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Element and COVID-19 – a word from our CIO

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

All of us at Element hope you and your 

loved ones are safe and healthy.

The first quarter of 2020 will be 

remembered by future historians as the period when the 

COVID-19 Corona Virus (“virus”) spread worldwide into a 

Global Pandemic, the likes of which no human alive at the 

time had ever experienced in their lives before. 

Working from home

I am writing this investment commentary at home in early 

April 2020, during the SA lockdown period of 21 days. 

Fortunately all of Element’s portfolio managers (including 

me) have experience working from home, one day a week, 

since November 2016. I introduced flexible office hours  

and working from home alternatives for a day/week,  

after being gridlocked in traffic a month earlier (Oct 2016), 

for 3 hours – near our former office in Cape Town. When I 

returned home that evening I had spent almost 5½ hours 

in my car, when it “normally” would have been less than  

1½ hours, given my travelling distances that day!

As safety concerns about the virus and lockdown regulations 

require the majority of us to work from home, at least we 

have some experience in managing your investments 

this way, although not with all of us working from home 

simultaneously! Our work-from-home experience has been 

that productivity improves, as the long commute to and 

from the office is removed from one’s working day. 

Prior to the President’s notice of lockdown (announced  

on Monday 23 March, effective from midnight on  

26 March 2020), we had ensured that our operations and 

admin staff were set up to work from home, similar to the 

investment team. As a result, our entire staff complement 

has been working from home since 19 March 2020, with all 

of us having the same capabilities and functionality as if we 

were in the office. As a boutique investment manager, with 

a small staff complement, this was relatively quick and easy 

to implement. 

Our normal office phone, e-mail and website channels all 

remain the same and are open. While we expect there 

may be one or two glitches along the way, we believe 

these should be able to be resolved fairly quickly. In short, 

Element is open “business-as-usual”, exactly the same as if 

we were all working in our office. It is probable that how and 

where we work in future will change post lockdown, for us 

and many others, but that is a discussion for another time. 

Element turned 22 during lockdown!

Element turned 22 on 7 April 2020, sharing a birthday with  

Andrew Bishop, one of our portfolio managers. Although 

Andrew is slightly older than Element, he has spent the 

last 12 years working with us and is a core member of  

our investment team. We hope and trust that this was the 

first and last time both birthdays were celebrated while 

under lockdown.

What Element’s 22 years does bring, however, is experience 

of managing investments through major crises – and I 

have spent the last 19 of those 22 years as Element’s CIO.  

The COVID-19 pandemic is a crisis like none ever before, 

but the stock and other asset market actions have followed 

a similar blueprint, to date, as per other market sell-offs 

during previous crises. 

Our 1Q2020 newsletter

In this newsletter, Terence Craig, our CIO, reviews the pain 

of the 1Q2020 sell-off, our current positioning and where 

we see long-term valuation opportunities for investors.  

As with every crisis before this one, sell-offs are indiscriminate 

in the beginning as the majority of assets drop in a rush 

for liquidity and flight to “quality” safe havens. However, 

these sell-offs create material investment opportunities 

for investors who can focus on the long-term, ride out 

the short-term volatility (which is extreme), control their 

emotional instincts (even more extreme) and stay invested. 
Easier said than done, we know, but this is the best course 

of action for investors to recover their current unrealised 

losses. Selling out now will realise losses and most probably 

result in them becoming permanent losses of capital – not 

the best option. 
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Portfolio manager Shamier Khan analyses MTN, one of  

the shares that was sold off more than others during  

March 2020. Element increased its MTN weight materially 

in our portfolios after the March sell-off and Shamier  

covers why we believe the MTN sell-off was overdone and 

how this created a long-term investment opportunity for us.

Where to from here?

In times of great distress, as we and the world are 

experiencing currently, it is most important to appreciate 

what we all have and realize that the sun will rise and  

set each day, the seasons will change as before and we 

will continue to learn and pull through these most trying 

of times.

