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FOREWORD
The Department of Economic Development, Tourism and Environmental Affairs (EDTEA) is a key driver of
economic growth and development in the KwaZulu-Natal Province.
As one of its strategic initiatives, we established the KZN Growth Fund (the Fund) in 2008 (operated by the
KZN Growth Fund Trust (the Trust)). The Fund is structured as a unique public-private partnership between
EDTEA, Standard Bank of South Africa (SBSA) and Development Bank of Southern Africa (DBSA). The main
objectives of the Fund is to finance medium to large projects that create jobs and accelerate the economic
development of KwaZulu-Natal whilst at the same time promoting Broad Based Black Economic
Empowerment and reducing inequality.
In order to improve the functioning of the Fund, we decided in December 2012, in consultation with the
various stake holders, to restructure the operating model of the Fund into a streamlined, unitary structure
reporting directly to the EDTEA. The restructuring process has been completed and became effective in
April 2014.
The Fund has aligned its mandate, investment policy and service delivery plan to the Provincial Growth and
Development Plan (PGDP). The Fund plays a pivotal role in providing finance to private sector projects who
would not necessarily be financed by traditional commercial financial institutions.
The Fund has to commit all of its capital (R787m) by August 2015, which is known as the availability period.
Thereafter, the Fund will become a collecting agency and provides after-care investment support. It is the
intention of the EDTEA as well as the Trust to ensure that post the availability period the Fund does not
become just a collecting agency but also expands its business. The Trust is now in the process of finalising a
strategy that will deliver a roadmap post the availability period. Various models are being explored
including that of an en-commandite partnership. It is the intention of the Trust that the new funding
structure will be in place by 1 April 2016.
The recapitalisation of the Fund is aimed at growing its asset based and increasing its positive impact on job
creation, BBBEE and reducing inequality. We believe that the mandate and strategies of the Trust reflect
and encompass the current government policy priority objectives.
I have every confidence that the current Trust’s leadership, at both the Board and Executive Management
levels, have the required expertise in achieving the challenging task in unlocking the significant economic
development potential in the Province through investments in viable private sector projects.
I would like to express our gratitude to SBSA and DBSA for coming together to partner with the KZN
government in the space of project finance. This is testimony that in order for us to unlock the full
economic potential of our beautiful country, the public and private sectors will have to join hands and work
together.
We hereby endorse the KZN Growth Fund Trust’s strategy and delivery targets as contained
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It is hereby certified that this Annual Performance Plan:


Was developed by the management of KZN Growth Fund Trust under the guidance of the Board of
Trustees



Was prepared in line with the current corporate plan of the KZN Growth Fund Trust



Accurately reflects the performance targets which KZN Growth Fund will endeavour to achieve given
the resources made available in the budget for the 2015/16 financial year and within the constraints
and opportunities of the market conditions.

Mr. I Abdoola
Chief Financial Officer (CFO)

Signature: ________________________

Mr. MSA Badurally Adam
Chief Executive Officer (CEO)

Signature: ________________________

Ms. D Hlatshwayo
On behalf of the Accounting Authority

Signature: _______________________
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PART A: STRATEGIC OVERVIEW
1. OVERVIEW OF THE KZN GROWTH FUND TRUST
The KwaZulu-Natal Growth Fund Trust (KGFT – referred herein as the “Trust”) was set up in 2008 as an
initiative of the KZN Government’s Department of Economic Development and Tourism (DEDT), currently
the Department of Economic Development, Tourism and Environmental Affairs (“EDTEA”) to administer the
KZN Growth Fund (“the Fund”). The Fund, which became operational in 2009, finances medium to large
scale sustainable private sector projects throughout the KwaZulu-Natal (“KZN”) province. This initiative is a
first of its kind in South Africa, aimed at creating sustainable economic development, job creation and black
economic empowerment (BEE) and reducing inequality in KZN. The EDTEA is the sole beneficiary of the
Trust.
The Fund was set up as a closed project finance debt fund, structured as a unique public-private
partnership between the Provincial Government, Standard Bank of South Africa (“SBSA”), Infrastructure
Finance Corporation (“INCA”) and the Development Bank of Southern Africa (“DBSA”). The capital
contribution from EDTEA together with the facility from the Lenders resulted in an initial fund size of
R1,087.5bn (DEDT – R362,5m; INCA – R300m; DBSA – R225m; SBSA – R200m). However, due to a change in
its business model, INCA exited the Fund in November 2013, which resulted in a reduced Fund size of
R787.5m.
The product offering of the Fund includes Senior and Mezzanine debt. The Fund finances projects ranging
from a minimum of R30m and may consider funding up to R200m in size. It focuses on strategic
infrastructure and economic sectors such as:










Transport and logistics;
Manufacturing;
Telecommunications;
Power and Energy;
Health and Education Infrastructure;
Agro-processing;
Mining and mineral beneficiation;
Tourism; and
Any other sector which may promote the objectives of the Fund, provided it satisfies the
investment policy of the Fund.

The Fund has been set up as a Special Purpose Vehicle (“SPV”) housed within a Trust and has a life span of
15 years ending in 2024. It is important to note that although the Fund has a life span of 15 years from
inception, the Trust only has 6 years from August 2009 until August 20151 to fully commit the Fund and
until March 2016 to reach financial close for a significant number of its approved projects. Thereafter, the
Fund will be limited to collecting loan repayments and providing post investment monitoring and
management. However it is the intention of the Beneficiary as well as the Trust to ensure that post
availability period the Fund does not become a collecting agency but also expands the business. In fact, the
Trust is now in the process of formulating a strategy that will deliver a roadmap post the availability period.
Various models are being explored with the proposed model being that of an en-commandite partnership.
It is further the intention of the Trust that the new structure will be in place by 1 April 2016.
1

