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Dr Anwah Nagia
Chairman
DTech Publ Man (hc)

Dear Fellow Investors

The volatility we saw in 2016 has 

continued unabated in 2017. The key 

difference being that most of the volatility in 2017 to date 

has been  localised, whereas 2016 tended to be more global 

in nature.

The volatility in South Africa stemmed from a growing 

uneasiness in asset  markets and what appeared to be the 

general public about how the government was conducting 

business. There appeared to be a lot a political “shenanigans” 

happening in the background to which the general public 

was not privy to. This culminated in the removal of the 

highly regarded Finance minister of South Africa, Mr Pravin 

Gordhan, by the president, Mr Jacob Zuma at the end 

of  March 2017. His removal prompted the various ratings 

agencies to review their current rating of South African 

debt. As most of you are aware, South Africa’s sovereign 

international currency denominated debt was downgraded 

by Fitch and S&P to sub-investment grade (or “junk status” 

as is commonly known). Fitch also downgraded SA’s local 

currency denominated debt to “junk” status.  At the time of 

writing, the largest rating agency, Moody’s, was reviewing 

its current rating of SA debt – we expect them to follow 

their peers with similar downgrades.  The ramifications of 

these downgrades are relatively complex and will likely be 

explored in a future article, but the period leading up to 

the expected December 2017 rating review, by these same 

agencies, will be critical for SA Inc.

In our first article, Shamier Khan, one of our portfolio 

managers,  addresses the question of whether the value 

outperformance cycle is over. While historic performance 

is no indication of future performance, the long-term data 

does indicate that we are likely closer to the start of the 

value outperformance cycle rather than the end. The high 

valuation multiples evident in the market currently coupled 

to the lack-lustre economic growth also seems to support 

a thesis of continued value outperformance. As a corollary 

to this, the majority (>70%) of all the Funds we manage are 

beating their benchmarks over the past year.   

In our second article, Andrew Bishop, a  senior investment 

analyst gives us a synopsis of the investment case for Hosken 

Consolidated Investments (HCI). HCI remains a meaningful 

holding for us and has been a significant source of alpha 

for us over time. Given the investment fundamentals of the 

stock, namely: it trades at a significant (>30%) discount to 

its net asset value (the majority of which are listed assets), 

its underlying assets offer opportunities to unlock further 

value and management appear to be allocating capital 

wisely, we believe the share can continue to generate alpha 

for us in the future.

Our final article is penned by Jeleze Hattingh, one of our 

portfolio managers, and alerts unit holders to the proposed 

amalgamation of the Element Unit Trust funds with the 

range of Element Sanlam Collective Investments Funds.  

The reason for the Amalgamation ballot is that the directors 

of Element have determined that the administrative service 

needs of our investors would be better met by a larger 

specialist administrator. Thus, administration going forward 

(expected from 8 July 2017 onwards) will be handled by 

Sanlam Collective Investments (SCI) – a large specialist 

administrator within the Sanlam group of companies.  

The article answers some of the more pertinent questions 

investors will likely have about this process. In terms of this 

process, we would like to reiterate the following points:

 Element Investment Managers will remain the investment 

manager of the underlying funds.

 The names of the underlying Unit Trust Funds will change. 

However, there will be no changes to the underlying Unit 

Trust portfolios, nor any impact on the manner in which 

the Funds are managed.

 The amalgamation will not trigger any Capital Gains Tax 

for unitholders. 

 There will be no change to the Unit Trust Funds’ fees or 

service charges.

We thank you for your continued support in these volatile 

markets. We continue to remind investors to be extremely 

cautious about their investments, as asset classes remain 

expensive without the support of underlying fundamentals, 

and global political outcomes, that have macro effects on 

investments, remain uncertain and highly volatile.

As always we publish our quarterly voting track record 

in this newsletter and our long-term voting track record 

(shown since 2001) may be viewed on our website  

(www.elementim.co.za).

Lastly, we welcome any feedback you may have on  

our newsletter or any other aspect of our business.  

Please e-mail me at anwah@elementim.co.za or call 

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

questions. 

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

For those of you that travelled with 

children over the Easter period this 

would have been a common refrain! 

However, in the context of the article, 

it refers to the question we have been most oft asked 

this year – viz. “Have we reached the end of the value 

outperformance cycle?” 

While the old adage that “there are no certainties in life 

besides death and taxes” holds true, we would argue that 

the facts indicate that we are at the initial part of the value 

outperformance cycle rather than at the end. 