The Corona virus has taught us that the phrase, “When you 

have your health, you have everything” is an absolute truth 

and not some theoretical statement made by our parents 

that could be ignored. Priorities will change. Wealth and 

material possessions are not a source of happiness and 

become meaningless without health. “Greed is good” no 

more. Similarly “cleanliness is next to godliness” is another 

phrase that will not have to be explained for generations to 

come.

At Element, we are here (and working hard) for all our 

stakeholders. We will pull through this crisis, as we have 

done through other crises before.

We thank you for your continued support. Please contact 

us through any of our normal channels should you wish to 

discuss this newsletter, any other aspects of our business 

and our outlook on investment markets. 

Please stay safe, healthy and wash your hands! 
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Terence Craig
Chief Investment Officer
B Bus Sc (Hons), CA (SA), CFA

All of us at Element hope you and your 

loved ones are safe and healthy. This is 

the number one priority for all of us.

We will start with the bad news first – and it is ugly!  

For sensitive readers, please continue to the end of the 

article as there is good news – there always is. We just have 

to look for it harder than before, at the moment.

The Ugly

It was an absolute bloodbath for investors in 1Q2020, across 

global markets as well as in SA. This was the fastest sell-

off into a bear market (-20%) ever in the history of global 

markets. In addition, the chart below shows that the US 

stockmarket dropped from its peak to below -30% in only 

18 days in March 2020, with the 1987 and 1929 crashes 

taking 3 times longer to fall below -30%, at 55 days each. 

The reason for the speed of 2020’s sell-off (and the 

speed of the subsequent partial recovery bounce) is both 

simple and intuitive – the dominance of algorithm trading  

(by computers). Algorithms now account for c80% of US 

Equity market trades, up from c25% of equity trades in 

2004. An algorithm is a programmed set of rules that solves 

multiple computations simultaneously and determines 

when, what and how much to sell (or buy) and at what 

price. However, when markets enter free-fall, the algorithms 

all come up with sell orders driving the market down, which 

generate further sell orders. This was the experience during 

the sell-off in March, despite exchanges having introduced 

circuit breakers, where the market stops all trade for  

15 minutes or more, if the moves are too large. Computers 

don’t need a break and if the algorithm was not changed, 

the resulting order was inevitably the same after the break 

as it was before – i.e. Sell. In a crisis, it seems that even the 

computers panic!

 

All major SA asset classes, including Bonds, experienced 

material losses over the first quarter 2020, with Cash the 

only exception, as can be seen clearly in the table below. We 

have included the very short-term performances for March 

2020 and the first quarter of 2020 in the table, to provide 

perspective on the speed and materiality of the sell-off on 

SA Equities, Bonds and Property. All of the major SA Equity 

Index Benchmarks (ALSI, SWIX & Capped SWIX) have 

shown losses for every one year and cumulative period for 

the last 1 to 5 years ending 31 March 2020. The first quarter 

of 2020 was the pain trade for investors.

 

Number of days to -30%

Source: Knox Ridley, March 2020

The Good, the Bad and the Ugly!