Known as the availability period.
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2. ORGANISATIONAL ANALYSIS
2.1.
Situational Analysis
This section provides an overview of the economic context within which the Trust conducts its business.
2.1.1. Global Economy
Global economic growth is expected to remain in the 3.5 – 3.7% range in the short term according to the
World Economic Outlook (WEO), driven by the United States (US) economy. Growth in the US is projected
to exceed that of the world economy over the short to medium term with domestic consumer demand
supported by lower oil prices. The economy is still underpinned by a supportive monetary policy despite the
projected growth.
The global growth numbers could be revised upwards due to lower oil prices. However, this will be offset by
the oil exporting countries being affected negatively through the balance of payments and the imminent
impairment of investment in the oil industry. It is estimated that oil at $50 per barrel has placed $150 billion
of investment capital at risk. With the oil prices suggesting further declines driven by the decision of the
Organization of the Petroleum Exporting Countries (OPEC) to maintain current production levels despite the
steady rise in production from non-OPEC producers, the US economic growth is likely to continue to exceed
that of Europe in the medium term.
Emerging markets are expected to outpace the global economies growth as well despite lower growth in
China. Geopolitical and socioeconomic tensions have led to recent credit rating downgrades in some
emerging markets and has weakened the investment outlook for other emerging economies. Commodity
exporting countries are looking weaker in light of the lower commodity prices offset slightly by a stronger
US dollar. The strong US currency will result a decrease in the advanced industrial equipment orders
causing negative adjustments to the cost of capital and direct foreign investments.
Overall, the pace of economic recovery is becoming more country specific instead of being driven
regionally. The dollar will likely remain dominant, while stronger consumer spending may keep equities
marginally upbeat. Emerging markets will continue to grow moderately, but growth will vary, depending on
the pace of structural reforms. Africa has been earmarked as the next growth geography with a projected
growth rate of 4.4%.
2.1.2. South African Economy
GDP growth forecasts for the South African (SA) economy have been revised upwards as a whole. The Rand
(ZAR) having stabilised after weakening considerably will stabilise inflationary expectations which are driven
by imported capital equipment and consumables. As such interest rates are more likely to remain
unchanged and potential decreases are spoken of.
Domestic supply in the economy, despite supportive monetary policy, remains marginal. Mining production
volumes are only gradually increasing albeit still hindered by sporadic strike actions. Manufacturing suffers
from the same fate, having suffered a month long strike in 2014. The mining and manufacturing industries
have seen an increase in labour unrest and strike action. Strike action remains a major hindrance in the SA
economy, dampening supply which is further exacerbated by inter-union rivalries.
Power outages remain a key problem hindering growth by negatively affecting production and employee
safety. This development unless addressed may discourage investment in SA. In respite, the weaker Rand
will result in SA being more competitive on the international stage for exports aided by the reduction in
shipping rates due to the weaker oil prices.
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Consumers still remain under pressure despite lower petrol prices and a supportive monetary policy on
interest rates. Unsecured credit advances are increasing with secured lending to corporates growing at
almost double the pace demonstrating that despite the headwinds of labour unrests and cost push
inflationary pressures, corporates are still willing to invest in capacity.
2.1.3. KZN Economy
KZN is the second largest economy in the country and contributes 16.6% towards the SA’s GDP after
Gauteng at 35.8% and continues to perform above the national average. The government of KZN recognizes
that investment is critical to the growth of the provincial economy and aims to ensure that an environment
conducive for investment to thrive is created. The province is second only to Gauteng in terms of the size of
the manufacturing industry and approximately one third of SA's manufactured exports are produced in
KZN.
The province is the home of two of the country’s biggest ports (Durban and Richards Bay) that handle
nearly 80% of all cargo tonnage in South Africa. In light of the reduced shipping rates, it is anticipated that
traffic in the ports will increase and related logistical industries pick up. The key advantage of KZN is that it
has excellent transport infrastructure and logistics to support such an increase. The port of Durban is the
busiest in southern Africa and is struggling to meet the demand with its existing capacity. The new dig out
port that is currently being planned for will alleviate the pressure on the existing port and place KZN as the
gateway to the rest of the country and southern Africa, giving it the highest export propensity of the
provinces.
Being the leading tourist destination in the country with the propensity to grow exponentially with
excellent geographical attractions, the world class King Shaka International Airport is positioned as a
gateway to the global tourist market.
KZN further boasts a highly diversified agricultural sector. The province is the country’s leading producer of
timber, processing over half of all timber used in the country, and accounting for a significant percentage of
the country’s wood exports. Sugar cane is also a premier produce in the province with some of the
country’s largest sugar processing plants. Excellent weather conditions and a supportive transport and
logistical backbone make it very conducive to a continued growth path of the agricultural sector in the
province.
The proclamation of two SEZ’s in KZN, namely the iDube Trade Port and Richards Bay IDZ has created new
nodes of economic growth and development, ensuring that economic growth, job creation and
opportunities are directed across the province. These have been created to maintain the highest level of
industrialization of the provinces in the country.
KZN offers both the investor and entrepreneur the ideal environment in which to do business. In addition to
the inestimable quality of life, the Province is increasingly becoming the province of choice, with a clear
Development Plan to stimulate economic growth, support investment and grow access to markets and
most critically, create an environment for sustainable economic development. On the back of these
developments, opportunities will continue to be created for the Trust to deliver on its mandate.
2.2.

Operating Structure

2.2.1. Public Private Partnership (PPP)
2.2.1.1. Organisational Analysis
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The total Fund size is R787.5m and the Trust has disbursed a total of R279m to two projects in the
telecommunications sector (Dark Fibre Africa (DFA) and Link Africa (Link)) and one project in the transport
and logistics sectors (South African Shipyards (SAS)). A further two (2) projects totalling R263.4m have been
approved by the Board of Trustees for financial disbursement. Hence, a funding commitment of
approximately R245.1m is still available and must be committed by August 2015.
The Fund size of R787.5m is made up of R362.5m capital contribution by the EDTEA and R425m in debt
facilities from SBSA and the DBSA, as shown in the Table 2.1. Capital contribution represents 46% of the
total fund.
Table 2.1: Breakdown of Fund Contributions
Institution
Senior
Facility

Mezzanine
Facility

Total Debt

Capital

Total
Facility

R’m

R’m

R’m

R’m

R’m

-

-

-

362.5

362.5

SBSA

175

25

200

-

200

DBSA

94

131

225

-

225

Total

269

156

425

362.5

787.5

KZN Provincial Government

In performing its mandate, the Trust is assisted by an Investment Committee (IC) which considers
investment proposals presented by Executive Management, and recommends these to the Board of
Trustees for approval. The IC also provides oversight of the post investment management of funded
projects. The IC is guided by the Trust’s Investment, Credit and Loan Pricing policies which are regularly
reviewed to ensure that they are appropriate and aligned to best industry practices.
The IC is generally made up of academically qualified members with experience in banking, project finance,
accounting and investment banking. Three of the IC members, including the Chairman, are appointed by
the Trustees and two members are representatives of the Lenders.
In line with the key governing policies, the Fund finances projects from a minimum of R30m and may
consider projects up to R200m. Projects requiring amounts over the upper limit are co-funded with other
financial institutions.
2.2.1.2. Organisational performance
The Trust is the custodian of the Fund but the operations of the Fund were initially outsourced to the KZN
Growth Fund Managers SOC Ltd (KGFM), a subsidiary of Ithala Development Finance Corporation (Ithala)
until March 2014. Up and until March 2014, the performance of the Fund had been relatively poor due to
the following challenges:


Highly complex and inefficient legal and governance structure – the Fund was required to report
to the KGFM Board, the Board of Trustees, the Board of Ithala and the EDTEA. However, in
December 2012, the MEC in consultation with the various stakeholders, decided to restructure the
operating model of the Trust into a streamlined, unitary structure reporting directly to EDTEA. The
restructuring process has been completed and became effective on 24 March 2014. As part of the
restructuring, a new Board of Trustees was appointed on 30 January 2014.
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High operating costs – as a result of the convoluted governance structure, the cost base of the
entire Fund was close to R46m in 2013/14. However, the new streamlined and unitary structure
resulted in a reduction in the annual cost base of the Fund to approximately R28m in 2014/15.



Uncompetitive and high lending rates – with a high operating cost base came high lending rates.
The Fund found it difficult to compete in the market with other Development Finance Institutions
(DFIs) because of its high lending rates. With the restructuring and the subsequent reduction in the
cost base, the Fund can now price competitively in the market.



High vacancy rate – the Fund has historically operated with a high vacancy rate, especially in terms
of executive and management positions (Chief Executive Officer, Chief Investment Officer and
Project Investment Officers). Once again, given that the Fund is now a stand-alone entity, it has
developed an attractive remuneration and benefits scheme that is now able to attract specialist
skills that normally reside in Johannesburg, the financial hub of South Africa.



Lack/No awareness of the Fund – the Fund has been virtually unknown in the market since its
inception in 2009. On completion of the restructuring, the Fund undertook a re-branding and repositioning exercise that also included a comprehensive marketing and advertising campaign. The
Fund was subsequently re-launched by the MEC on 21st August 2014.



Limited product offerings – the Fund was and is still set up a debt finance house offering only
senior and mezzanine debt. The challenge faced by the Fund is the unlocking of deals that cannot
be financed due to the lack of access to equity and other quasi equity funding instruments that the
Fund is unable to provide. To address this challenge in the market, the MEC approved a policy
framework in May 2014 to establish an equity fund in KZN, for the providing finance for Equity,
Quasi Equity and Financial Guarantee products. It is expected that marketing a mix of both debt
and equity products is an opportunity long awaited by promoters, in order to fund and grow their
businesses as well as to serve as a catalyst for further growth of the KZN economy.

