig, draws on the recent collapse of the 

Steinhoff group to explore the notion that being a passive 

manager does not oblige one to be a passive shareholder. 

In fact, shareholder activism should be an even more 

essential obligation for passive managers in that they are 

forced to hold a basket of shares irrespective of corporate 

governance concerns and can only sell out of a share if it 

is removed from the relevant index being tracked. He also 

shows how scrip-lending, a seemingly common practice 

in the management investment industry, goes against the 

ethos of being an active manager.

Based on our expectation of muted investment returns  

for the market, we have positioned our portfolios  

defensively and anticipate that they should hold up well 

in the current environment of heightened uncertainty and 

overvalued markets.

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). 

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.

We thank you for your continued support. 

A few words from our Chairman
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Shamier Khan
Portfolio Manager
B Com, CA(SA), CFA

Asset prices are elevated and expensive

As we ended 2017, global asset prices 

reached all-time highs. We have used 

the S&P 500 index to illustrate this point. As can be seen 

from the graph below (grey shaded sections denote 

recessions) the S&P 500 is at its highest level since 1927. 

However, the argument could be made that this fact could 

be explained by inflation i.e. inflation alone will increase the 

nominal price of a product over time. Thus, the graph we 

are showing has adjusted the historical data for inflation 

and the data points are comparable. 

 

This trend is echoed in other asset classes and if we use the 

10-year US treasury –generally regarded as most liquid and 

widely traded bond in the world – we see a similar situation 

in terms of overall pricing*.

 

However, the most disconcerting thing about these price 

movements is that they have caused the various asset 

classes to move materially above levels we would deem as 

intrinsic value. 

The graph below plots the average of four valuation 

indicators for the S&P 500. We have used the S&P 500 as a 

proxy for world markets. You are welcome to contact us if 

you require more detail on these four valuation techniques. 

The percentage indicates how much the average is above 

or below the intrinsic value. Key to note is that the current 

figure (c.101%) is more than two standard deviations from 

the mean and close to the all-time high. Simply put, the 

current figure (101%) is within a range of numbers that has 

only occurred 5% of the time since 1900! 

 

While the graph seems to indicate that we are due for a 

reversal in the trend, it bears reminding that this graph 

is not good at predicting turning points. Therefore, while 

asset classes are expensive now it does not mean that they 

can’t become more expensive in the future. 

However, based on historic data it does appear that 

investors should temper their return expectations. This is 

more clearly shown by the graph on the next page, which 

shows the subsequent 12-year return based on a specific 

valuation for the S&P 500 since 1928. Consequently, based 

on the current valuation multiples of the S&P 500 and its 

historic returns profile, the S&P 500 is likely to produce 

negative returns over the next 12 years!

Valuations – defying gravity
“The only two things you can truly depend upon are gravity and greed” - Jack Palance

US Equities: Average of four valuation indicators

Source: Dshort.com, 31 December 2017

US 10-year Treasury yields 

Source: Macrotrends, 31 December 2017
*= Please note a lower yield indicates a higher price for the bond.
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SA appears less expensive

The South African Equity Market (All share Index) while 

expensive relative to history appears less expensive in 

comparison to the US market. The graph below shows 

that the SA market is 2 standard deviations away from the 

average whereas the US markets are more than 2 standard 

deviations away from the average. 

 

We have also looked at the SA market excluding Naspers 

as it disproportionately distorts the overall market in terms 

of valuation metrics. Thus, we are of the opinion that the 

remaining index gives a better reflection of the overall 

valuation metrics for the SA stock market. As indicated by 

the graph top right the Price Earnings (PE) ratio is slightly 

elevated relative to the decade-long average but is well 

within one standard deviation of this average. One standard 

deviation means that the current PE value of 16.9x is within 

a range where 68% of all data points occur.

 

If we conduct a similar exercise to the one for the S&P 

500 it does appear that the return expectations over the 

next five years are more positive than for world markets. 

Nonetheless, it bears reminding that this is a ZAR-based 

return and does not account for any future depreciation/

appreciation in the exchange rate v the US Dollar.

The graph below suggests that over the next five years 

the overall market is likely to provide c.5%/annum on a 

total return basis. This means that capital appreciation 

plus dividends should result in a c.5%/annum return. If one 

excludes Naspers then the return for the rest of the market 

is expected to be closer to 10%. However, it is important to 

note that this return is a probable return based on historic 

data and by no means is a guarantee of future returns.