To 31 March 2020 Performance Performance as % p.a. return

Index March 1Q2020 1 year 2 years 3 years 4 years 5 years

SA Equity

ALSI -12.1 -21.4 -18.4 -7.4 -2.1 -0.9 -0.1

SWIX -14.2 -22.3 -20.9 -10.9 -4.6 -3.1 -1.9

Capped SWIX -16.7 -26.6 -24.5 -14.2 -7.4 -5.4 -3.8

SA Listed Property (SAPY) -36.6 -48.2 -47.9 -29.9 -23.0 -17.5 -13.5

All Bond (ALBI) -9.7 -8.7 -2.9 0.2 5.3 6.7 5.2

Cash (STEFI) 0.6 1.7 7.3 7.3 7.3 7.4 7.2

Source: Factset, SBG Securities

400 -

350 -

350 -  

300 - 

250 - 

200 - 

150 - 

100 - 

50 - 

0 -

18

March 2020
Coronavirus

October 1987
Elevator Drop

1929 Stock 
Market Crash

2008 Financial 
Crisis

2001 Dot  
Com Bust

55 55

348
363



QUARTERLY NEWSLETTER MARCH 2020 | 04

For those that thought the worst was over for SA Listed 

Property (SAPY) after material losses in 2018 and 2019, 

the first quarter of 2020 proved to be a very expensive 

lesson that things can always get much worse before 
they get better. SA Listed Property was down -48.2% in 

the first quarter of 2020 – a combined “Fallen Angel” and 

“Train Smash” of losses that we have not witnessed before. 

Almost half of the sector’s value was wiped out in a single 

quarter, resulting in SA Property being the worst performing 

Property sector in the world in 1Q2020! 

To provide perspective into how the Property sector 

turned from the “Market Darling” into the worst of the 

Fallen Angels and rotated performances places with the  

Resource sector, we have produced the same table as above 

from 31 December 2017 – only 2 years and 3 months ago. 

As we have highlighted multiple times previously, sectors 

perform in cycles and cycles rotate! We should never forget 

this when investing.

Over the last 2 years and 3 months (from 31 Dec 2017 to 

31 March 2020), Resources moved from being the worst 

performing sector to the best performer and Listed Property 

went from being the best to worst, over the rolling 3-year 

periods ending Dec 2017 and March 2020, respectively. 

Resources was the only sector at the end of March 2020 to 

have outperformed Cash and Bonds over the 3 year period, 

returning +8.4% p.a. Property, by contrast went from being 

the market darling at the end of 2017 to the “dog with fleas” 

at the end of March 2020, recording losses of -23.0% p.a. 
over the three year period! 

We highlight that having been materially overweight 

Resources for the last five years, Element has changed 

its equity portfolio positioning and has rotated to an 

underweight position in Resource shares relative to the  

All Share Index (at 31 March 2020). We maintain a material 

overweight position in Gold, however, although this is now 

split evenly between gold shares and GLD (gold ETF). 

 

The chart above highlights the extremely expensive 

valuation levels of US Equities (the driving force of 

the 11 year Global Bull market) at the end of Feb 2020  

(prior to the major sell-off) and at the end of March 2020. 

US Equities moved from 3 standard deviations above its 

120 year mean to 2 standard deviations above. A material 

move in one month, but at current levels US Equities and 

therefore, global equities, remain at expensive levels based 

on 120 years of valuation history. 

3 year Sector Returns p.a. to 31 March 2020

Source: FactSet, SBG Securities
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We should not forget that there were big problems across 

the world (and in SA) before the Corona virus spread into a 

pandemic and markets sold-off, not to mention the oil price 

shock that arrived at the same time. A few examples (there 

are many more) of major problems that pre-existed before 

the Corona virus arrived:

 Extremely high debt levels – both governments and 

companies

 Share buybacks that boosted earnings materially

 Complacency about risk

 Expensive global share valuations – effectively US shares

 Trade wars, tariff wars, real wars, Brexit, downgrades etc.

 SA Government, Eskom, Transnet, SAA and all other 

SOEs all have debt, operational mismanagement and 

governance problems.

 SA was in a recession already before the virus arrived 

 EFF disrupted SONA yet again!

The Bad

At Element, we have experience of managing investments 

successfully through multiple previous crises over the last 

25 years. These include the 1998 Emerging Market Crisis, 

the 2000 Dot-com Bubble, the 2001 Rand sell-off, the 2008 

Global Financial Crisis (GFC) and Nenegate in Dec 2015, to 

name the major ones affecting SA investors. Our experience 

has proven rewarding for our investors in past crises and we 

are working hard to ensure that this will turn out the same 

as we work our way through this one.