As a result of the initiatives highlighted above, the Trust is now experiencing an increase in the number and
quality of loan applications. The current Fund size amounts to R787.5m and to-date the Fund has disbursed
three loans amounting to R279m. It has recently approved projects requiring loans amounting to R263.4m
and is expecting to drawdown R200m of this during March 2015. It is currently appraising projects requiring
loans amounting to R 145m and has also developed a project pipeline with deals requiring loans in excess of
R1bn. Given the increase in momentum that the Fund has gathered, it is expected that the current Fund will
be fully committed by August 2015.
2.2.1.3. Current Operational Overview
The current Fund is structured in as a closed fund with an availability period until August 2015 to commit
the capital and the Debt Facilities granted by the Lenders. Once the current Fund has been fully committed
it will cease to perform deal origination and appraisal activities. It will focus on disbursing the committed
loans and in the not too distant future, it will become a collection agency that performs aftercare to
disbursed loans. As the loans are repaid, the income base of the Trust will be reduced since the current
Fund is a closed fund and the capital repaid may not be recycled to issue further loans or utilised for the
Trust’s operating expenditure. It must be preserved as security for the lenders until their exposure has been
settled in full which can be up to 2024 (life of the Fund).
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Accordingly, under the current set up, the Trust faces long term sustainability issues since its income will
reduce as loans are repaid but its cost base will continue to grow due to inflation. At the same time the
EDTEA’s capital contribution repaid by projects is locked-in the Trust until 2024. From a non-financial point
of view, the retrenchment of staff and turning away of business can pose serious reputational problems
and can hinder the re-opening of the fund after 2024.
Over and above the capital contribution of R362,5m into the current Debt Fund, EDTEA has allocated to
date a cumulative amount of R360m to the Fund which will be augmented by an annual allocation of R95m.
This means that at the start of the new financial year (1 April 2015), the Fund will have an additional
allocation of R455m (R360m + R95m). However, given the current legal structure of the Debt Fund, in
particular, with regard to the security arrangements, the actual R360m allocation does not form part of the
current Fund and this money is being warehoused by the Debt Fund.
In order to address the one of the reasons for historical underperformance (i.e. the limited product
offering) as well as the post disbursement sustainability challenges highlighted above, the Trust obtained
the MEC’s approval to set up an equity fund (KZN Equity Fund/ Fund 2) by utilising the funding that it is
currently warehousing (R360m).
Unfortunately, with the fund’s capital, disbursed or not, will be locked-in up until 2024 without the ability
of recycling the Fund and the loss of potential additional revenue from the same capital base. Additionally,
the equity Fund is unable to come into effect due to the current structure with the lenders given the
current security arrangement. A solution to these two problems was found in changing the funding
structure of the Trust.
2.2.2. En-Commandite Partnership Model
In order to create two funds, namely, the Debt Fund and Equity Fund that can be managed efficiently by
one legal entity, the Trust intends to set-up an en-commandite (or limited liability) partnership. This means
that the Debt Fund would no longer be housed within the Trust, but rather in a partnership and a new legal
entity will not be required to house the Equity Fund which will simply be housed within its own partnership
agreement. This model will give the Trust the added advantage of creating an infinite number of future
funds, each one of them housed within its own partnership.
2.2.2.1. Background and Introduction to an en-commandite partnership
An en-commandite partnership is an extraordinary partnership that differs from an ordinary partnership
with regards to the partner’s liability to third parties for the partnership’s debts. Such a partnership is
established by contract between parties and there are no registration requirements for its establishment,
nor is an en-commandite partnership regulated by any statute. The en-commandite partnership is the most
common legal structure used as vehicles for private equity investments in South Africa and internationally.
A distinguishing feature of the en-commandite partnership is that the day to day business of the
partnership is carried on by a partner, called the “general partner” on behalf of the partnership and the
other partners, referred to as “commanditarian” (or limited) partners. The latter remain undisclosed, and
may not participate actively in the business of the partnership.
The Trust’s overarching consideration in choosing this vehicle was that the Equity Fund should be
established in accordance with the generally accepted structures and methods used internationally and in
South Africa. The Trust also considered the need to have as simple and effective governance structure that
is practical together with the need to minimise the operational expenses of both the existing Debt Fund and
the Equity Fund.
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2.2.2.2. Unencumbering of government capital and establishment of an en-commandite partnership
In order to give effect to a partnership, the Trust will need to unencumber its capital from the existing
security given by the Facility Lenders. This will involve a prepayment of the existing exposure and a
cancellation of the debt facilities. Once the Trust is released of its obligations under the facility agreements,
it will then be able to cater for both a debt fund and an equity fund. It will further be able to bring on board
additional investors and allocate its entire capital base allocated to it be the EDTEA. The Equity Fund (Fund
2) will not only diversify the products offered by the Growth Fund thereby increasing its ability to attract
project promoters, but it will also offer much needed relief for aspirant BBBEE promoters with viable
business ideas, who do not personally have the ability to access equity and/or guarantees to implement
them. Fund 2 provides an alternative source of income for the Trust, as it will leverage off the staff capacity
and deal pipeline built up in the current Fund.
2.2.2.3. Opening up new funds under a partnership agreement
The Trust will form an Equity Fund and Debt Fund En-Commandite Partnership with the same investors as
in the current Trust structure or with a different set of investors. Fund 2 will be set up to provide equity or
quasi equity funding for start-up or qualifying entities. The Fund will be established to meet the specific
needs identified by the KGFT as the most pressing issue and barrier to entry in the establishment of projects
in the province. The Fund seeks to fill the capital gap on bankable business plans and commercially viable
projects in a developmental way without taking very large stakes in the businesses and squashing
entrepreneurial spirits. Therefore the Fund seeks to differentiate itself from traditional private equity funds
in that the KZN Equity Fund has a developmental mandate which it seeks to serve in creating jobs,
sustainability of various economic sectors and empowerment of previously disadvantaged individuals.
A differentiation in products needs to be made between direct equity capital contributions and the funding
of equity. The fund shall use both methods of financing in reaching its developmental goals and objectives.
Direct equity contributions is contrasted again funding equity in that direct equity relates to ownership and
voting rights, whereas indirect or equity funding relates to a funding structure where ownership and voting
rights still vest with the promoter. Fund 2 is also envisaged to provide Guarantee products. This is in line
with the need as identified by the EDTEA.
Targeted investments often require Financial Guarantees to deliver on contracts and/or financing before it
can commence work/delivery on certain projects and/or take delivery (or allowed ownership) on
equipment or finance without financial/funding backing. In a number of instances, target entities do not
have a sizable balance sheet nor the level of security that will convince the traditional institutions (e.g.
commercial banks) to issue guarantees. In this scenario, Fund 2 could play a meaningful role as a provider
of financial guarantees that are backed by sustainable contracts (e.g. Tenders awarded) until such time that
the projects initially being provided with a guarantee develop a sound track record, where upon other
investment products can be introduced or guarantees be sold on to the traditional channels.
2.2.2.4. Implementation timeframe
The implementation of the unencumbering of governments capital and the set-up of the en-commandite
partnership is dependent on interactions with various stakeholders (current lenders, EDTEA, National and
Provincial Treasury, potential investors etc). As such, the implementation thereof is expected to be time
consuming. It is the intention of the Trust that the proposed structure be implemented by 1 April 2016 and
forms the foundation on which this corporate plan has been prepared.
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3.

GOVERNANCE STRUCTURES AND LEGISLATIVE MANDATES

3.1.