S&P 500: Historic returns v historic valuation multiples

Source: Hussman Strategic Advisors, 31 December 2017

 Hussman Margin-Adjusted CAPE (left scale, log, inverted)
 Subsequent 12-year S&P 500 annual nominal total return (right scale)

5 Year All Share Index (ALSI) Total return* vs Starting PE for ALSI

Source: Element Investment Managers, Reuters/IRESS, 31 December 2017
* = Sanlam Collective Investments
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How are Element portfolios positioned

 We have used the Element Balanced Fund’s asset allocation 

in order to give you a sense of how we have constructed the 

portfolio based on our return expectations for the various 

asset classes. 

Some key points to note:

 We have a substantial allocation to high-yielding assets 

(c.46%)

 Our allocation to offshore assets is below the allowed 

maximum of 25%

 Our allocation to SA equity includes a c.7% holding in 

various listed Preference shares with an average yield  

of c.10%.

 Our allocation to SA equity is below the historic average 

(c.51%) for SA domestic asset managers (graph below)

 Our bond exposure does not include any exposure to 

State Owned Entities (SOE) such as Eskom, Transnet etc.

 

Per the graph below, in terms of our equity allocation we 

are underweight the Industrial and Financial sector and 

overweight the Resources sector.

This sector allocation is a product of our bottom-up research 

combined with a macro overlay. Thus, the sector allocation 

is never a deliberate decision but rather a consequence 

of share selection. It is also interesting that certain timing 

indicators, one of which is shown below, seem to indicate 

that now would we good time to buy Resource shares and 

sell Industrial shares. The chart below graphs the 12 month 

percentage change in price of the Resources Index less 

the 12 month percentage change in price of the Industrials 

Index. As the line falls so Resource shares become more 

attractive relative to Industrial shares. Below the solid red 

line, Resource shares are more attractive than Industrial 

shares and vice versa.

Element Balanced Fund as at 31 December 2017

Source: Element Minimum Disclosure Document, December 2017

Element Earth Equity SCI* Fund: Sector allocation

Source: Element Investment Managers, 31 December 2017 
* = Sanlam Collective Investments

SA Institutional equity weightings Resources Index v Industrial Index: Timing Indicator

Source: Alexander Forbes Large Manager Watch, 30 September 2017

Source: Inet/Reuters, 31 December 2017
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Conclusion

At Element we do not believe in trying to forecast the  

short-term as “noise” can impact short-term price action 

relative to long-term intrinsic values. We believe that 

researching asset classes to identify long-term value and 

having the fortitude to avoid reacting to the short-term 

“noise” is the best way to manage capital for our investors 

over the long-term. 

We remain positioned for the long-term to weather 

volatility across all asset classes. Our defensively positioned 

portfolios should hold up well in the current environment of 

heightened uncertainty and overvalued markets.

We wish all our fellow investors a happy, healthy and 

prosperous 2018. 
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Terence Craig
Chief Investment Officer
B Bus Sc (Hons), CA (SA), CFA

The Steinhoff share price collapse 

began in earnest on 6 December 2017 

with the share price dropping more 

than -60% on the day (see share price 

chart below). This capitulation was triggered by the CEO’s 

resignation late at night on 5 December 2017 as a result 

of a delay in the release of the company’s 2017 audited 

financial statements, owing to “accounting irregularities” 

that are now being investigated. A detailed research 

report was issued by Viceroy Research (“short-sellers”) on 

6 December 2017 which highlighted a number of alleged 

financial manipulations in the Steinhoff financial statements 

which accelerated the share price capitulation.  

. 

 

Steinhoff has dominated SA financial news ever since 

(although at the time of writing Capitec was the next 

company to have a critical research report written by 

Viceroy, with associated media coverage) and many 

more column inches will be written as the Steinhoff story 

unravels. Litigation will happen and will drag on for years. 

Hundreds of billions of Rand were wiped off the company’s 

market value and Steinhoff shareholders have suffered a 

permanent loss of capital. 

Element’s exposure – a recap:

As you know, Element did not hold any Steinhoff ordinary 

shares in its funds, though we did have exposure in four of 

our Multi-Asset Unit trusts to Steinhoff preference shares 

(SHFF). We exited these positions completely during 

trading on 6 and 7 December 2017. We were one of the 

first investment managers in SA to make full and complete 

disclosure to our clients (and to the public) of the impact 

of the Steinhoff preference share exposure on our 4 funds.  