However, we have concerns that the Global Corona Crisis 

(GCC) of 2020 may turn out to be more severe and more 

widespread than previous crises (similar to the virus itself). 

Previous downturns, such as the GFC in 2008 or the Dot-

Com bubble in 2000, affected some industries much 

more than others (overvalued tech stocks in 2000 and 

overleveraged financial stocks in 2008). Other sectors were 

not as affected, although still suffered initially and these 

sectors managed to ensure that economies kept producing 

while the unwinding of the excesses of over-valuation in 

tech, or debt in the banking sector, was confined to those 

specific sectors in the main.

In 2020, every “non-essential” business was closed for 

lockdown periods of differing lengths, both in SA and 

globally. Entire populations have been restricted to their 

places of residence, instead of working (earning) and 

spending money (consuming), apart on food and medicine. 

As a result, most economies are under a form of general 

anaesthetic, effectively, with the timing of when this wears 

off far from certain. When the virus gets under control, we 

are unlikely to return to our “normal” patterns for quite 

some time. Companies will re-open post lockdowns, but 

many may have gone bust in the interim or will battle to 

recover to previous levels of revenue quickly as spending 

priorities will have changed, possibly materially and in some 

cases permanently. 

In addition, employees may not be earning the same as 

before, in which case their ability to spend will have been 

curtailed significantly – and this applies only to those 

that retained their jobs. Unemployment levels have and 

will continue to spike materially in the short-term, but are 

unlikely to retreat as fast and not to the same low levels of 

unemployment as before.

Simply put, higher unemployment and/or lower salaries 

and wages imply lower demand for goods and services. 

Lower demand means lower company revenues and profits. 

Lower profits imply lower company valuations, all things 

being equal. Global equity valuations, driven by the US 

stock market in particular, were at extremely expensive 

valuations before the GCC of 2020 began. It is extremely 

unlikely that earnings and valuations will recover to their 

pre-crisis levels, on a sustainable basis, for quite some time. 

Even more so, when share buy-backs, a material source of 

US company earnings growth for the last decade, will be 

severely impacted, if not stopped over the next year. 

All Bull markets end in recessions. The recent stock  

market rallies of late March/early April 2020 have all the 

hallmarks of a bear market rally, rather than a sustainable 

recovery into a new bull market. We are cautious of 

another sell-off that will take us below the March 2020 

initial lows. This would be a textbook bear market trade, 

but the probabilities of this happening are high, based on 

lower demand and still high valuations, as outlined above.  

The global recession has started, not to mention that 

SA specifically, is probably even worse off. We were in a 

recession before the GCC of 2020 hit! Investor caution is 

warranted. Read that last sentence again!

To add fuel to the fire, SA was downgraded (finally)  

by Moody’s to junk status, in the middle of the  

March 2020 sell-off and as a result, SA has lost all its 

investment grade ratings from the three major agencies 

(S&P and Fitch being the other two). This was not a surprise, 

however, as the rating agencies once again play catch-up to 

reality (as they did in the 2008 GFC). We should expect 

many more downgrades globally over the remainder of 

2020, if not longer. 
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In any crisis, the first move is for investors to raise cash 

and move investments to theoretical safe havens (a “flight 

to quality”) – the benchmark for these globally are US 

Treasuries (US Bonds) and the US Dollar. The result is money 

flows out of Emerging Markets (EMs), including SA, as these 

are perceived as higher risk investments and flows into the 

“safer” investments of the dollar and US Treasuries. This 

“flight to quality” money flow, its speed and materiality are 

illustrated in the graph below. Investors withdrew a record 

$83bn in March 2020 from EMs, more than any month 

during the 2008 GFC and at a much faster rate. 

 

The Good

While the above graph highlights the selling pressure that 

EM markets and currencies have been under in March 

2020, these record outflows and indiscriminate crisis sell-

off of assets, create exceptional long-term investment 

opportunities for investors. 