Legal and Governance Structure

3.1.1. Legal and Governance Structure as at March 2014
Prior to the restructuring, the day to day management of the Trust was outsourced to KGFM, a subsidiary of
Ithala. This operating model was convoluted and very complex. The KGFM staff had numerous reporting
lines which resulted in operating inefficiencies and high operating costs. The aim of the restructure
concluded in February 2014 was therefore to simplify the operating model and rationalise operating costs
whilst ensuring that focus was shifted from corporate administration related activities to service delivery.
The Trust now has a unitary structure which is more streamlined and efficient and is displayed in Diagram
3.1 below:
Figure 3.1 Legal and Governance Structure as of February 2014

KZN EDTEA
Beneficiary of Trust
Capital Provider (Donator)

KZN GROWTH FUND TRUST
Project Finance

FACILITY LENDERS
SBSA & DBSA

BOARD OF TRUSTEES

INVESTMENT COMMITTEE
AUDIT AND RISK COMMITTEE
HUMAN RESOURCES

The relationships highlighted in the above governance model are as follows:
3.1.1.1. The Trust
The Trust was formed and registered with the Master of High Court in terms of the Trust Property Control
Act of 57 of 1988. The Trust’s Deed of Trust is the founding document of the Trust. The Trust is the
custodian of the Fund and its assets. It has 7 (seven) Trustees which comprise of 3 (three) independent
Trustees nominated by KZN EDTEA, 3 independent Trustees, nominated by the Lenders (Standard Bank of
South Africa and DBSA), all appointed by the MEC of EDTEA, and the Chief Executive Officer (CEO) who is a
Trustee by virtue of his position as the CEO of the Trust.
The Trustees form the Board of Trustees which has 3 (three) sub-committees, viz, Human Resources and
Remuneration Committee, Investment Committee and Audit and Risk Committee. All the investment
decisions of the Trust are approved by the Board of Trustees.
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The Trust received R362.5m in capital contribution from the KZN Provincial Government through EDTEA.
The capital contribution represents 46% of the Fund and the Trust has leveraged this capital against
borrowings of R425m from the lenders.
3.1.1.2. EDTEA
EDTEA is the KZN provincial government Department responsible for and the sole beneficiary of the Trust.
3.1.1.3. The Lenders
The Lenders are SBSA and DBSA. They have provided the Trust with a debt facility amounting to R425m,
representing 54% of the Fund. The debt facilities are managed by Standard Bank as the facility agent.
3.1.2. Governance processes envisaged post the unencumbering of the government capital and
introduction of an en-commandite partnership
The new fund structure presented below does not involve the creation of a new Trust or a new governance
structure. The structure makes use of the existing Trust as well as the existing Board of Trustees and its
Sub-Committees. Accordingly, the Trust will be the “General Partner in an en commandite partnership with
the current lenders and/ or new investors (limited partners) who may wish to participate in either the debt
fund or equity fund. New investors can be either local or international DFI’s e.g. the Public Investment
Corporation (PIC), financial institutions or private capital providers with a developmental mandate.
In this structure, it is proposed that the Trust be given the fund management mandate by each partnership
to manage the funds, since there is no need for separate fund manager. The Trust’s income tax exemption
status will also be beneficial to the partnership.
Figure 3.2: Fund Structure under an En-Commandite Partnership

As mentioned above, it is preferred that limited partners do not get actively involved in the day to day
running of the partnership(s) they are party to. However, they may participate in an advisory committee
which may consist of Trustees or their representatives, a representative of each investor in fund and some
external persons. An advisory committee is not a governance body and does not get involved in the
operations of the fund it oversees. It generally meets once a year, with the primary functions being to:



review issues related to conflicts of interests arising from time to time:
approve the valuation methods for the fund’s current investments; and
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review, from time to time, the funds’ adherence to its investment objectives.

It is envisaged that the partnership’s investment decisions will be taken by Investment Committee(s) at the
general partnership level.
3.2.
Legislative and other mandates
The Trust is established in terms of a Trust Deed which is legally governed by the Trust Property Control Act,
57 of 1998. The entity is neither a Company nor a listed Public Entity in terms of the Public Finance
Management Act, 1 of 1999 (PFMA).
However, the Board of Trustees have elected to comply with the PFMA as a schedule 3D Public Entity
(government business enterprise) as well as to apply the King Report on Corporate Governance (King III) in
as far as it is practical to do so.
The Trust therefore has a duty to take effective and active measures to be financially efficient, effective,
transparent and economical. The PFMA and the prevailing Treasury Regulations regulate the Trust in terms
of procurement, financial management, internal control, risk management, budgeting and reporting, board
and audit committee structures and financing.
A 3D public entity is also subject to the Preferential Procurement Policy Framework Act, 5 of 2000 and the
Broad Based Black Economic Empowerment (B-BBEE) Act, 53 of 2003 which provides for the granting of
preferences by public entities to previously disadvantaged individuals and to promote Black Economic
Empowerment and SME development, respectively.
In summary the critical legislations that govern the Fund are:








Trust Property Control Act, 57 of 1988;
Public Finance Management Act, 1 of 1999
Preferential Procurement Policy Framework Act , 5 of 2000;
B-BBEE Act, 53 of 2003
B-BBEE Codes of Good Practise;
Treasury Regulations, 2005; and
King Report on Corporate Governance (King III).

The PPP arrangement between EDTEA, SBSA and DBSA, also means that the Fund has to comply with
various legal and finance agreements, of which the following are the most critical:







Senior and Mezzanine Term Facility Agreement (The Senior and Mezzanine Term Facility
Agreements pursuant to which the respective Lenders have agreed to make the Senior and
Mezzanine Facilities available to the trust);
Capital Contribution and Co-Operation Agreement;
Facility Agents Agreement;
Trust Deed; and
Sale of Business Agreement.
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4.

OVERVIEW OF 2015/16 BUDGET AND EXPENDITURE ESTIMATES

The detailed assumptions used in the financial projections are given in Table 4.1 below.
Table 4.1 ANNUAL BUDGET ASSUMPTIONS
KEY ASSUMPTIONS

APPROVED PROJECTS

Total Value of Fund

787 500 000

SA Shipyards

Less: Committed Funds

235 777 000

Dark Fibre Africa

100 000 000

Total Uncommitted Value of Fund

551 723 000

Projects committed up to March 2011

142 777 000

Average Loan Value (Less 10% Equity)

60 000 000

No. of Deals to Fully Commit the Fund

6

Deal Conversion Ratio (On Pipeline)
Total Deal Pipeline Required
Deal Conversion Ratio (On Leads)
Total Deal Leads Required

40%
15
25%
24

Dark Fibre Africa
Projects committed as at 31 March 2012
None
Projects committed as at 31 March 2013
None
Projects committed as at 31 March 2014
Link Africa

COMMITMENT FEES

235 777 000
235 777 000
60 000 000
200 000 000
495 777 000

425 000 000

Projects Committed as at 30 March 2015

Committed Funding

267 719 580

iDube cold storage

Total Uncommitted Funding

157 280 420

Underberg Dairy

0.50%

93 000 000
235 777 000

Mpact

Private Funding Available

Commitment Fee

42 777 000

Dormac Engineering

% Private Funding

54%

Other

Annual Commitment of Available Amount

50%

Projects Committed as at 30 August 2015

63 400 000
50 000 000
150 000 000
28 323 000
787 500 000

RAISING FEES
Raising fees

1.00%

ANNUAL COST ESCALATION
2015-16

5.80%

2016-17

5.50%

2017-18

5.60%

2018-19

5.90%

2019-20

6.00%

Summary of assumptions







The Debt Fund will be fully committed by August 2015 with the financial close being March 2016;
Income in the form of raising fees will be earned at 1% of the committed amount;
Annual inflationary escalation (CPI%) for the financial years ending 2015/16 2016/17, 2017/18,
2018/19 and 2019/20 will be 5.5%, 5.8% , 5.5%, 6% and 6.1% respectively;
Staff remuneration will increase annually at a rate of 7% per annum;
Expenditure is based on current overheads incurred over the five year budget period and is based
on the assumption that the Equity Fund will be operational during this period; and
The Trust will perform the function of “Fund Manager” for funds under management in the encommandite partnership and will earn a fund management income to recover costs incurred.