Because mean reversion is often associated with value 

investing, market commentators seem to be indicating 

that the extent of the outperformance has all but reversed 

the historic underperformance. We will explore this in a bit 

more detail.

Value vs Growth

The chart below graphs the relationship between the  

MSCI World Value Index and the MSCI World Growth Index 

since 1974. 

 

In the above graph we have highlighted the recent 

outperformance of value vs growth. The graph shows that 

while value has enjoyed some outperformance recently, it 

is still approximately two standard deviations away from 

the long-term average. But the question really is: If this is 

a value outperformance cycle – how long do they typically 

last and what level of outperformance can I expect?

Value outperformance cycle

Sanford Bernstein and Pzena Investment Management have 

decomposed the value outperformance cycle into specific 

periods detailing the cumulative outperformance as well as 

the length of the outperformance cycle (see table below).

 

Relative Returns
Length of 

Cycles

Cycle Dates
First 11 
Months

Full Value 
Cycle

# of 
Months

1 Jul ’73-Mar ’78  12.7% 127.2% 57

2 Dec ’80-Aug ’88 23.0% 264.4% 93

3 Nov ’90-Aug ’95 29.4% 131.3% 58

4 Mar ’00-Feb ’07 55.1% 176.9% 84

5 Dec ’08-Jun ’14 35.4% 107.5% 67

Average 31.1% 161.5% 72

Current Feb ’16-Dec ’16 19.9% – 11

Source: Sanford C. Bernstein & Co., Pzena Analysis

What is interesting to note is that:

 Since 1973, the shortest period a value cycle has 

outperformed is c.5 years with the average cycle lasting 

close to 6 years. 

• Based on their data, the cycle of outperformance 

resumed in February 2016 and we are thus 14 months 

into the present outperformance cycle.

 The minimum level of cumulative outperformance has 

been c.108% with the average being around 162%. 

The chart below is a graphic representation of the above 

data table.

 

Are we there yet?

MSCI World Value vs. Growth relative trend

Source: www.Schroders.com, Reuters, 31 December 2016
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Once again it is quite striking to see the short tenure of the 

current cycle in comparison to the other five cycles.

While we are acutely aware that past performance is not 

indicative of future performance, these graphs and tables 

appear to lend support to the hypothesis that the value 

outperformance cycle is closer to the start than the end.

Market Fundamentals

When assessing the fundamentals of the market it also 

appears that the current state (high valuation multiples vs 

long-term averages) should lend itself to a fruitful period for 

value investors. To illustrate the point, the slide below shows 

the valuation spread for the US market. This is the spread 

between the cheapest stocks in the market relative to an 

equally weighted market portfolio, ranked by their price-to-

book multiple. The market portfolio is based on the 1000 

largest US stocks by market capitalisation. 

 

The graph above shows that currently the cheapest stocks 

represent a significant value opportunity. Over the past 50 

plus years the ratio only showed greater promise in 2000. 

What followed was a period of significant outperformance 

of the value style. The grey shaded bars denote the periods 

of outperformance.

A similar situation exists when one considers valuations 

based on the comparison of the price earnings (“PE”) 

multiple for the cheapest stocks against the broader market. 

Price to Normal Earnings Mid-Points as of December 31, 2016

U.S. Europe
Japan 

Global
Global EM

Universe* 15.8 14.1 18.3 15.0 14.0

Cheapest 

Quintile
10.0 8.0 9.2 8.9 7.4

*Universes are comprised of largest stocks by market capitalization for 
each region as follows: 2 000 largest Global; 1 000 largest U.S., 750 largest 
European; 750 largest Japanese; 1 500 largest Emerging Markets.

Source: Reuters, Pzena Analysis

The table above shows the valuation discrepancy between 

the cheapest stocks and the sample universe for each of the 

major markets. This valuation discrepancy can be explained 

by the fact that equity returns over the recent past has 

largely been driven by PE expansion.

As is evident from the graph above, c.70% of the total 

return of the US equity market (S&P 500 index used 

as a proxy) over the past four years has come from  

the PE ratio of the market increasing. This means that 

investors were willing to pay close to 70% more for the 

same quantum of earnings in 2016 than in 2012.