However, these great investment opportunities are only 

available for investors who can focus on the long-term, 

ride out the short-term volatility (which is extreme), control 

their emotional instincts (usually even more extreme) and 

stay invested. Easier said than done, we know, but this 

is the best course of action for investors to recover their 

current unrealised losses. Selling out now will realise losses 

and most probably result in permanent losses of capital. 
Not the best option. 

Investment performance is determined by the price paid for 

an investment in the beginning – buy at the top of a cycle 

and one loses money usually, but buying at the bottom and 

one makes money. The bottom of any cycle is always set 

at some point following a major crisis and this one will be 

no different. Investors should remember that the “price you 

pay” determines the return – for any asset. And for any asset 

the price paid is determined by market forces at the time – 

cheap assets are bought during times of crisis, whether for 

an individual, group, country or planet. 

If one buys a house, for example, the best time to buy is 

at the bottom of the cycle, when all the news is bad – a 

“buyer’s market” (SA is getting close to this point). One can 

buy a house at an even better bargain price at the bottom 

of the cycle, however, if the individual/entity selling is 

undergoing its own individual crisis (e.g. divorce, deceased 

estate, liquidation or sequestration) as the house needs to 

be sold quickly to realise cash and ends up being sold for a 

bargain. Stock markets and share prices are no different – 

the market will reach a bottom at some point after this crisis 

ends and certain individual shares may have also have “their 

own” individual crisis (e.g. too much debt, lower demand, 

need for rights issues etc.) before they can recover. These 

will be the times when shares offer once in multiple decade 

bargain prices. It is our job to ensure we find and buy enough 

of these cheap shares. At the same time, we need to avoid 

those shares that may suffer problems of a structural nature 

(i.e. permanent) and/or those that may not recover, but be 

forced into business rescue and/or liquidation, usually as a 

result of too much debt.

The graph below highlights the expected 5 year Total Rate 

of Return (TRR) p.a. (including dividends) for the ALSI is 

+15.3% p.a., given its starting PE of 12.6 at 31 March 2020. 
This compares with an expected 5 year TRR for the ALSI 

at 31 December 2019 of 10.1% p.a. (refer Element’s 4Q2019 

quarterly). As a result of the ALSI sell-off in 1Q2020, the 

expected 5 year TRR for the ALSI has increased more than 
50% from 10.1% p.a. to 15.3% p.a over the quarter. Cheaper 

starting point, better expected return over the next 5 years.

 

Record outflows from Emerging Markets in March 2020

Source: Bloomberg, Institute of International Finance, 31 March 2020
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When comparing this with the equivalent 5 year SA Bond 

(R186), it ended March 2020 offering a yield of +10.4% p.a.  

As per our example in last quarter’s newsletter, if we assume 

an Equity Risk Premium (ERP) range of 3%-6%, with a 

midpoint for the ERP of 4.5%, then 10.4% (R186) + 4.5% 

(ERP) = 14.9% p.a. compared with Equities TRR above, 
offering 15.3% p.a. On balance this calculation favours 

increasing SA equity exposure in our portfolios, but the 

difference is not material enough to warrant an aggressive 

move into Equities, when compared with Bonds.

In times of global crises, assets become cheap and can 

offer great long-term investment opportunities for those 

with the resolve to maintain a long-term horizon. We 

have invested where we see exceptional and sustainable  

long-term valuation opportunities. We have invested based 

on our long-term contrarian philosophy and process for 

over 22 years at Element. This has stood our investors in 

good stead during previous crises and over the long-term. 

Our research indicates this approach to be the best way  

to generate and retain real wealth for our investors over  

the long-term. 

Stay safe. Stay healthy. Stay invested! 
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Shamier Khan
Portfolio Manager
B Com, CA(SA), CFA

For the quarter ended 31 March 2020, 

MTN’s share price declined by more 

than 40% to end at 4839cps. This 

decline compares unfavourably to the 

c.21% decline in the FTSE/JSE All Share Index over the 

comparable period.