4.1.
Summary by programme and economic classification
A summary of payments and budgeted estimates by programme and economic classification for the Fund,
for the period 2012/13 to 2019/20 are detailed below in Tables 4.2. The detailed analysis of the summary of
payments and estimates by economic classification is presented in Table 4.3 below.
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Table 4.2 Summary of payments and estimates by programme
Audited Outcome
Rands

Administration
Project Finance
Total Payments
Revenue
Net Surplus

2012/13

2013/14

Approved
Budget
2014/15

37 512 101 27 298 550 17 798 167
4 473 350 7 424 522 11 086 604
41 985 451 34 723 072 28 884 771
49 593 029 41 530 481 36 109 461
7 607 578 6 807 409 7 224 690

Revised
Estimate
2014/15

20 599 324
8 285 447
28 884 771
48 375 211
19 490 440

Medium-term estimates
2015/16

2016/17

2017/18

2018/19

31 021 606
9 915 485
40 937 091
41 344 307
407 216

25 619 688
10 650 959
36 270 647
41 523 690
5 253 044

26 602 096
11 424 063
38 026 159
41 682 432
3 656 273

27 957 834
12 257 540
40 215 374
42 276 204
2 060 830

2019/20

2015/16

2016/17

2017/18

2018/19

39 687 091
25 044 184
14 642 907
217 280
306 731
3 870 518
4 897 977
533 135
1 195 483
1 394 828
2 226 956
-

35 865 647
26 071 335
9 794 312
229 230
323 601
2 284 319
3 685 846
586 448
903 885
1 441 544
339 438
-

37 791 159
27 866 353
9 924 806
242 067
341 723
2 471 633
3 757 589
645 093
954 502
1 153 751
358 447
-

39 980 374 42 426 798
29 792 127 31 853 632
10 188 247 10 573 165
256 349
271 730
361 884
383 598
2 678 336 2 904 368
3 868 235 4 016 676
709 602
780 562
1 010 818 1 071 467
923 427
742 394
379 595
402 371
-

29 507 582
13 154 215
42 661 798
43 102 271
440 474

Table 4.3 Summary of payments and estimates by economic classification
Audited Outcome
Rands

Current payments
Compensation of employees
Goods and services
Communication
Computer services
Consultants and professional services
Maintenance, repairs and running costs
Operating leases
Travel and subsistence
Advertising
Legal
Impairments
Interest and rent on Land

2012/13

Revised
Estimate
2014/15

41 985 451 34 115 536 28 154 771 28 154 771
2 253 892 4 760 990 16 938 108 16 732 219
39 731 560 29 354 545 11 216 662 11 422 552
75 321
110 266
205 369
174 238
141 207
255 867
31 115 046 19 894 464 2 310 000 1 277 524
4 681 293 8 273 419 3 488 445 5 815 556
180 826
880 000
939 491
5 131
298 045
698 703
714 090
138 723 2 000 000 2 000 000
237 872
319 509 1 588 041
214 656
3 692 218
-

Transfers and subsidies
Departments

-

Payments for capital assets
Building and other fixed structures
Machinery and equipment
Software and other intangibles assets

-

Total

2013/14

Approved
Budget
2014/15

607 536
49 428
533 108
25 000

730 000
50 000
620 000
60 000

-

Medium-term estimates

-

-

-

730 000
37 021
603 072
89 907

1 250 000
50 000
950 000
250 000

405 000
25 000
310 000
70 000

235 000
25 000
140 000
70 000

41 985 451 34 723 072 28 884 771 28 884 771

40 937 091

36 270 647

38 026 159

235 000
25 000
140 000
70 000

2019/20

235 000
25 000
140 000
70 000

40 215 374 42 661 798

The audited outcome for the 2012/13 financial year is reflective of the financial position prior to the
restructure, when the operations of the Trust were managed by KGFM in its capacity as Fund Manager and
thus all operational costs were borne by the Fund Management Company. These costs were encapsulated
by KGFT via the Fund management Fee. Further expenditure comprised costs relating to the various
governance committees. The 2013/14 audited outcome is reflective of seven months of operations prior to
the restructure in line with the 2012/13 financial year and five months as a unitary structure post the
restructure, which is evidenced by the increase in settlement proceeds from the acquisition of the
operations, remuneration and operational expenditure.
The budget structure, which largely conforms to the uniform budget and programme structure for KGFT is
made up of two programmes, Administration and Project Finance.
4.2.
Projected Capital expenditure
The projected capital spend mainly encompasses replacement of necessary assets over forecasted period.
In 2014/2015 financial year, KGFT anticipates an upgrade to the boardroom facilities, while the computer
equipment relates to the replacement of necessary assets such as computers and software and licensing
upgrades. The projected capital expenditure budget is detailed in table 4.4 below.
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Table 4.4: Summary of CAPEX Budget
Actual

Assets component
Loan Management System
Leasehold Improvements
Computer Equipment
Office Furniture
Office Equipment
Computer Software
Total

2013/14
49 428
190 585
334 323
8 200
25 000
607 536

Approved Revised
Budget Estimate
2014/15 2014/15
20 000
50 000
37 021
100 000 396 370
20 000 138 393
500 000
68 309
40 000
89 907
730 000 730 000

Medium-term estimates
2015/16
50 000
50 000
100 000
50 000
800 000
200 000
1 250 000

2016/17
25 000
100 000
10 000
200 000
70 000
405 000

2017/18
25 000
80 000
10 000
50 000
70 000
235 000

2018/19
25 000
80 000
10 000
50 000
70 000
235 000

2019/20
25 000
80 000
10 000
50 000
70 000
235 000

4.3.
Borrowing plan
Treasury Regulation 29.1 also stipulates that the corporate plan should include a borrowing plan. Based on
the assumptions as detailed in Table 4.1 above, the entities projected Debt Fund borrowing plan and is
detailed below in table 4.5:
Table 4.5 Borrowing Plan
FACILITIES

INTEREST RATE

JIBAR +1.4% + Liquidity
Costs + Bank Costs
JIBAR + 2.7% + Liquidity
MEZZANINE TERM
Costs+ Bank costs
TOTAL

SENIOR TERM

AVAILABILITY REPAYMENT
PERIOD
PERIOD

AUDITED
ACTUAL
2013/14

REVISED
ESTIMATE
2014/15

Medium-term estimates
2015-16

5 - 10 years

As per project
funded

117 888 500

105 238 095

95 623 405

5 - 10 years

As per project
funded

39 296 167

35 079 365

31 874 468

157 184 667 140 317 460

127 497 873

2016-17

2017-18

-

-

-

2018-19 2019-20

-

-

-

-

-

The borrowing plan above outlines the actual amounts which have been drawn down against the facilities
availed by the lenders of KGFT. The forecast and budget assume that the total facilities will be committed
within the extended availability period ending on 31 August 2015 as discussed in the overview under
section 1 above.
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PART B: PROGRAMME AND SUB-PROGRAMME PLANS
5.

PROGRAMME STRUCTURE

The programmes of the Trust are structured as two main programmes, namely Administration and Project
Finance, with underlying sub-programmes as summarised in Table 5.1 below:
Table 5.1 – Programme structure
Programme
1.

Administration

2.

Project Finance

Sub-programmes per programme
1.1 Office of the CEO
1.2 Financial administration
2.1 Project administration
2.2 Project disbursement
2.3 Aftercare

5.1.
Programme 1 - Administration
This programme provides transversal support to the entire organisation. Table 5.2 lists the strategic
objectives for each sub-programme under Programme 1: Administration.
Table 5.2: Programme 1 – Sub-Programme Objectives
Programme 1: Administration
Strategic goal: To maintain effective corporate governance and efficient financial administration
Sub Programme 1.1: Office of  To provide strategic direction and leadership to KGFT
the CEO
 To secure beneficial partnerships for KGFT
 To promote sound corporate governance to the organisation
and the Board
Sub Programme 1.2: Financial
Administration