Our fund exposures to Steinhoff Preference shares at  

close on 5 December 2017, before the share price collapse, 

ranged from 1.38% to 2.14% in the 4 funds and the full and 

final impact on performance, after exiting our positions, 

ranged from -0.73% to -1.11% for the 4 funds. 

For every seller there is a buyer – with those buying the  

share after the price collapsed hoping that there remains 

value in the company. “Hope” equates to speculation rather 

than a long-term investing strategy and recent buyers 

in Steinhoff are speculating with little (or zero) ability to 

estimate the intrinsic value of the company as there is no 

clarity on the extent of fraud and its impact on the financial 

statements on which to base a decision. The cartoon  

below appears to have captured the essence of Steinhoff 

(first used in one of our 2007 presentations)!

 

All Passive Managers were (and are) Steinhoff shareholders

The Steinhoff case highlights some useful similarities in the 

role of active and passive fund managers. 

The objective of passive managers and exchange-traded 

funds (ETFs) is to track an index performance (e.g. ALSI) 

so as to deliver (as close to) exactly the same performance 

as the index over time. Passive managers ignore share 

valuations, by definition and increase or decrease share 

positions only as their weight adjusts in the underlying index, 

regardless of the underlying companies’ fundamentals. 

STEINHOFF: Passive Managers in Glass Houses…!

Steinhoff International Holding NV

Source: Iress
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Active managers make investment decisions based on 

research and according to their investment philosophy using 

estimates of company fair values and will be overweight or 

underweight a share (relative to the share’s index weight) 

or not hold a share at all, based on their estimates of the 

underlying company valuations. The pros and cons of active 

vs passive investing are for another commentary and not 

covered here, but it is worth remembering that passive 

and active managers are both shareholders (on behalf of 

others) of the companies they hold in their portfolios. More 

importantly, passive managers are always shareholders 

of these companies and never sell out of the underlying 

companies that form part of the index that is being tracked.

Element is a boutique active investment manager with 

a long and established track record of Responsible 

Investment and shareholder activism. Our opinion is that 

passive and active management are not mutually exclusive 

and investors benefit by combining these investment 

approaches in a well-diversified portfolio, but again we will 

save this for another article.

Our approach to shareholder activism has been one of 

focusing, as far as possible, on being proactive and engaging 

with management on addressing relevant and material 

issues that could impact on the company’s long-term value 

and sustainability. Unfortunately, by far the majority of 

shareholder activism takes place reactively – usually after a 

share price collapse – with the intention to try and recover 

value. Steinhoff falls into this category.

Differentiating by “raging against the machine”

We applaud any investment manager (active or passive) 

that speaks truth to power and holds those in positions 

of authority (public or private) to account, particularly 

when failures of governance are exposed. Andrew Canter 

(Futuregrowth) is a great example of someone being 

prepared to stand up and be counted, when he spoke out 

about corporate governance failures at SA SOEs. However 

sometimes speaking ‘truth to power’ is not done for the 

most altruistic of reasons: John Stepek, executive editor 

of MoneyWeek UK, pointed out in a Jan 2018 article that 

part of the motivation could be a desire to differentiate 

themselves from their competitors and build a brand. 

“Think about it: passive funds operate in a highly 

competitive market, where there are few obvious ways to 

differentiate your product from that of the competition. 

So if you want to build a brand …then what do you do?

It strikes me that selling yourself as a highly-engaged 

steward of your clients’ capital – one who won’t put up 

with self-serving nonsense or unethical practices from 

corporate managements – is the ideal way to do it.”

It appears that some passive manager executives in SA are 

following this exact strategy. 

Passive Managers on Steinhoff – “Et Tu?”

Passive Managers have been among the most vocal about 

Steinhoff’s collapse, often using this as an opportunity to 

take “pot-shots” at active managers. Examples of such 

comments on Steinhoff, after its share price collapsed in 

early Dec 2017.

 “How (did) so many active asset managers in South 

Africa miss this? 

 It (did not take me long) to figure out that the structure 

was obfuscated, that financial items made no sense, that 

the acquisition spree was not underpinned by any logic…

and that debt levels were out of control.

 Gross negligence also covers negligence as far as 

management of portfolios is concerned. Management 

includes research. 