Valuation spread for the US market
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Significant Value Opportunity

 Value Outperforms    Upside    Average    +1 Std Dev    -1 Std Dev

Equity Return Drivers

Total  
Return  
98.2%

P/E Expansion
68.8%

EPS Growth
17.3%

Dividends
13.9%

Total  
Return  

1,561.8%

P/E Expansion
4.9%

EPS Growth
81.8%

Dividends
13.4%

S&P 500
2012-2016

S&P 500
1988-2016

Source: Epoch IP, 26 January 2017 (Data to 31 December 2016)
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If we contrast that to the longer-term data (1988 – 2016),  

it is clear that in the long-term, earnings is the main driver  

of equity returns. What this means is that in the next  

couple of years, either PE multiples will compress or 

earnings growth will have to significantly increase in order 

to justify the currently high PE multiples (see graph below). 

As can be seen the current PE ratio for the US market  

(S&P 500 again used as a proxy) is elevated relative to its 

long-term historic mean and median. 

 

When one considers the earnings growth potential of 

the equity market, a good proxy is the GDP or economic 

growth rate. Since 1947 the US economy has averaged 

c.3% GDP growth rate. The graph below indicates that a 

strong growth period typically requires a significantly 

negative (-5%) starting point – similar to the starting points 

of the 1990’s and 2008 recently. Given the current level of 

GDP growth rate (c.2%) it seems unlikely that we will see 

significant (+5%) GDP growth in the near future. 

 

Conclusion

While historic performance is no indication of future 

performance, the long-term data does indicate that we 

are likely closer to the start of the value outperformance 

cycle rather than the end. The high valuation multiples 

evident in the market currently coupled to the lack-lustre 

economic growth also seems to support a thesis of value 

outperformance.

One of the tenets of our investment philosophy is the 

deliberate focus on downside risk. Thus capital preservation 

and the due consideration given to dividend yield (rather 

than growth) are key to our investment process. As a result, 

we remain positioned for the long-term to weather volatility 

across all asset classes, both within our asset allocation 

and within our underlying equity and instrument specific 

selection. 

S&P 500 PE Ratio

Source: www.multpl.com, 12 April 2017
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Andrew Bishop
Investment Analyst 
B Bus Sc, CA (SA), CFA

“The Bus for Us” should be a familiar 

slogan for Cape Town drivers. It is 

the slogan for the Golden Arrow Bus 

Services, a company which operates 

more than 1000 buses in Cape Town and has been operating 

in the region for more than 150 years. Older than the first 

fuel busses which were only introduced in 1911! 

Golden Arrow is not listed on the JSE securities exchange 

and therefore Element does not invest directly into the 

company. However, we do invest in a black empowerment 

investment company by the name of Hosken Consolidated 

Investments (HCI). HCI bought Golden Arrow bus services 

in 2004 for R257m and in FY2016 the business contributed 

R186m in headline earnings to the group. The business is 

now the second largest contributor to the group despite it 

often being overlooked in the analysis of HCI. Golden Arrow 

is a good example of one of HCI’s successful investments. 

Something to consider is why Golden Arrow is rarely 

included in the analysis of HCI? The company is unlisted 

and therefore there is no market value for the shares HCI 

owns. This was historically the case for the majority of HCI’s 

investments. However, since 2011 we have seen HCI list its 

larger investments.

Listings:

 Tsogo – listed in 2011 through the merger with Gold Reef

 E Media – listed in 2013 through the Seardel structure

 Niveus – listed in 2012 through an unbundling from HCI

 Deneb – listed in 2014 through an unbundling from 

Seardel/E Media

HCI’s market capitalisation of R12bn (R141/share) trades  

at a 23% discount to its listed investments of R16bn  

(R184/share). Our valuation of NAV is higher than the 

R184/share due to unlisted investments. Owing to the 23% 

discount that HCI trades to its listed investment, the market 

places little value on it unlisted investments. Unlisted 

investments include Golden Arrow, property investments 

and coal assets. 

Contribution to HCI NAV:

 

Listed Investments

R/share Rm % total

Tsogo 129 11 313 70%

Niveus 27 2 350 15%

E Media 18 1 627 10%

Deneb 10 863 5%

Total 184 16 153 100%

Unlisted Investments

R/share Rm % total

Golden Arrow 22 2 832 64%

Coal 10 900 20%

Property 7 626 14%

Other 12 103 2%

Total 51 4 461 100%

Net debt -19 -1 629

Grand Total 216 18 985

Source:EIM Estimates, 31 March 2017

HCI management have opportunistically bought back 

shares in HCI to improve shareholder wealth. Since 2012 

management have reduced the number of shares by  

39m shares (c. 30% of shares in issue) with the most 

recent share repurchase completed at R105/share. The 

quantum of these share buy-back is the equivalent of an 

R5.6bn investment at today’s share price or 45% of the 

market capitalisation. Share buy backs have been used at 

subsidiaries as well, with large buy backs completed by 

both Tsogo and Deneb in recent years.