Key drivers of share underperformance

This underperformance, relative to the overall market,  

was largely driven by the steep decline (>60%) in the oil 

price and the weakening of emerging market currencies 

(ZAR weakened by more than 25% versus the US Dollar). 

These two factors are important for MTN for the following 

reasons:

 A significant component (c.60%) of the group’s EBITDA 

is derived from countries reliant on a buoyant oil price as 

a major driver of GDP. Thus, a weaker oil price typically 

results in a poor performance by these countries. 

 A sizeable percentage (c.40%) of the group’s net debt is 

US Dollar-based. Therefore, there is a mismatch between 

the currency that revenue is derived in (e.g. Ghana Cedi) 

and the currency that the debt has to be serviced in 

(i.e. US Dollar). As the currency weakens against the  

US Dollar so the number of units of local currency 

needed to service one US Dollar of debt increases.

MTN historic debt ratios

Consequently, an investment in MTN needs us to consider 

the company’s ability to service its debt obligations – both 

from an interest and debt repayment/refinancing aspect.

Based on MTN’s reported results for the year ended 

December 2019, MTN’s group debt ratios on appear 

reasonable (see graph above).

 The Net Debt: Equity ratio is one of the ratio’s used to 

assess the financial “health” of a company. The debt-to-

equity ratio shows the proportion of equity and debt a 

company is using to finance its assets and signals the 

extent to which shareholder's equity can fulfill obligations 

to creditors, in the event of a business decline. The more 

a company's operations are funded by debt, the greater 

the risk of bankruptcy, if the business hits hard times. 

A ratio of <1x normally depicts a financially healthy 

company. Only when the ratio heads north of 2.5x does 

this represent an area of concern to us. 

 The Net debt:EBITDA ratio is also used to assess the 

financial “health” of a company. EBITDA is an acronym 

for Earnings before interest, tax, depreciation and 

amortization. It is seen as a crude approximation of a 

company’s cash flow. The net debt-to-EBITDA ratio is a 

debt ratio that shows how many years it would take for 

a company to pay back its debt if net debt and EBITDA 

are held constant. A ratio of <2x is considered a healthy 

ratio whereas ratios >4x tend to raise concerns with 

investors and banks.

 Interest coverage depicts how well a firm can pay the 

interest on outstanding debt. This ratio is generally used 

by creditors and prospective lenders to assess the risk  

of lending capital to a firm. A higher coverage ratio 

is better and a ratio >2x is normally considered a 

respectable level.

Thus, based on the MTN Group’s recent disclosed financials, 

for the year ended December 2019, it would appear that its 

debt position should not present an area of concern. 

MTN – Concerns priced in

MTN Group: Debt ratios

Source: Company AFS, April 2020
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MTN revised debt ratios

However, as we mentioned at the start of this article, we 

need to try and account for the effect of the lower oil price 

and weakening emerging market currencies on the group’s 

financial position. When we account for these changes the 

new ratios are depicted in the graph below.

 

When considering the revised debt ratios, the only one that 

would give us a cause for concern would be the interest 

coverage ratio. 

The lower a company’s interest coverage ratio is, the more 

its debt expenses burden the company. When a company's 

interest coverage ratio is 1.5x or lower, its ability to meet 

interest expenses may be questionable. A result of 1.5x is 

generally considered to be a bare minimum acceptable ratio 

for a company and the tipping point below which lenders 

will likely refuse to lend the company more money, as the 

company’s risk for default may be perceived as too high.

Debt conclusion

When subjecting the group to our stress test, a cause 

for concern is the interest coverage ratio. However, given 

the company significant credit facilities, more than  

3x the interest cost, and the fact that only c.5% of debt 

(all emerging market currency) needs to be refinanced 

in CY2020 – leads us to believe that the group’s financial 

position is strong enough to see it through this period. 