 Blind faith in the Midas touch of Christo Wiese made 

many oblivious to the obvious. The landscape is littered 

with asset managers missing the obvious. 

 The greed (of active managers) is unprecedented.”

These are aggressive, accusatory and sweeping generalist 

statements directed at SA active managers and are worthy 

of further interrogation. Indeed, these comments highlight 

some of the material shortcomings of passive managers 

themselves. Let’s review the facts relating to Steinhoff, 

using the ALSI as the SA Equity benchmark tracked by 

Passive Managers and ETFs.

Passive Managers lost money and performance on Steinhoff

 All passive managers and ETFs held Steinhoff in 

their Funds and have held these positions for as  

long as it has been included in SA Equity Indices.  

At 30 November 2017 (immediately preceding the price 

crash), Steinhoff was:

– 11th largest share in ALSI (2.1% weight)

– 7th largest share in SWIX (2.6% weight)

 As a result all passive managers and ETFs have lost a 

material amount of money for their investors owing to 

their exposure to Steinhoff.



QUARTERLY NEWSLETTER DECEMBER 2017 | 08

 According to a UBS note (Jan 2018): 

– “The fallout in performance of Steinhoff remains  

fresh in investors’ minds and excluding its collapse 

last year would have added 2.5% to the overall 

performance of the All Share for 2017.”

Why are Passive Managers not Active Shareholders?

Following a passive approach does not allow a manager to 

abrogate its fiduciary responsibility to its clients to act in 

their best interests.

 If (and it is an if) any passive managers looked at 

Steinhoff’s financials and concluded they were “dodgy”, 

before the collapse, then why did they not raise these 

issues earlier with management and/or publicly as active 

shareholders. Proactive is always better than reactive 

after material losses have been incurred.

 Being a passive manager does not oblige them to be 

passive shareholders. 

 Shareholder activism should be an even more essential 

obligation for passive managers in that they never sell 

out of any shares (such as Steinhoff) and only adjust 

their share weights according to index rebalancing. 

 As John Stepek (Executive Editor of MoneyWeek UK) 

concludes:

– “As a passive index fund, you have to own what’s in 

the index. If you track the (ALSI) index, you have to 

own the stocks in the (ALSI). As a result, you lack the 

ultimate sanction – you cannot sell out of a company, 

even if you disapprove of its corporate decisions.

– And if you’re forced to own shares in a company, then 

you have no choice but to engage and to consider 

the long term.

– So I reckon that there’s even more incentive for passive 

funds to try to score a few high-profile victories and 

keep the pressure up on managements, than there is 

on active funds to do the same.”

 A duty of shareholder activism is spelt out in many 

shareholder codes including UN PRI, King III and IV  

and Reg 28 of the Pension Funds Act in SA. The Code  

for Responsible Investing in SA (CRISA) highlights 

(Principle 2):

– voting at shareholder meetings, including the criteria 

that are used to reach voting decisions and for public 

disclosure of full voting records.

– Even if passive investment strategies are followed, 

active voting policies incorporating sustainability 

considerations, including ESG, should still be followed. 

A word on Auditors

Auditors have in the past proven to be fallable – remember 

Arthur Andersen and Enron? More recently, in January 

2018, the Securities and Exchange Board of India (SEBI) 

announced that it was banning all firms in the PwC India 

Group from auditing listed companies (or intermediaries) 

for a period of two years after SEBI found PwC guilty in the 

9 year old Satyam Computer Services fraud. The Satyam 

fraud looks similar to what appears to have taken place  

at Steinhoff.

We should bear in mind that The “Big Four” auditors are 

multinational firms with incentives to grow revenue and 

profits. History has shown that there exists the odd partner 

who is willing to turn a blind eye to “aggressive accounting” 

by companies in order to meet profit targets. Thus I wonder 

why one of the vocal passive managers had not previously 

taken the Steinhoff auditors to task for signing off on the 

accounts of a company where, to quote: “the structure was 

obfuscated, that financial items made no sense, that the 

acquisition spree was not underpinned by any logic and 

too frenzied to be well thought out, and that debt levels 

were out of control”.

Yet the same Passive Manager chose to ignore Deloitte’s 

role as the auditor of the Steinhoff AFS in its own recent 

appointment of Deloitte - voted in by 100% of the shares 

voted at its AGM, which was held on 12 January 2018, over 

a month after the Steinhoff capitulation began. Ironically 

this same passive manager fired KPMG as its auditor in 2017 

because of KPMG’s complicit role in ‘State Capture’ and 

replaced them as its auditors with Deloitte.