 

“The Bus for Us”

HCI Shares in Issue (m)

Source: Company results
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Tsogo

Tsogo represents c.91% of HCI’s R141 share price. We are 

happy that Tsogo represents a large portion of HCI’s 

valuation as we believe the company to offer reasonable 

value relative to the market. Tsogo own great quality assets 

in both the local casino and hotel market. It has the highest 

market share in both the Gauteng and KwaZulu-Natal casino 

markets with well-located casinos in both regions. It is also 

the largest owner and operator of hotels in South Africa.  

We believe that both businesses are well positioned within 

their respective markets with good growth opportunities. 

The casino business has the opportunity to grow through 

the expansion of the SunCoast Casino in central Durban 

while the hotel business is looking to list its property directly 

through the Hospitality structure. Tsogo is trading at  

R28/share and a 14x PE. We believe this is reasonable value 

in the current market considering the high regard we have 

for management, quality of the assets, growth opportunities 

that present themselves and an ALSI PE over 20x. 

Hospitality Property Fund

Hospitality Property Fund is the only local hospitality REIT 

(Real Estate Investment Trust) listed on the JSE. The fund 

has undergone some significant changes in 2016 with the 

collapse of the dual share structure and Tsogo taking control 

of the entity. Tsogo took control of the entity by selling 

10 hotels to Hospitality in exchange for shares. We have 

invested in Hospitality for a number of our asset allocation 

funds as (1) the restructure should result in a higher quality 

business and (2) the yield is attractive.

Benefits of the restructure:

1. No longer dual share structure with conflicting 

shareholder interests.

2. Larger business with potential to acquire more hotels 

from Tsogo.

3. Improved balance sheet quality with a strong majority 

shareholder.

Hospitality has already increased its number of rooms from 

2,830 to 4,809 (+70%) through the acquisition of 10 hotels 

from Tsogo. The fund could potentially acquire a further 

7,371 rooms (+153%) and this would result in a sizable 

portfolio with a market capitalisation potentially in excess 

of R12bn. The REIT could potentially own more rooms than 

City Lodge and have a market capitalisation larger than HCI.

 

The company trades on a yield of 12%, which appears 

attractive relative to other property REITS and hospitality 

shares. We believe that the hotel sector should 

experience improving occupancies over the medium 

term as occupancies continue to trade below long term 

averages. This improvement in occupancies, together 

with the implemented restructuring, should result in good 

distribution growth in the next couple of years. 

We have covered three of HCI’s investments in this 

article which represents c. 70% of our estimate of total 

NAV. We believe that the remaining c.30% of assets are 

prudently valued. And we are optimistic about the future 

for investments such as E Media, property and Deneb. 

We estimate that HCI is trading at a 33% discount to our 

calculated NAV and this discount looks attractive relative to 

long-term averages. 

 

Summary - Why is HCI the bus for US?

 Share trades at a 33% discount to NAV.

 Company continues to buy back shares at a material 

discount to NAV.

 Tsogo appears attractive relative to the market trading 

on a historic PE of 14x.

 Underlying businesses prudently valued. 

Rooms

Source: Company results, EIM Estimates
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Jeleze Hattingh
Portfolio Manager
M Sc (Cum Laude), CFA, CMT

During the latter part of April 2017, 

investors across the nine Element 

Unit Trust Funds will receive a ballot 

letter requesting their approval to 

amalgamate the range of Element Unit Trust Funds, 

established under the Element Unit Trusts Collective 

Investments Scheme, with the range of Element Sanlam 

Collective Investments Funds, established under the 

Sanlam Collective Investments (“SCI”) Scheme. 

The reason for the Amalgamation ballot is that the directors 

of Element have determined that the administrative service 

needs of our investors would be better met by a larger 

specialist administrator, and have thus taken the decision 

to enter into a co-naming agreement (commonly known 

as a white labeling agreement) with Sanlam Collective 

Investments. SCI is a collective investment scheme 

manager registered with the Financial Services Board  

and a large specialist administrator within the Sanlam group 

of companies.

This article will aim to provide more background to this 

process by answering some of the most pertinent questions:

 What does it mean to “co-name” the Element Unit Trust 

Funds (“Funds”)?

• Co-naming is a practice which combines the expertise 

of a professional asset manager with those of a 

registered Collective Investment Scheme Manager. 