Corporate Governance risks

While the debt situation bears considerable contemplation, 

we also have to consider the corporate governance issues 

plaguing the group. We would like to remind fellow investors 

that we have always attributed a corporate governance 

discount to MTN. As can be seen from the graph below, this 

discount has increased over time.

 

We initially attributed a discount to the group as we had 

concerns around the reasons put forth for the sudden 

resignation of the former Chief Financial Officer (CFO),  

Mr. Nazir Patel, in 2013.

This discount subsequently increased as MTN continued  

to score low on our proprietary corporate governance 

“check-list”. Our main concerns revolved around the directors 

and the remuneration policy adopted by the company. 

Our research indicated that the directors’ generally lacked 

independence and were over-committed in terms of work 

allocations. These concerns came to fruition when MTN was 

fined not once but twice (2015 and 2018) by the Nigerian 

Communications Commission!

However, the new Chief Executive Officer, Mr. Rob Shuter, 

appears to be having a positive effect in terms of addressing 

some of our long-standing corporate governance issues. 

Under his leadership the following positive changes have 

been effected:

 An independent Chairman, Mr. Mcebisi Jonas, – the State 

capture whistle-blower – has been appointed.

 He has established an International Advisory Board to 

“counsel, guide and support the MTN Group from time 

to time”, which will be chaired by His Excellency former 

President of the Republic of South Africa, Mr. Thabo 

Mbeki and will be constituted of the following people:

MTN Group: Revised debt ratios

Source: Company AFS, April 2020

Corp Gov. discount progression 

Source: Element Investment Managers, April 2020

2014 2015 2018
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• His Excellency President John Kufuor, former President 

of Ghana

• Dr. Aisha Abdullahi, former African Union 

Commissioner for Political Affairs

• Dr. Mohammed el Baradei, former Director General of 

the International Atomic Energy Agency

• Dr. Momar Nguer, President of Marketing & Services 

Total S.A. (France)

• Phuthuma Nhleko, Chairman of MTN Group

 He has listed two of the major African subsidiaries  

– viz. Nigeria and Ghana – on their local bourses with 

a significant component of the shareholding (20% and 

35% respectively) owned by locals.

 Five current directors with tenures exceeding 10 years 

each will be replaced by new members of the board.  

As can be seen from the graph below, the value 

contributed by a board member tends to peak around 

the 10 year mark. One of our corporate governance 

checks is that a director does not serve longer than a 

decade on a board as his/her effectiveness as well as 

independence deteriorates.

 

Corporate governance conclusion

We have been encouraged by the steps taken by MTN 

over the past 2 years to address its corporate governance 

issues. While we have as yet not decreased our discount,  

it stands to reason that if these actions are continued that 

this discount will decline. 

Intrinsic value and portfolio positioning

Our intrinsic value for MTN is c.R110/share after accounting 

for our 20% corporate governance discount. While the 

impact of the overall economic environment does concern 

us, our scenario analysis indicates that there is enough 

margin of safety for an increased portfolio weighting at 

current share price levels. Thus, we have been increasing 

our portfolio weight in MTN as the share represented an 

asymmetric upside from current share price levels. 

Board Tenure and Firm Value

Source: Sterling Huang, Board Tenure and Firm Performance, May 2013
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Fund Reports 31 MARCH 2020

Element Balanced Sanlam  
Collective Investments Fund2

Element Specialist Income 
Sanlam Collective  
Investments Fund2

Element Global Equity  
Sanlam Collective  
Investments Fund

Portfolio Manager Terence Craig 
Andrew Bishop*

Terence Craig 
Andrew Bishop*

Terence Craig 
Andrew Bishop*

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 3.14% 0.96% 2.35%

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

Unannualised since Inception 69.1% 97.7% 34.2% 59.8% 233.9% 346.4%

Annualised since Inception 5.2% 6.8% 4.8% 7.7% 14.1% 17.8%

Annualised 10 Year 5.4% 6.5% No 10 year performance yet No 10 year performance yet