To provide effective and transparent financial management
systems

A brief description of each sub-programme under Programme 1: Administration is given below:
5.1.1. Sub-programme 1.1: Office of the CEO
The Office of the CEO provides strategic direction and leadership ensuring alignment across all operational
programmes. It is responsible for the effective management of the Trust and implementation of strategy,
policy and directives of the Board of Trustees. The Office is further responsible for performance monitoring
and promoting sound corporate governance.
5.1.2. Sub-programme 1.2: Financial Administration
Financial Administration provides effective, efficient and transparent systems of financial management and
internal control. Financial Administration encompasses Supply Chain Management, Credit Risk, Financial
Management and Reporting and Budgeting.
It ensures that there is an appropriate procurement and provisioning system which is fair, equitable,
transparent, competitive and cost effective. The function is responsible for providing management with
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financial reports that are valid, accurate and complete. It also ensures that project risks are identified,
allocated to various project participants and mitigated.
Another facet of Financial Administration is the function of the Legal, Risk and Compliance Department coordinates the risk management and compliance activities of the Trust as well as providing general legal
counsel.
The role of this function is to assist management in discharging their responsibilities to comply with
applicable legislative and regulatory requirements. This function further assists through the identification,
assessment, management, monitoring and reporting of the risks faced by the Trust.
5.2.
Programme 1 - Performance Indicators and Annual Targets for 2015/16 – 2019/20
The Trust’s strategic goals have been further analysed to show the strategic objective, performance
measures/indicators, as well as targets that the Trust has set itself for the next five years. These are
illustrated in Table 5.3 below.
Table 5.3: Programme 1 – Key Performance Indicators and Annual Targets
Programme 1: Administration
Objectives

Measure/KPI

Office of the CEO
To obtain
Maintain external
and
audit opinion
maintain an
unqualified
audit
opinion

Grow the
% Growth in the
assets
Fund size
under
(current Fund size
manageme
R787.5m)
nt by the
Trust
Financial administration
To provide
% procurement
effective
spend on targeted
and
B-BBEE suppliers
transparent (procurement
financial
spend on targeted
managesuppliers below
ment
level 4/total
systems
procurement
spend)
Solvency ratios
(total assets/total
liabilities)
Liquidity ratio
(current assets/
current liabilities)

Strategic Goals:
To maintain effective corporate governance and efficient financial administration
Annual Targets
Period
Outputs
2015/16
2016/17
2017/18
2018/19
2019/20
Annual

External
Audit
reports

Annual

Annual
Performance Report

Annual

Annual
Performance Report

Quarterly

Quarterly
performance
reports
Quarterly
performance
reports

Quarterly

Achieve a
clean
audit
report for
the
2015/16
financial
year end
Equal to
or more
than CPI
as at 31
March
2016

Achieve a
clean
audit
report for
the
2016/17
financial
year end
Equal to
or more
than CPI
as at 31
March
2017

Achieve a
clean
audit
report for
the
2017/18
financial
year end
Equal to
or more
than CPI
as at 31
March
2018

Achieve a
clean
audit
report for
the
2018/19
financial
year end
Equal to
or more
than CPI
as at 31
March
2019

Achieve a
clean
audit
report for
the
2019/20
financial
year end
Equal to
or more
than CPI
as at 31
March
2020

75% of
procurem
ent from
suppliers
with a BEE
level of 4
and below

75% of
procurem
ent from
suppliers
with a BEE
level of 4
and below

75% of
procurem
ent from
suppliers
with a BEE
level of 4
and below

75% of
procurem
ent from
suppliers
with a BEE
level of 4
and below

75% of
procurem
ent from
suppliers
with a BEE
level of 4
and below

1:1

1:1

1:1

1:1

1:1

1:1

1:1

1:1

1:1

1:1
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5.3.
Programme 1 - Quarterly Targets for 2015/16
Progress towards meeting these targets is monitored during the year through quarterly reports that are
circulated to the Board of Trustees as well as to DEDTEA. At the end of the financial year, the performance
against predetermined targets is reported in the Trust’s annual report. The detailed quarterly targets

are presented below for Programme 1 in table 5.4 below.
Table 5.4: Programme 1 – Key Performance Indicators and Quarterly Targets
Programme 1:
Administration
Objectives

Measure/KPI

Office of the CEO
To obtain
Maintain
and maintain external
an
audit opinion
unqualified
audit opinion

Grow the
assets under
management
by the Trust

% Growth in
the Fund size
(current Fund
size
R787.5m)
Financial administration
To provide
%
effective and procurement
transparent
spend on
financial
targeted
manageB-BBEE
ment
suppliers
systems
(procurement
spend on
targeted
suppliers
below level
4/total
procurement
spend)
Solvency
ratios (total
assets/total
liabilities)
Liquidity ratio
(current
assets/
current
liabilities)

Strategic Goals:
To maintain effective corporate governance and efficient financial administration
Annual
Quarterly Targets
Targets
Period
Outputs
2015/16
Q1
Q2
Q3

Q4

Annual

External
Audit
reports

Achieve a
clean audit
report for
the 2015/16
financial
year end

Achieve a
clean
audit
report for
the
2015/16
financial
year end

Annual

Annual
Performance
Report

Equal to or
more than
CPI as at 31
March 2016

Equal to or
more than
CPI as at 31
March 2016

Annual

Annual
Performance
Report

75% of
procurement
from
suppliers
with a BEE
level of 4
and below

75% of
procurement
from
suppliers
with a BEE
level of 4
and below

Quarterly

Quarterly
performance
reports

1:1

1:1

1:1

1:1

1:1

Quarterly

Quarterly
performance
reports

1:1

1:1

1:1

1:1

1:1

5.4.
Programme 1 - Reconciling performance targets with the budget and expenditure estimates
The main purpose of Programme 1 – Administration is to provide for the overall management of KGFT and
to render a support service to the Project Finance in respect of transversal functions. This programme
consists of two sub-programmes, namely Office of the CEO and Financial Administration. The Financial
Administration sub-programme comprises the following functions: Administration, Corporate Services,
Marketing and Communication and Legal, Risk and Compliance.
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Tables 5.5 below illustrate the payments and forecasts of this programme over the eight year period
2012/13 to 2019/20. The detailed summary of payments and estimates by economic classification for
Programme 1 is presented in Table 5.6.
Table 5.5 Summary of payments and estimates - Programme 1: Administration
Approved
Audited Outcome
Budget
Rands
2012/13
2013/14
2014/15
Office of the CEO
2 253 892 3 095 187
5 675 939
Financial Administration
Administration
35 258 209 22 164 747
8 794 187
Corporate services
1 618 762
1 240 000
Marketing
138 723
2 000 000
Legal, Risk and Compliance
281 130
88 041
Total
37 512 101 27 298 550 17 798 167

Revised
Medium-term estimates
Estimate
2014/15
2015/16
2016/17
2017/18
2018/19
2019/20
6 928 388 10 193 417 10 617 446 11 342 683 12 121 748 12 955 904
10 253 435 13 502 868 11 704 381 12 145 393 12 836 734 13 608 803
1 417 359 3 930 492 1 756 316 1 854 670 1 964 095 2 081 941
2 000 000 1 394 828 1 441 544 1 153 751
923 427
742 394
142 2 000 000
100 000
105 600
111 830
118 540
20 599 324 31 021 606 25 619 688 26 602 096 27 957 834 29 507 582

Table 5.6 Summary of payments and estimates by economic classification - Programme 1: Administration
Approved
Revised
Audited Outcome
Budget
Estimate
Rands
2012/13
2013/14
2014/15
2014/15
2015/16
Current payments
Compensation of employees
Goods and services
Communication
Computer services
Consultants and professional services
Maintenance, repairs and running costs
Operating leases
Travel and subsistence
Advertising
Legal
Impairments
Interest and rent on Land

37 512 101 26 691 013
2 253 892 2 000 990
35 258 209 24 690 023
75 321
174 238
30 993 750 19 007 067
567 111 4 534 673
180 826
5 131
298 045
138 723
281 130
3 692 218
-

Transfers and subsidies
Departments

-

Payments for capital assets
Building and other fixed structures
Machinery and equipment
Software and other intangibles assets

-

Total

-

17 068 167
10 319 889
6 748 278
110 266
141 207
540 000
2 290 060
880 000
698 703
2 000 000
88 041
-

