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Terence Craig
Chief Investment Offi cer
B Bus Sc (Hons), CA (SA), CFA

Dear Fellow Investors

In our Investment Commentary, portfolio manager, 

Jeleze Hattingh, examines the rollercoaster ride that was 

the fi rst quarter of 2016 in fi nancial markets. She highlights 

that, unsurprisingly, SA now has country-specifi c risk 

(i.e. political) being priced into our exchange rate and 

bond markets. The fi rst quarter also saw a material rebound 

in Resources shares, relative to the Industrial and Financial 

indices. This was particularly the case in the Gold (+93%) 

and Platinum (+75%) sectors – staggering returns for one 

quarter only, but not entirely unexpected given how far they 

had fallen. We are still materially overweight Gold shares as 

at current spot prices free cash fl ows and returns should be 

reasonably strong.

As a result of the outperformance of Resources, our 

Element portfolios had very strong performances in the

 fi rst quarter of 2016 – both on an absolute and relative basis. 

For those investors who have stuck with us and believed 

that our investment philosophy would once again have its 

day in the sun – we thank you for your patience. We expect 

that the fi rst quarter of 2016 may mark a turning point for 

“Value” investors, but only time will tell. However, we remain 

optimistic that the worst is behind us from a performance 

point of view.

One of our Investment Analysts, Andrew Bishop, reviews 

the investment case for Holdsport – one of the few retailers 

held in our Equity portfolios. Holdsport’s undemanding 

valuation, “big box” stores in Sportsmans and Outdoor 

Warehouse, along with exposure to active wear clothing 

where demand continues to be strong, a strong balance 

sheet and management that are material owners of the 

business are a number of reasons why we continue to 

“Holdsport”! 

The new African Bank was launched on 4 April 2016, almost 

20 months after ABIL was placed under curatorship in 

August 2014. Part of establishing the new “Good Bank” 

has entailed the conversion of all the previous ABIL debt 

instruments that were held in Element’s ABIL Retention 

Funds, into new listed debt investments in the Good Bank. 

These instruments began trading during the fi rst week of 

April 2016, and although trading volumes were low initially, 

we will endeavour to liquidate all Element’s holdings in our 

ABIL Retention funds (if possible and without prejudicing 

investors) over the next few quarters. Once completed, 

we would look to wind up the ABIL Retention Funds, and 

pay the cash out to the underlying ABIL Retention Fund 

investors. 

As always we publish our quarterly voting track record in 

this newsletter and our long-term voting track record may 

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

have shown since 2001. 

We always welcome any feedback you may have on our 

newsletter or any other aspect of our business. Please 

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

if you have any comments, suggestions or questions.

We thank you for your continued support. 
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Jeleze Hattingh
Portfolio Manager
M Sc (Cum Laude), CFA, CMT

The fi rst quarter of 2016 was a roller-

coaster ride, which makes writing an 

investment commentary soon after-

wards extremely diffi cult owing to the 

amount of potential investment stories one could cover in 

a single article. That being said, let’s look at a couple of the 

standout themes: 

 Firstly, on the local front:

– the effect of politics on policy implementation, and 

directly on the currency, bond yields and investor 

sentiment;

– the “resurrection” of the Resources sector, and 

specifi cally the Gold and Platinum sectors’ out-

performance; 

– further to the above point, the cyclicality of the 

markets, specifi cally as demonstrated by former 

market-leading shares that have “rolled over” and 

are starting to underperform.

 To name but a few of the global themes: 

– the increasing divergence between the “haves” and 

the “have-nots” leading to surging anti-establishment 

and pro-nationalist sentiment (think about Donald 

Trump’s surprising rise to the top of the US Republican 

leader board);

– increased global political uncertainty as displayed by 

the upcoming BREXIT vote, EU Migration Crisis, etc.;

– overvaluation of fi nancial assets has led to further 

deterioration in earnings quality, as companies try to 

show “earnings” to justify share prices; 

– global regulatory and tax authorities are looking to 

introduce changes to try and address loopholes that 

allow tax leakage. An example of the effect of the 

new proposals is the termination of the $160bn mega-

pharmaceutical merger between Pfi zer and Allergan 

which relied on a tax inversion for the deal to make 

economic sense;

– persistent defl ation and lower global growth fears on 

the back of weak Chinese and global data;

– and lastly a continuation of extreme monetary policy 

stances globally, again boosting excessive risk taking.