Annualised 5 Year 3.5% 0.7% 5.8% 8.0% 6.8% 12.2%

Annualised 3 Year -1.9% -0.9% 2.1% 8.1% 8.1% 12.7%

1 Year -11.8% -10.6% -3.0% 8.0% 3.8% 11.0%

HIGH LOW HIGH LOW HIGH LOW

12m rolling total rate of return 28.9% -11.8% 15.2% -4.9% 59.4% -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 
Andrew Bishop*

Terence Craig 
Andrew Bishop*

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 1.86% 2.09% 1.64%

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

Unannualised since Inception 460.5% 809.3% 527.0% 546.4% 348.5% 298.1%

Annualised since Inception 10.9% 12.7% 10.5% 10.7% 9.0% 8.2%

Annualised 10 Year 0.7% 7.7% 4.6% 10.1% 6.5% 8.1%

Annualised 5 Year -2.5% -0.1% 2.0% 10.0% 4.4% 8.0%

Annualised 3 Year -6.6% -2.1% -2.1% 9.2% 1.0% 7.2%

1 Year -25.3% -18.4% -14.1% 9.2% -6.5% 7.2%

HIGH LOW HIGH LOW HIGH LOW

12m rolling total rate of return 66.1% -25.3% 48.4% -14.1% 31.7% -6.5%

Source and Date: MoneyMate, 31 March 2020
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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 1.98% 2.05% 2.32%

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

Unannualised since Inception 109.3% 133.4% 61.6% 96.5% 124.9% 250.8%

Annualised since Inception 5.4% 6.2% 5.0% 7.0% 11.5% 18.4%

Annualised 10 Year 3.3% 5.4% No 10 year performance yet No 10 year performance yet

Annualised 5 Year 2.7% -0.5% 5.1% 2.5% 5.2% 13.6%

Annualised 3 Year 1.3% -3.2% 3.8% 0.6% 5.0% 15.3%

1 Year -7.4% -14.6% -2.8% -6.9% 6.6% 16.1%

HIGH LOW HIGH LOW HIGH LOW

12m rolling total rate of return 33.5% -25.1% 22.2% -9.6% 41.8% -11.4%

1 Performance figures for Class A
* Under supervision

Figures quoted are from Element Investment Managers (Pty) Limited, for the period ended 31 March 2020, 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 2018 to 31 December 2019.  
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.

Source and Date: MoneyMate, 31 March 2020
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Element’s Voting Record: 1Q2020

No. of meetings voted at during 1Q2020 8 100%

Voted against/abstained on at least 1 res. 6 75%

Meetings attended 0 0%

Number of resolutions 92 100%

Voted FOR management 52 57%

Voted AGAINST management 37 40%

Abstentions 1 1%

Withdrawn resolutions 2 2%

Voting Against – Selected Examples 1Q2020

Quantum 
Foods

Audit 
Committee

Voted against the appointment of 
two directors to the Audit and Risk 
Committee as they both are not 
independent due to link with the  
PSG Group. 

Huge Options 
Granted

Voted against the options granted to 
executive directors as there was no 
performance clause, no waiting period  
on vesting and all options vest on change 
in control. 

Netcare Remuneration
Voted against the Remuneration Policy  
as incentives are not linked to value  
creation metrics. 

Responsible Investment – First Quarter 2020

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.
2018
- Best performing Shari’ah Balanced Fund for the 3 years ended 

December 2018.

2019
- Per the Alexander Forbes survey: Best performing Shari'ah Equity 

and Shari'ah Balanced Fund for the 3 years ended December 2019.

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

Shari’ah Investment Track Record



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 Sanlam Collective Investments 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 Minimum Disclosure Documents are available both on Element Investment Managers’ website (www.elementim.co.za) as well as Sanlam Collective 
Investments’ website (www.sanlaminvestments.com). Alternatively investors can contact either Element Investment Managers or Sanlam Collective Investments 
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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