• Co-naming our Funds with SCI therefore gives us the 

opportunity to focus wholeheartedly on our core 

skills of investment and portfolio management, and to 

leave all of the administrative responsibilities to SCI.

 What are the benefits of co-naming our Funds?

• For investors, the main benefits will be improved 

operational efficiencies, access to a large and highly 

experienced service team, as well as an improved 

client-facing interface as investors will be able to 

access their investment details via SCI’s online 

investor portal. 

• For Element, the main benefit is a reduction in 

operational and business risk. We believe that  

co-naming our Funds is the best strategic way 

forward, and it will allow us to focus on what we 

do best, i.e. making active investment decisions on 

behalf of our investors.

 What does “amalgamate” the Funds actually mean?

• The Merriam-Webster dictionary defines amalgamation 

as the “the action or process of uniting or merging two 

or more things”. In this case, the current Element Unit 

Trust Funds will be merged with the newly created 

Element Sanlam Collective Investments Funds.

• This is to ensure that the transition of the Funds to 

SCI happens without any interruption or impact on 

the underlying investors.

• The amalgamation of the Funds is a required step in 

the co-naming process.

 What are the other main steps involved in the co-name 

process?

• It is important to note that the entire co-naming 

process is done under the guidance, and with the 

approval of the Financial Services Board (“FSB”)1. 

• The first step to co-naming our Funds involved the 

creation of identical funds under SCI’s licence.

• Apart from a new name, these Funds are identical in 

all aspects, e.g. responsible asset manager (Element 

Investment Managers), mandate, fee structure, etc.

• All current investors in our Funds are currently being 

balloted, to obtain their approval of the amalgamation, 

and subsequent co-naming, of the Funds.

• Once the ballot is approved, the current Element 

Unit Trust Funds will be amalgamated with the newly 

created Element Sanlam Collective Investments Funds.

• The expected effective amalgamation date is set as 

the 8 July 2017.

• After the effective amalgamation date, all 

administrative processes will be handled via SCI.

Co-naming of Element’s Unit Trust Funds  
– the “Who, When, and Why”?

1 As per the Financial Services Board’s Board Notice 778 of 2011: “Determination of the limits and conditions for third party named portfolios of collective 
investment schemes.”
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 Why will the Funds’ names change?

• As previously mentioned, co-naming agreements have 

to be approved by the FSB. One of the requirements 

for the approval of such an agreement is that the 

name of the co-named fund has to include the 

names of both the financial service provider i.e. the 

asset manager (Element) and the collective scheme 

manager (SCI). This requirement ensures complete 

transparency. The list of Element’s existing and  

“co-named/new” Unit Trust Funds is shown above. 

In summary, we would like to reiterate the following points 

again:

 Element Investment Managers will remain the 

investment manager of the underlying funds.

 The names of the underlying Unit Trust Funds will change. 

However, there will be no changes to the underlying 

Unit Trust portfolios, nor any impact on the manner in 

which the Funds are managed.

 The amalgamation will not trigger any Capital Gains Tax. 

 There will be no change to the Unit Trust Funds’ fees or 

service charges.

 Administration going forward (from the 8 July 2017 

onwards) will be handled by SCI – a large specialist 

administrator within the Sanlam group of companies.

Should you require further information on the above,  

please contact Element Unit Trusts on utclientservices@

elementim.co.za or (021) 426 1313. 

EXISTING PORTFOLIO RENAMED/NEW PORTFOLIO

Element Earth Equity Fund Element Earth Equity Sanlam Collective Investments Fund

Element Flexible Fund Element Flexible Sanlam Collective Investments Fund

Element Real Income Fund Element Real Income Sanlam Collective Investments Fund

Element Balanced Fund Element Balanced Sanlam Collective Investments Fund

Element Global Equity Fund Element Global Equity Sanlam Collective Investments Fund

Element Specialist Income Fund Element Specialist Income Sanlam Collective Investments Fund

Element Islamic Equity Fund Element Islamic Equity Sanlam Collective Investments Fund

Element Islamic Balanced Fund Element Islamic Balanced Sanlam Collective Investments Fund

Element Islamic Global Equity Fund Element Islamic Global Equity Sanlam Collective Investments Fund
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Fund Reports 31 MARCH 2017