And then don’t forget about the Constitutional court ruling 

on Nkandla and the calls for President Zuma to resign, the 

leak of the Panama Papers on tax evasion and the continued 

threat of terror attacks… a volatile couple of months to say 

the least!

The effects of local politics

The current (and continuing) local political battles appear to 

have had a direct impact on investor sentiment, as displayed 

through the wild swings in our currency and bond yields. 

We would expect this volatility to continue in the short-

term. The local municipal elections are to be held on the 

3 August 2016 and only after the conclusion thereof and the 

possible reactions to the voting outcomes, could we expect 

a measure of stability to return to our currency markets.

 As a case in point, the below two graphs show the 

movement in the USDZAR during two of the most 

turbulent points in the last couple of months:

– 7-14 December 2015 (aka ”Nene-gate”)

- The 4 days between the fi ring of Minister Nene, 

the short stay of Minister Van Rooyen, and the re-

appointment of Pravin Gordhan as Finance Minister.

- The Rand weakened by R1.49 or 9.3% (from R14.53 

to R16.02) in 2 days following the fi ring of Finance 

Minister Nene, only to recover some of those losses 

upon the re-appointment of Pravin Gordhan as 

Finance Minister.

Stick to your knitting and hold onto your hat!

USD ZAR

Source: Element Investment Managers, Bloomberg, 14 December 2015
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 14-17 March 2016

– The 5 days between continued pressure from the 

battle between Finance Minister Pravin Gordhan and 

the Hawks (regarding the investigation into the SARS 

investigative unit saga) as well as renewed allegations 

against the Gupta family’s interference coming to the 

fore, that ended with Deputy Finance Minister Jonas 

admitting that the Guptas offered him the position 

of Finance Minister. All this whilst Minister Gordhan 

battled to pull South Africa away from the precipice 

of a credit rating downgrade!

– The Rand weakened by R1.18 or 7.3% (from R15.04 to 

R16.22) in the period, just to regain all the lost ground 

on the back of glimmers of hope against corruption.

 

A similar situation is being played out in our local bond 

markets, where the increased focus on political news 

is giving more impetus to the credit rating agencies1 

to downgrade South Africa before the end of 2016. 

Our current bond yields and Credit Default Swap (“CDS”) 

spreads are already pricing in multiple notch downgrades, 

and in the process our local bonds have weakened relative 

to global bond trends.

 Furthermore, if South Africa is downgraded to below 

Investment Grade, the South African Reserve Bank2 is 

estimating that short-term rates could rise by a further 

80 basis points and long-term bond yields by around 

104 basis points. 

 In a world that is awash with low or even negative interest 

rates (over $20 trillion bonds have yields below 1%), our 

local bonds have been a stand-out underperformer, with 

yields weakening in line with the currency and increased 

country-specifi c risk.

The “resurrection” of the Resource Sector – still early days

Fellow portfolio manager, Shamier Khan, concluded our 

previous Quarterly Newsletter3 by saying “given that the 

Resources index as a percentage of the ALSI is close to its 

lowest level ever, the breadth of the market is as stretched 

as before the Global Financial Crisis and that the difference 

in performance between the Industrial index and the 

Resources index always reverts – we believe we are close 

to an infl ection point in the market.”

What transpired in the fi rst quarter of 2016 was a substantial 

reversal between the indices, with the Resource Sector 

outperforming both the Financials and Industrials – led by 

the Gold Sector that was up a whopping +93% and the 

Platinum Sector up +75%.

 

Despite the signifi cant outperformance of the various gold 

counters over the last couple of months, we still maintain 

an approximate 15% gold position in our Earth Equity 

Fund4 – and that is after selling a portion of the position in 

terms of our risk management process. We believe that the 

rotation that has taken place is still in its early days, and see 

signifi cant value in some of the Gold counters. 

1 As per a Business Day article on 7 April 2016, the “credit rating agency Standard & Poor’s said that it was concerned that SA’s “political noise” was distracting 
the government from implementing policies that would enhance growth.”