607 536
49 428
533 108
25 000

730 000
50 000
620 000
60 000

37 512 101 27 298 550

17 798 167

Medium-term estimates
2016/17

2017/18

2018/19

2019/20

19 869 324 29 771 606 25 214 688 26 367 096 27 722 834 29 272 582
11 547 313 16 989 029 17 695 744 18 904 471 20 202 913 21 593 174
8 322 011 12 782 577 7 518 944 7 462 625 7 519 921 7 679 408
205 369
217 280
229 230
242 067
256 349
271 730
255 867
306 731
323 601
341 723
361 884
383 598
807 359 3 151 522
934 503
986 835 1 045 058 1 107 762
3 399 694 3 983 598 2 999 733 3 033 054 3 100 952 3 203 356
939 491
533 135
586 448
645 093
709 602
780 562
714 090 1 195 483
903 885
954 502 1 010 818 1 071 467
2 000 000 1 394 828 1 441 544 1 153 751
923 427
742 394
142 2 000 000
100 000
105 600
111 830
118 540
730 000
37 021
603 072
89 907

1 250 000
50 000
950 000
250 000

405 000
25 000
310 000
70 000

235 000
25 000
140 000
70 000

235 000
25 000
140 000
70 000

235 000
25 000
140 000
70 000

20 599 324 31 021 606 25 619 688 26 602 096 27 957 834 29 507 582

No costs were allocated to the Office of the CEO sub-programme in 2012/2013 (prior to the restructure)
due to the outsourced administration function to the Fund Manager. The expenditure during that period
consisted of various fees paid to the Board of Trustees and its sub-committees members. Post the
restructure, KGFT anticipates higher financial administration costs which will include Human Resources,
CEO and Board of Trustees and sub-committee fees. KGFT anticipates overall expenditure to continue at a
similar rate after the debt fund has been fully committed and is based on the assumption that the encommandite partnership will be implemented and managed by KGFT as the general partner and Fund
Manager. The allocation of cost to the Corporate Service sub-programme only commenced in 2013/2014,
as this sub-programme was previously included within Financial Administration. The spending on this subprogramme includes outsourced IT activities, HR cost and Professional services.
In the current year estimates, 2014/2015, marketing costs increased due to the brand re-launch and new
marketing strategy that has been adopted by KGFT which will result in increased brand awareness as
compared to preceding years. The actual costs during 2013/14 for Legal, Risk and Compliance subprogramme is attributable to the legal costs incurred on restructuring. Compensation of employees has also
increased in 2013/2014 in relation to prior years due to the transfer of staff from Fund Manager to KGFT
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which is in line with the restructuring process. Subsequent increases in the 2015/2016 financial year
onwards is due to the anticipated staffing of employees at full capacity and the proposed introduction of
employee bonus incentives.
6.

PROGRAMME 2 – PROJECT FINANCE

6.1.
Programme 2 – Project Finance
Project Finance is the core function of the organisation. The programme originates and assesses the
viability of the projects by performing due diligences and thereafter presenting the proposals to relevant
committees for approval. In addition, the programme is responsible for negotiating the legal terms with the
promoter and facilitating financial close. The strategic objectives per sub-programme under Programme 2:
Project Finance are shown in Table 5.3 below, followed by a brief description of each sub-programme.
Table 6.1: Programme 2 – Sub-Programme Objectives
Programme 2: Project Finance
Strategic goal: To identify and finance viable projects that will stimulate economic growth,
promote job creation in KZN as well as facilitate BBBEE.
Sub programme 2.1:
 To provide support to investment office in delivering on its mandate.
Project Administration
Sub programme 2.2:
 To ensure that the Trusts fully disburse the funds into viable projects
Project disbursement
within the availability period.
 To ensure projects disbursements are made in line with approved
agreements
Sub programme 2.3:
 To effectively manage the investment portfolio to ensure good asset
Aftercare
quality;
 To ensure the investments perform in line with approved covenants;
and
 Where equity is held, to give strategic guidance and management
direction to project companies.

6.1.1. Sub-programme 2.1: Project Administration
The Project Administration function is a support function and is responsible for the administration matters
of the investments division. The main functions include maintaining the projects register, compiling
monthly and quarterly reports on the activities of the investments division as well as screening projects at
initial stages so as to ensure that such projects meet with the fundamental criteria of the fund.
Additional functions include marketing the fund’s product offering to prospective promoters and financial
intermediaries, performing preliminary reviews of proposals, conducting project due diligences, compiling
and presenting investment recommendations to the Investment Committee and the Board of Trustees for
approval as well as overseeing financial close and disbursement.
6.1.2. Sub-programme 2.2: Project disbursement
The main purpose of this sub programme is to ensure that the approved funds are fully disbursed into
viable projects within the availability period. The function ensures that before any disbursements are made,
the conditions precedent to loan draw-downs have been met by the borrower and disbursements are made
in line with the signed legal agreements.
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6.1.3. Sub-programme 2.3: Aftercare
The Aftercare function is responsible for monitoring investments post disbursement. This entails analysing
management reports and annual financial statements, monitoring exits, repayments and adherence to loan
covenants. To further provide strategic guidance and management direction to project companies where
equity investment is held.
6.2.
Programme 2 - Performance Indicators and Annual Targets for 2015/16 – 2019/20
The Trust’s strategic goals have been further analysed to show the strategic objective, performance
measures/indicators, as well as targets that the Trust has set itself for the next five years. These are
illustrated in Table 6.2 below.
Table 6.2: Programme 2 – Key Performance Indicators and Annual Targets
Programme 2: Project
origination and aftercare
Objectives

Measure/
KPI

Project Administration
Fully commit
Number of
all available
permanent
funds to
jobs created
viable projects
% of disbursed
projects
meeting
B-BBEE
Investment
policy criteria
(no of projects
meeting the BBBEE
criteria/total
no of projects
disbursed)

Strategic Goals:
Unlock KZN Province economic growth; create permanent jobs; and Facilitate BBBEE
Annual Targets
Period
Outputs
2015/16
2016/17
2017/18
2018/19
2019/20
Quarterly

Quarterly
performance
reports

291

95

95

95

Quarterly

Quarterly
performance
reports

100% of
projects
meeting
B-BBEE
Investme
nt policy
criteria

100% of
projects
meeting
B-BBEE
Investme
nt policy
criteria

100% of
projects
meeting
B-BBEE
Investme
nt policy
criteria

Rand value of
projects
disbursed

Quarterly

Quarterly
performance
reports

R291m

R95m

R95m

R95m

R95m

To maintain
the % of
performing
loans in the
portfolio

Quarterly

Quarterly
performance
reports

At least
95%
performa
nce loans
within
the total
loan
portfolio

At least
95%
performa
nce loans
within
the total
loan
portfolio

At least
95%
performa
nce loans
within
the total
loan
portfolio

At least 95%
performanc
e loans
within the
total loan
portfolio

At least
95%
performa
nce loans
within
the total
loan
portfolio

100% of
projects
meeting BBBEE
Investment
policy
criteria

95

100% of
projects
meeting
B-BBEE
Investme
nt policy
criteria

Project Disbursements
Fully commit
all available
funds to
viable projects
Aftercare
To ensure
appropriate
portfolio
management
and aftercare
is being
performed so
as to strive
toward good
asset quality
and long term
sustainable
growth of the
Trust.

(No. of loans
performing/
total no. of
loans)

Progress towards meeting the above targets is monitored during the year through quarterly reports that
are circulated to the Board of Trustees as well as to EDTEA. At the end of the financial year, the
performance against predetermined targets is reported in the Trust’s annual report.
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6.3.
Programme 2 - Quarterly Targets for 2015/16
Progress towards meeting these targets is monitored during the year through quarterly reports that
are circulated to the Board of Trustees as well as to DEDTEA. At the end of the financial year, the
performance against predetermined targets is reported in the Trust’s annual report. The detailed
quarterly targets are presented below for Programme 2 in table 6.3 below.