Earth Equity Flexible Real Income

Portfolio Manager Terence Craig
Terence Craig 

Jeléze Hattingh
Terence Craig 

Jeléze Hattingh

Inception date October 2001 October 2001 October 2002

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

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

TER 1.88% 2.06% 1.70%

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

Since inception (un-annualised) 588.6% 868.2% 567.3% 397.6% 335.0% 223.9%

Annualised since inception 13.3% 15.9% 13.1% 11.0% 10.7% 8.5%

10 year (annualised) 4.1% 9.8% 6.7% 11.4% 7.7% 9.4%

5 year (annualised) 2.7% 12.5% 7.8% 10.7% 9.3% 8.7%

3 year (annualised) -0.6% 6.0% 4.5% 10.5% 6.6% 8.5%

Last 12 months 9.5% 2.5% 13.5% 11.3% 13.7% 9.3%

Balanced2 Specialist Income2 Global Equity

Portfolio Manager
Terence Craig 

Jeléze Hattingh
Terence Craig 

Jeléze Hattingh
Terence Craig

Inception date November 2009 December 2013 February 2011

Classification SA Multi-Asset High Equity
South African  

Multi-Asset Income
Global General Equity

Benchmark
Average of total return  

of Multi-Asset High Equity 
category

110% STEFI
MSCI World Index Total Return 

(in ZAR)

TER 2.87% 1.00% 2.35%

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

Since inception (un-annualised) 79.0% 103.0% 26.2% 26.6% 164.2% 199.7%

Annualised since inception 8.2% 10.1% 7.4% 7.4% 17.1% 19.6%

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

5 year (annualised) 9.3% 9.9% No 5 year performance yet 18.9% 22.8%

3 year (annualised) 7.0% 5.8% 7.2% 7.5% 10.9% 15.0%

Last 12 months 22.0% 2.3% 14.9% 8.4% -2.2% 5.8%

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

Figures quoted are from Element Investment Managers (Pty) Limited, for the period ended March 2017, for a lump sum investment, using NAV-NAV 
figures net of fees with income distributions reinvested on the ex-dividend date.

The Total Expense Ratios (TERs) are calculated for the most expensive Retail classes, and for the period 1 April 2016 to 31 March 2017. A higher TER 
does not necessarily imply a poor return nor does a low TER imply a good return. The current TERs cannot be regarded as indicative of future TERs.

An annualised rate of return is the average rate of return per year, measured over a period either longer or shorter than one year, such as a month,  
or two years, annualised for comparison with a one-year return.
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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.

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

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 2.02% 2.08% 2.29%

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

Since inception (un-annualised) 101.5% 157.1% 44.2% 92.9% 94.4% 129.5%

Annualised since Inception 6.5% 8.8% 5.4% 9.9% 16.2% 20.7%

10 year (annualised) 4.1% 6.1% No 10 year performance yet No 10 year performance yet

5 year (annualised) 3.5% 8.8% 6.3% 10.3% No 5 year performance yet

3 year (annualised) 0.6% 3.8% 4.6% 6.0% 11.9% 14.4%

Last 12 months 14.1% 4.9% 13.8% 5.3% -5.4% 5.3%

1 Performance figures for Class A
* Under supervision

Full details and basis of the awards are available from the Manager
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Element’s Voting Record: 1Q2017

No. of meetings voted at during 1Q2017 5 100%

Voted against/abstained on at least 1 res. 5 100%

Meetings attended 0 0%

Number of resolutions 84 100%

Voted FOR management 65 77%

Voted AGAINST management 19 23%

Abstentions 0 0%

Withdrawn resolutions 0 0%

Voting Against – Selected Examples 1Q2017

Netcare
 Directors 
appointment

Voted against the appointment of 
two independent directors as they 
have been on the board for more 
than 15 years. 

Tiger Brands Remuneration policy

Voted against the large sign-on 
bonus and retention payments 
made to executive directors in 
FY2016.

Altron Issue of shares

Voted against the creation and 
issue of new high voting shares. 
High voting shares may be able to 
block resolutions needed to effect 
restructure. 

Responsible Investment – First Quarter 2017
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Minimum Disclosures

STATUTORY INFORMATION

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

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

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

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

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

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

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

GENERAL RISKS

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

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

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

RISKS ASSOCIATED WITH INVESTING IN EQUITIES

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

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

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

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

RISKS ASSOCIATED WITH INVESTING IN INCOME INSTRUMENTS

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

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

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

RISKS ASSOCIATED WITH INVESTING IN INTERNATIONAL MARKETS

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

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

RISKS ASSOCIATED WITH INVESTING IN SHARI’AH INVESTMENTS

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

RELATIVE PERFORMANCE RISK

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

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