2 As per the South African Reserve Bank’s Monetary Policy Review document, published on the 4 April 2016.
3 4th Quarter 2015 Newsletter, published in January 2016. Previous Quarterly Newsletters are accessible on our website at www.elementim.co.za.
4 We manage the equity portion of our Asset Allocation Funds in exactly the same way as the Earth Equity Fund – only the weighting of the underlying 

holdings will differ.

USD ZAR

Source: Element Investment Managers, Bloomberg, 17 March 2016
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To that point, one of the common arguments against holding 

gold is that the investment is based on “hope” that the gold 

price will improve. We fi rmly agree that “hope” is not an 

investment strategy, and as such our gold positioning is 

premised on the following fundamental points:

 Mining shares (including gold miners) are cyclical, and 

some are starting to offer great value opportunities post 

capitulation of the majority of investors.

 Aggressive cost-cutting by the various gold miners over 

the last 4-5 years has improved operational leverage 

signifi cantly. Looking at our largest holding, AngloGold 

Ashanti (“ANG”) as an example:

– ANG has driven their All-in Cost down by over 30% 

since 2013. 

- This is a combination of strategic decisions by 

management, as well as currency weakness (e.g. 

costs are in ZAR and other Emerging Markets’ 

currencies, yet profi ts are in USD).

- As per ANG’s management, their expected All-in 

Cost for 2016 is between $900-$960/oz.

– At a spot Gold price of $1,250/oz, the above translates 

in roughly $320/oz free cash fl ow from the midpoint 

of cost guidance.

- ANG has guided conservatively to approximately 

3.6-3.8Moz of gold production in 2016.

- At an exchange rate of R15/$1, that is equivalent to 

over R17bn free cash fl ow in 2016.

– The above implies that ANG is trading at a Price/Free 

Cash Flow of below 6x, which is an undemanding 

rating at this point in its cycle.

– ANG has also reduced their outstanding debt by 

over a third, and is in the process of consolidating 

its asset base and improving their net debt position 

even further.

 Now with over $10 trillion of negative yielding bonds (i.e. 

investors have to pay to lend money to Central banks), 

the opportunity cost to invest in gold has diminished, 

and in some instances even reversed. And then we 

haven’t even started to discuss Gold as a store of wealth, 

in a world where confi dence in central bankers (and their 

fi at currencies) are slowly but surely being eroded.

Cyclicality and underperformance of market stalwarts

We also wrote last quarter about the “Fantastic Four” (being 

SABMiller (SAB), Naspers (NPN), British American Tobacco 

(BTI) and Steinhoff International (SNH)), explaining that 

“these four shares were the biggest contributors to the JSE 

All Share Index’s (ALSI) performance for the twelve months 

ended 31 December 2015, and have collectively added 

12% to the total performance. Stated in another way, if one 

removed the performance of these four shares then the 

ALSI would have returned -7% for the year”

So what has happened to these four drivers over the 

last quarter? Barring SNH, the other three shares have 

underperformed the ALSI, and were some of the biggest 

detractors of performance!

 For 1Q2016, SAB was down -4.5%, NPN was down -2.8% 

and BTI was down -1.4%.

 Not holding these three shares would have added 

another +3.6% to the ALSI’s performance, almost 

doubling the index’s return over the quarter!

Where to from here

In an ideal world, there should be less calls of “Cry the 

Beloved Country”, or global warnings of “Here be Dragons”. 

However, we believe that the local political noise and risk 

will pick up signifi cantly towards the municipal elections in 

August 2016, and in a similar vein that the fear of global 

defl ation and potential recessions will force central bankers 

to venture even further out into the unknown... a recipe 

for a continuation of the volatility and rollercoaster moves 

of the 1st Quarter of 2016. So stick to your knitting (i.e. 

know why you invest the way you do and look for value 

opportunities), and hold onto your hat (i.e. don’t panic 

in the midst of extreme volatility), ‘cause the wild ride of 

2016 is set to continue! 
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Andrew Bishop
Investment Analyst 
B Bus Sc, CA (SA), CFA

Holdsport is a sporting goods retailer 

that listed on the JSE Securities 

exchange in 2011 and has a market 

capitalization of cR2.5bn. The company 

history dates back to 1986 when the fi rst Sportsmans 

Warehouse store was opened in Rondebosch, Cape Town. 