Voting at AGMs

There has been much criticism of passive managers globally 

when it comes to voting, reviewing company corporate 

governance and holding management to account. This 

criticism has been justified as historically there has been 

little activism from Passive Managers. 

 “If more and more of the industry is owned by passive 

investors who are only trying to replicate the index, 

there is no oversight. There is no governance,” (Richard 

Buxton, CEO of Old Mutual Global Investors, 5 Feb 2017)
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Generally, shareholders in companies have two fundamental 

rights:

 The right to receive dividends

 The right to vote

Our opinion has been that the right to vote is material for 

a shareholder, yet this does not appear to be the majority 

view in the SA investment industry.

A review of a number of SA passive managers’ websites 

highlights that there is little to no information about voting 

as shareholders with respect to the companies held in 

their index-tracking funds and/or ETFs. No voting records, 

no voting policies. As passive managers represent near 

permanent capital, effectively, the lack of voting information 

should be a material concern for their investors and clients. 

Researching company financials, to ensure votes on 

company resolutions are based on the facts and sound 

governance principles, takes both time and resources. 

These can be material costs for a passive manager, would 

reduce profit margins accordingly and so a rigorous voting 

process is often ignored. However, not bothering to vote 

could be deemed as putting company profits before its 

fiduciary responsibility to investors.

Nowhere is this more visible than at the 2017 Steinhoff 

AGM, held on the 14 March 2017 and released on SENS the 

same day. Element’s Steinhoff preference shares, held in 

its funds, were not eligible to vote at the AGM. The F2016 

results being voted on at the AGM are now known as being 

“fraudulent” and cannot be relied upon.

 At end of Feb 2017 (prior to the AGM), Steinhoff’ was  

the 8th largest share in the ALSI (2.8% weight) and the 5th 

largest share in SWIX (3.4% weight). 

 These would have been the portfolio weights for all 

passive managers and ETFs tracking these SA Equity 

indices at the time of the AGM. Material top 10 positions 

– but how many Passive managers and ETFs actually 

voted their underlying Steinhoff shares at the AGM?

 75% of shares in issue voted on resolutions at the AGM 

(i.e. 25% of shares in issue did not vote).

 For the shares that voted at the AGM have a look at 

the “For” votes in the table below, including 100% for 

adoption of 2016 AFS; 86% for Christo Wiese and 99.6% 

for Deloitte’s reappointment as auditors.

STEINHOFF: 2016 FINANCIAL YEAR AGM - VOTING RESULTS (Edited)

Date Held: 14 March 2017

Resolution

As % of Shares voted  
at AGM

No. of 
shares 

voted at 
AGM

Shares vot-
ed as a % 
of Shares 
in issue

Abstained 
as a % of 
Shares in 

issueFor (%) Against (%)

Adoption of 2016 AFS 100.00 0.00 3 211 054 591 74.74 0.33

Granting of discharge from liability of  
the members of the Management Board 98.37 1.63 3 211 054 591 74.74 0.25

Granting of discharge from liability of the 
members of the Supervisory Board 98.38 1.62 3 211 054 591 74.74 0.25

Reappointment and appointment as  
members of the Supervisory Board

CE Daun
BE Steinhoff

CH Wiese
J Naidoo*

85.20
84.52
86.14

86.49

14.80
15.48
13.86
13.51

3 211 054 591 
3 211 054 591 
3 211 054 591 
3 211 054 591 

74.74
74.74
74.74
74.74

0.37
0.37
0.37
0.37

Establishment of remuneration of the
Supervisory Board for the financial year 2017 99.62 0.38 3 211 054 591 74.74 0.21

Appointment of External Auditor for the 
financial year 2017   99.60 0.40 3 211 054 591 74.74 0.05

Source: JSE SENS, 14 March 2017
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Scrip lending and Short-Selling – who has the right  

to vote?

One of the ways Investment Managers, Pension Funds 

and other Equity investors can earn additional income, 

which can be material, is from scrip lending (lending the 

underlying shares held in their portfolios to a third party). 