Today, the business includes 35 Sportmans Warehouse 

stores and 20 Outdoor Warehouse stores. The share listed 

at R31/share and is now trading at R62.80/share. 

Despite the positive growth in the share price our research 

indicates that the share appears to be cheap, both on an 

absolute and relative basis. 

The price earnings (PE) methodology is a simplistic 

technique to value a business. The share is trading on a 

1-year forward PE of 10x, which looks attractive relative to 

the overall market’s 1-year forward PE of 16x and the retail 

sector’s 1-year forward PE of 15x. 

Sportsmans Warehouse generates about 74% of group 

earnings and is, therefore, the group’s primary retail 

format. This format’s competitive advantage is its size, 

range and customer service. The stores are large and range 

between 1,200m2 to 3,000m2. Mr Price Sports stores are 

relatively large and these stores only average 769m2. This 

size gives them the ability to house an extensive range 

of products in the sporting goods segment. The store is 

focused on a range of sporting codes which diversifi es 

the risk of an overreliance on one sporting code. A good 

example of Sportsmans Warehouses’ ability to adapt to an 

ever-changing market is its increased allocation of space 

towards the mountain bike market at the expense of the 

golf market. 

As a parent of two young, but fast growing boys I can easily 

see the value in their retail offering. As a family we spend 

a lot of time (and money) at their stores (or online) before 

Chirstmas, birthdays and at the start of various sporting 

seasons. Unfortunately my youngest son loves sport so 

much that getting him out of the store normally ends in 

tears! This is a good example of one of the key markets 

of Sportsmans Warehouse, the school market. Evidence of 

the importance of sport in school is further given by Curro, 

a private school provider listed on the JSE, which aspires 

to have both indoor swimming pools and AstroTurf fi elds 

when their schools approach critical mass (1,400 learners)1. 

We see happily both the swimming and hockey section 

prominently displayed at the front of the Sportsmans 

Warehouse store. 

An interesting trend to note has been the rise of “Athleisure”. 

The trend is defi ned by Wikipedia as “a trend in fashion 

in which clothing designed for athletic workouts at a 

gymnasium, sometimes termed activewear, is worn outside 

the gym to go to the offi ce or shopping or other social 

occasions”. We can see this trend impacting retail space with 

more space being allocated to activewear. Athleisure forms 

part of a larger trend towards healthier living and this has 

a positive impact not only on clothing but also equipment 

sales. We can see this evident across a number of areas 

such as “wearables”/sports watches (e.g. activity trackers 

or heart rate monitors), sports cameras (e.g. GoPro) and 

mountain bike sales. 

Sportsmans Warehouse is in a good position to benefi t 

from this trend with exposure to sports apparel and 

equipment. We have seen management take positive steps 

to increase their exposure to the apparel segment through 

the acquisition of activewear brands and the further 

development of their private label ranges. The move into 

apparel brands occurred in 2007 with the acquisition of 

the First Ascent business. This was followed up with the 

Capestorm acquisition in 2013. 

Holdsport – benefi ting from a healthier future

1 Curro Holdings 2013 Integrated Report.
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We often think of private labels in the context of food retail 

(e.g. Woolworths or Pick n Pay). However, private label 

offerings do have an impact on the sporting goods sector 

for both equipment and apparel. What differs in this market 

is that the retailers often do not use the store name as 

the brand name. Maxed (Mr Price Sport) and K-Way 

(Cape Union Mart) are good examples of the private label 

brand differentiating itself from the store name. Private 

labels are widely used by the larger players in the market. 

We have included some of the better known private label 

brands in the schedule below. 

Group Retail Brand Product Brand

Mr Price Mr Price Sports Maxed

Promaster

Trail

Cape Union Mart Cape Union Mart K-Way

Old Khaki

Holdsport Sportsmans Warehouse 

Outdoor Warehouse

First Ascent

Capestorm

Head Start

Natural Instincts

Massmart Makro

Game

Campmaster

Private labels enable the retailer to offer their consumer a 

unique product relative to their peers, be less dependent 

on the major international brand owners and control 

price points. Sportmans Warehouse has been increasing 

its participation in the private label segment in both the 

equipment and apparel side of their business. We believe 

this improves their competitive position in the market 

and enables them to improve their customer’s shopping 

experience. 

An important part of the Investment process at 

Element is obtaining an understanding of management 

and management quality of a company. The CEO,

Kevin Hodgson, has been CEO of the company since 1999 

and has steered the company in a good direction. The 

management team has invested a signifi cant amount of 

their wealth alongside shareholders and currently owns 

13% of the shares in the company. We see this as a positive 

as management interests are aligned with shareholders’ 

interests. The business has been managed prudently 

and has been able to de-gear itself since listing and had 

negligible debt on its balance sheet at the end of FY2015. 

 

Element has been invested in Holdsport since early 2015. 

We have been pleased with our investment decision to date 

and continue to hold the share for our investors based on 

our investment research. The investment is a good example 

of our ability to fi nd small or mid-cap shares that can have 

a meaningful impact on our performance. 

Summary of the reasons why we continue to see value in 

Holdsport:

 Cheap valuation

 Strong market position and business model

 Exposure to growth trends i.e. Athleisure

 Innovative and cost-conscious strategies, e.g. Expansion 

of private label brands

 Experienced and conservative management who are 

material shareholders

 Strong balance sheet

EBITDA vs. DEBT

Source: Holdsport fi nancial results
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Fund Reports 31 MARCH 2016

Earth Equity Flexible Real Income

Portfolio Manager Terence Craig
Terence Craig

Jeléze Hattingh
Terence Craig

Jeléze Hattingh

Inception date October 2001 October 2001 October 2002

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

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

TER 1.81% 2.00% 1.66%

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

Since inception (un-annualised) 528.8% 844.3% 487.8% 350.2% 282.5% 198.4%

Annualised since inception 13.6% 16.9% 13.1% 11.0% 10.5% 8.5%

10 year (annualised) 5.9% 13.1% 7.1% 11.5% 7.5% 9.5%

5 year (annualised) 1.7% 13.6% 6.9% 10.8% 8.7% 8.8%

3 year (annualised) -1.3% 12.8% 3.7% 10.7% 5.7% 8.7%

Last 12 months -1.2% 3.2% 3.5% 12.0% 5.9% 10.0%

Balanced Specialist Income Global Equity

Portfolio Manager
Terence Craig

Jeléze Hattingh
Terence Craig

Jeléze Hattingh
Terence Craig

Inception date November 2009 December 2013 February 2011

Classifi cation SA Multi-Asset High Equity
South African 

Multi-Asset Income
Global General Equity

Benchmark
Average of total return 

of Multi-Asset High Equity 
category

110% STEFI
MSCI World Index Total Return

(in ZAR)

TER 2.22% 1.00% 2.27%

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

Since inception (un-annualised) 46.7% 98.5% 9.8% 16.8% 170.2% 183.1%

Annualised since inception 6.2% 11.3% 4.2% 7.0% 21.3% 22.4%

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

5 year (annualised) 6.8% 11.5% No 5 year performance yet No 5 year performance yet

3 year (annualised) 3.9% 10.3% No 3 year performance yet 23.1% 24.9%

Last 12 months 3.2% 3.9% 8.4% 7.3% 12.4% 17.5%

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

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

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

- In June 2000 Element becomes the investment manager of the 

Futuregrowth Pure Equity Fund (currently named the Old Mutual 

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

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

fund until March 2005.

2003

Element establishes a joint venture with Futuregrowth and 

Albaraka Bank

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

Albaraka Bank and Channel Islam to market the newly named 

Futuregrowth Albaraka Equity Fund to the SA Islamic community.