As passive managers represent near permanent capital 

in a company they are better positioned to lend scrip 

than active managers. The lending/borrowing is done on 

a contractual basis, usually for a defined period, with the 

borrower putting up collateral upfront for the shares that are 

borrowed, paying a fee (usually a basis points percentage of 

the value of the shares borrowed) over the contract period 

to the lender and being obliged to return the equivalent 

number of shares at the end of the contract. In addition any 

dividends or interest earned by the borrower while holding 

the shares is normally paid back to the lender as an equal 

amount of “manufactured” interest or dividends. 

The disclosure of scrip-lending income by lenders and 

the equivalent expenses by borrowers is usually less than 

transparent to shareholders and/or clients of both parties. 

The income and expenditure relating to scrip lending is 

usually included (i.e. hidden) with other income/expenditure 

items such as “Brokerage” or “Other Income/Expenses” in 

financial statements and is seldom disclosed as a separate 

line item on its own. It would be useful for investors and/

or clients to know how material this income is for a lender.

The borrowers of these shares (scrip) are investors (usually 

hedge funds or proprietary trading desks of investment 

banks) who want to sell shares “short” – based on 

expectations that a share price will fall (i.e. they are “short-

sellers”). The borrowed shares are sold in the market with 

a view that they will be able to buy back the shares at a 

later date at a lower price – with the difference between 

the selling price (high) and the buying price (low) being the 

profit made on the transaction, less the costs of borrowing 

the shares.

Viceroy Research, which released a critical research report 

on Steinhoff on December 6 2017 and contributed to the 

share price fall, is a classic short-seller. Its most recent 

research report released in late January 2018 was critical 

of Capitec – particularly its accounting treatment of arrear 

debtors. SA investors are not used to aggressive short-

sellers in our market – we will need to become used to 

their approaches, particularly companies with “aggressive 

accounting policies” that are unsustainable over the long-

term. Short-sale targets are usually companies where 

the short-seller believes the share price to be materially 

overvalued – or in Steinhoff’s case, where the profits 

appeared “too good to be true” and had been manipulated.  

Scrip-lenders, in the pursuit of another income stream 

for themselves, tend to forget the bigger picture in that 

the borrowers of the shares are betting against the same 

company held in the lender’s underlying portfolios. Viceroy 

Research was only able to take a short position by finding 

Steinhoff shareholders willing to lend their Steinhoff shares 

to them for the trade (in return for fee income of course). 

It would enlightening to know how many SA Passive 

Managers, vocal or not, had loaned their Steinhoff shares 

for the benefit of short-sellers, including Viceroy.

In Element’s opinion, the most material downside to  

scrip-lending is that the lender transfers the title of the 

share to the borrower which includes the voting rights on 

the share. As highlighted above, lenders seldom deem a 

voting right to be material – particularly when compared 

with the income stream earned on the share from lending. 

Our concerns with respect to all lenders, including passive 

managers, is that the income stream from lending is 

prioritised over the lender’s fiduciary responsibility to 

its investors and/or clients to practice sound corporate 

governance by voting the shares at meetings.

A lender has to recall the shares on loan in order to vote 

them, meaning the borrower must close out his position 

early (and possibly at a loss) in order to return the shares. 

This seldom happens in practice.

Using the Steinhoff AGM (above) to illustrate this point:

 25% of issued shares did not vote at the AGM on the 

2016 AFS and associated resolutions. Why were these 

shares not voted and how many of these shares were 

lent out with the borrowers not bothering to vote?

 Passive managers should be cautious about berating 

active managers for having “blind faith in Christo Wiese” 

if they did not vote against him at the last Steinhoff  

AGM in March 2017.

 What would be even worse is if the passive manager 

could not vote against Christo Wiese as a result of having 

transferred the voting rights attached to their Steinhoff 

shares to a short-seller (such as Viceroy).
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There are many lessons that have been learnt from the 

Steinhoff implosion and many more will be learnt in the 

months and years to come.

Here are two of them:

 It appears that “Steinhoff” may be German slang for 

“train smash”.

 “Passive managers in glass houses should be wary of 

firing AK47s!”