2004

Element wins 3 Raging Bull Awards in the Unit Trust General 

Equity Sector

- In January 2004 the Futuregrowth Albaraka Equity Fund managed 

by Element was awarded the ACI/Personal Finance Raging Bull 

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

Equity sector:

- Top Performing Fund

- Most Consistent Performing Fund

- Best Sortino Risk-Adjusted Performing Fund

2005

- Element earns a further Raging Bull Award and establishes 

SA’s fi rst Sukuk

- In February 2005 the Futuregrowth Albaraka Equity Fund managed 

by Element was awarded the ACI/Personal Finance Raging Bull 

Award for Most Consistent Performing Fund in the General Equity 

Sector for the three years ending 31 December 2004. 

- Futuregrowth decides to manage the Futuregrowth Albaraka Equity 

Fund internally from April 2005. 

- Element Establishes an Independent Shari’ah Supervisory Board 

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

- Mufti Mohammed Ali (Chairman)  

Senior Lecturer: Darul Uloom Zakariyya

- Mufti Ashraf Qureshi 

Member of the SA Board of Muftis

- Mufti Ahmed Suliman

Aalim & Ifta’ completed at Darul Uloom Zakariyya

- Mufti Yusuf Suliman (Internal)

CSAA (AAOIFI) and Head of Markaz Al Noor

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

- both Reg 28 and Shari’ah compliant

- Element becomes the First SA Investment Manager to launch a 

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

conjunction with Nedbank.

2006

Element establishes its Islamic Equity Unit Trust

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

2007

Element awarded Full AAOIFI Membership 

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

Full Membership of the Accounting and Auditing Organisation for 

Islamic Financial Institutions (AAOIFI).

2010

Element establishes its Islamic Balanced Unit Trust

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

April 2010.

2012

Element establishes its Islamic Global Equity Unit Trust

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

2013

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

2014

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

sukuk based on an attractive valuation and in order to diversify 

portfolio risk.

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

contract (FEC) in order to reduce currency risk.

2015

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

company” in the Shari’ah sector.

Shari’ah Investment Track Record

Islamic Equity Islamic Balanced Islamic Global Equity

Portfolio Manager Shamier Khan Shamier Khan* Shamier Khan

Inception date February 2006 April 2010 October 2012

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

Benchmark
Average of Shari'ah 

General Equity Funds 
with a 1 year track record

Average of Shari’ah 
Balanced Equity Funds 

with a 1 year track record

Dow Jones Islamic Market 
World Index Total Return

(in ZAR)

TER 2.00% 2.08% 2.33%

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

Since inception (un-annualised) 76.6% 145.2% 26.7% 83.2% 105.4% 117.9%

Annualised since Inception 5.8% 9.2% 4.1% 10.8% 23.4% 25.5%

5 year (annualised) 1.1% 9.2% 4.3% 11.1% No 5 year performance yet

3 year (annualised) 0.1% 8.2% 3.5% 9.4% 21.8% 23.6%

Last 12 months -3.6% 2.7% 0.9% 5.3% 17.5% 17.0%

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

No. of meetings voted at during 1Q2016 7 100%

Voted against/abstained on at least 1 res. 5 71%

Meetings attended 0 0%

Number of resolutions 90 100%

Voted FOR management 61 68%

Voted AGAINST management 29 32%

Abstentions 0 0%

Withdrawn resolutions 0 0%

 

Voting Against – Selected Examples 1Q2016

Reunert
Re-election of 
Mr Pretorius

Serves on the board of more 
than 10 companies and we are 
concerned that his responsibilities 
are stretched. 

Nampak 
Remuneration 
Report

Limited disclosure for sign on 
bonus paid to CEO in FY2014 
and FY2015. 

Tiger Brands
Non-executive 
director fees. 

Fees paid to non-executive 
directors signifi cantly higher 
than fees paid to peer group 
(e.g. AVI and PFG). 

Responsible Investment – First Quarter 2016
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Minimum Disclosures

STATUTORY INFORMATION

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

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

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

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

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

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

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

GENERAL RISKS

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

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

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

RISKS ASSOCIATED WITH INVESTING IN EQUITIES

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

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

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

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

RISKS ASSOCIATED WITH INVESTING IN INCOME INSTRUMENTS

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

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

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

RISKS ASSOCIATED WITH INVESTING IN INTERNATIONAL MARKETS

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

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

RISKS ASSOCIATED WITH INVESTING IN SHARI’AH INVESTMENTS

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

RELATIVE PERFORMANCE RISK

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

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