All the best for 2018. 
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Fund Reports 31 DECEMBER 2017

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)

TER  3.10%  1.00% 2.33%

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

Since inception (un-annualised) 84.2% 117.9% 30.8% 33.7% 162.3% 217.9%

Annualised since inception 7.9% 10.1% 6.9% 7.5% 16.9% 20.6%

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

5 year (annualised) 7.9% 9.0% No 5 year performance yet 17.8% 21.1%

3 year (annualised) 8.4% 6.0% 9.0% 7.9% 8.1% 12.4%

1 Year 21.1% 9.7% 7.8% 8.3% 9.6% 11.4%

HIGH LOW HIGH LOW HIGH LOW

12m rolling total rate of return 21.1% -3.3% 12.3% 0.9% 61.3% -11.4%

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

Element Earth Equity  
Sanlam Collective  
Investments Fund

Element Flexible  
Sanlam Collective  
Investments Fund

Element Real Income  
Sanlam Collective  
Investments Fund

Portfolio Manager
Terence Craig

Andrew Bishop*
Terence Craig 

Jeléze Hattingh
Terence Craig 

Jeléze Hattingh

Inception date October 2001 October 2001 October 2002

Classification SA General Equity SA Multi-Asset Flexible SA Multi-Asset Low Equity

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

TER 1.91%  2.07% 1.70%

Performance (Net of fees)1 FUND BENCHMARK FUND2 BENCHMARK FUND2 BENCHMARK

Since inception (un-annualised) 636.8% 1,028.50% 595.8% 426.5% 351.7% 238.0%

Annualised since inception 13.2% 16.2% 12.8% 10.8% 10.5% 8.4%

10 year (annualised) 4.4% 10.7% 6.5% 10.9% 7.4% 8.9%

5 year (annualised) 2.6% 11.9% 6.7% 10.5% 8.0% 8.5%

3 year (annualised) 4.1% 9.3% 6.8% 10.5% 7.8% 8.5%

1 Year 14.1% 21.0% 12.5% 9.6% 10.1% 7.6%

HIGH LOW HIGH LOW HIGH LOW

12m rolling total rate of return 37.4% -17.1% 23.2% 4.9% 15.1% -2.2%
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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

Classification SA General Equity SA Multi-Asset High Equity Global General Equity

Benchmark
Average of Shari'ah  

General Equity Funds  
with a 1 year track record

Average of Shari’ah  
Balanced Equity Funds  

with a 1 year track record

Dow Jones Islamic Market  
World Index Total Return 

(in ZAR)

TER 2.03% 2.08%  2.30%

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

Since inception (un-annualised) 114.3% 166.5% 56.0% 101.0% 92.2% 150.0%

Annualised since Inception 6.6% 8.6% 6.0% 9.5% 13.4% 19.4%

10 year (annualised) 4.4% 5.4% No 10 year performance yet No 10 year performance yet

5 year (annualised) 4.3% 7.2% 6.8% 8.5% 14.4% 20.2%

3 year (annualised) 3.8% 4.0% 6.7% 5.2% 6.2% 12.5%

1 Year 12.2% 6.4% 11.1% 6.8% 1.3% 15.0%

HIGH LOW HIGH LOW HIGH LOW

12m rolling total rate of return 21.5% -13.3% 15.6% -5.5% 39.9% -10.8%

1 Performance figures for Class A
* Under supervision

Figures quoted are from Element Investment Managers (Pty) Limited, for the period ended December 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 October 2016 to 20 September 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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Element’s Voting Record: 4Q2017

No. of meetings voted at during 4Q2017 20 100%

Voted against/abstained on at least 1 res. 14 70%

Meetings attended 1 5%

Number of resolutions 271 100%

Voted FOR management 189 70%

Voted AGAINST management 81 30%

Abstentions 1 0%

Withdrawn resolutions 0 0%

Voting Against – Selected Examples 4Q2017

Impala  Remuneration

Voted against the remuneration 
policy. Retention payment to  
new CEO high in relation to old 
CEO’s remuneration. 

Tsogo Directors
Voted against the appointment of 
Mpande and Ngcobo. Board lacks 
independent directors. 

Sasol BEE Transaction
Voted against the proposed deal 
because of its excessive cost to 
shareholders. 

Responsible Investment – Fourth Quarter 2017

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.
2017

- Best performing Shari’ah Balanced Fund for the year.

- Best performing Shari’ah Equity Fund for the year.

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

Shari’ah Investment Track Record
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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, 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.

The information contained within this document has been prepared by Element Investment Managers (Pty) Ltd, does not constitute financial advice  
as contemplated in terms of the Financial Advisory and Intermediary Services Act, and should be read in conjunction with the MDD and Upfront  
Disclosure Document. Use of or reliance on this information is at own risk. Independent professional financial advice should be sought before making an 
investment decision.
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