Table 6.3: Programme 2 – Key Performance Indicators and Quarterly Targets
Programme 2: Project
origination and aftercare
Objectives

Measure/
KPI

Project Administration
Fully commit
Number of
all available
permanent
funds to
jobs created
viable
% of disbursed
projects
projects
meeting
B-BBEE
Investment
policy criteria
(no of projects
meeting the BBBEE
criteria/total
no of projects
disbursed)

Strategic Goals:
Unlock KZN Province economic growth; create permanent jobs; and Facilitate BBBEE
Annual
Quarterly Targets
Targets
Period
Outputs
2015/16
Q1
Q2
Q3
Q4
Quarterly

Quarterly

Quarterly
performance
reports
Quarterly
performance
reports

291

58

233

0

0

100% of
projects
meeting
B-BBEE
Investm
ent
policy
criteria

100% of
projects
meeting
B-BBEE
Investm
ent
policy
criteria

100% of
projects
meeting
B-BBEE
Investm
ent
policy
criteria

100% of
projects
meeting
B-BBEE
Investm
ent
policy
criteria

100% of
projects
meeting
B-BBEE
Investm
ent
policy
criteria

NIL

NIL

Project Disbursements
Fully commit
all available
funds to
viable
projects
Aftercare
To ensure
appropriate
portfolio
management
and aftercare
is being
performed so
as to strive
toward good
asset quality
and long term
sustainable
growth of the
Trust.

Rand value of
projects
disbursed

Quarterly

Quarterly
performance
reports

R291m

R58.4m

R232.6m

To maintain
the % of
performing
loans in the
portfolio

Quarterly

Quarterly
performance
reports

At least
95%
perform
ance
loans
within
the total
loan
portfolio

At least
95%
perform
ance
loans
within
the total
loan
portfolio

At least
95%
perform
ance
loans
within
the
total
loan
portfoli
o

(No. of loans
performing/
total no. of
loans)

At least
95%
perform
ance
loans
within
the
total
loan
portfoli
o

At least
95%
performa
nce loans
within
the total
loan
portfolio

6.4.
Programme 2 - Reconciling performance targets with the budget and expenditure estimates
The main purpose of Programme 1 – Administration is to provide for the overall management of KGFT and
to render a support service to the Project Finance in respect of transversal functions. This programme
consists of two sub-programmes, namely Office of the CEO and Financial Administration. The Financial
Administration sub-programme comprises the following functions: Administration, Corporate Services,
Marketing and Communication and Legal, Risk and Compliance.
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Tables 6.4 below illustrate the payments and forecasts of this programme over the seven year period
2012/13 to 2019/20. The detailed summary of payments and estimates by economic classification for
Programme 1 is presented in Table 6.5.
Table 6.4 Summary of payments and estimates - Programme 2: Project Finance
Approved
Audited Outcome
Budget
Rands
2012/13
2013/14
2014/15
Project administration
4 235 478 2 760 000 6 072 519
Project origination and appraisal
887 398 1 770 000
Project Legal
237 872
38 379 1 500 000
Project Disbursement
3 188 746 1 198 385
Aftercare
550 000
545 700
Total
4 473 350 7 424 522 11 086 604

Revised
Estimate
2014/15
4 639 207
470 165
214 514
2 415 862
545 700
8 285 447

Medium-term estimates
2015/16
2016/17
2017/18
2018/19
2019/20
7 471 256 7 750 819 8 293 376 8 873 912 9 495 086
718 995 1 349 817 1 484 798 1 633 278 1 796 606
226 956
239 438
252 847
267 765
283 831
914 379
686 113
724 535
767 283
813 320
583 899
624 772
668 506
715 301
765 372
9 915 485 10 650 959 11 424 063 12 257 540 13 154 215

Table 6.5 Summary of payments and estimates by economic classification - Programme 2: Project Finance
Approved Revised
Audited Outcome
Medium-term estimates
Budget
Estimate
Rands
2012/13
2013/14
2014/15
2014/15
2015/16
2016/17
2017/18
2018/19
2019/20
Current payments
4 473 350 7 424 522 11 086 604 8 285 447 9 915 485 10 650 959 11 424 063 12 257 540 13 154 215
Compensation of employees
2 760 000 6 618 219 5 184 907 8 055 155 8 375 591 8 961 882 9 589 214 10 260 459
Goods and services
4 473 350 4 664 522 4 468 385 3 100 541 1 860 330 2 275 368 2 462 181 2 668 326 2 893 757
Communication
Computer services
Consultants and professional services
121 296
887 398 1 770 000
470 165
718 995 1 349 817 1 484 798 1 633 278 1 796 606
Maintenance, repairs and running costs
4 114 182 3 738 746 1 198 385 2 415 862
914 379
686 113
724 535
767 283
813 320
Operating leases
Travel and subsistence
Advertising
Legal
237 872
38 379 1 500 000
214 514
226 956
239 438
252 847
267 765
283 831
Impairments
Interest and rent on Land
Transfers and subsidies
Departments

-

-

-

-

-

-

-

-

-

Payments for capital assets
Building and other fixed structures
Machinery and equipment
Software and other intangibles assets

-

-

-

-

-

-

-

-

-

Total

4 473 350

7 424 522 11 086 604

8 285 447

9 915 485 10 650 959 11 424 063 12 257 540 13 154 215

The substantial decrease in Project Administration in the 2013/2014 Actual audited outcome is mainly due
to restructuring and re allocation of cost to other sub-programme such as Project Legal, Project
Disbursement and Aftercare.
During the financial year, Project origination and appraisals were low as there were few projects that
reached final appraisal and disbursement stage due to project promoter’s inability to obtain sufficient
equity, this resulted in projects being parked. The expenditure projection for 2014/2015 to 2019/2020 is
expected to increase due to the anticipated increase in projects deal flow arising from the brand re-launch
and marketing strategy including the change in the project pricing model and the establishment of the
Equity fund through the en-commandite partnership.
The allocation to the Project Legal sub-programme only commenced in 2013/2014, as the expenditure
relating to this programme was previously included as part of Project Administration. Project Legal costs are
forecasted to increase due to the establishment and set up of the En-commandite partnership including the
reviews and drafting of legal agreements for projects. The review of legal documents are outsourced to
legal external counsel.
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The Compensation of employees increased in 2013/2014, this is due to the Sub Programme being used for
the first time during the financial year. The compensation of employees has increased during 2014/2015
and 2019/2020 due to the appointments of additional Project Investment Officers and the Chief Investment
Officer. This is necessary in order to ensure a healthy pipeline of projects that will reach Final Appraisal and
disbursement stage prior to the close of the debt fund availability period in August 2015, thus ensuring that
KGFT delivers on its mandate, as well the necessary resources to facilitate the fund management of the
funds under the en-commandite partnership. Subsequent increases in the 2015/2016 financial year
onwards is due to the proposed introduction of employee bonus incentives.

26 | P a g e

PART C: LINKS TO OTHER PLANS

7.

Alignment to Provincial Growth and Development Strategy (PGDS)

The Trust has aligned itself to the KZN 2012-2030 PGDP through its mandate, mission and investment
policy. The Trust is set up to provide Project Finance to projects within specific target sectors, in areas
where gaps or backlogs in economic development and job creation have not been adequately addressed by
traditional financial institutions.
The Trust seeks to align itself to 4 of the 7 strategic goals identified in the KZN PGDP, namely job creation,
strategic infrastructure development and environmental sustainability.
Table 7.1 below shows the alignment between the PGDP goals and the Fund’s activities.
Table 7.1: Alignment of the Trust to PGDP
Provincial Strategic Goal

Objective

Goal 1 – Job Creation

 Enhance
sectorial
development through
trade
and
investment.

 The Trust funds projects with a high potential of
creating sustainable jobs in the province in major
economic sectors i.e. Tourism , Mining and Mineral
Beneficiation, Agro processing and Transport and
Logistics



Development of ICT
Infrastructure.



Improve
production
supply.

 The Trust funds projects which are infrastructure in
nature i.e. ICT, Telecoms, Transport & Logistics and
Healthcare infrastructure in the province. It also
seeks to improve energy production in the province
by funding projects which seek to generate,
transmit and distribute energy sources such as
coal, hydro, wind, solar, gas, steam, bio-diesel,
wave power and nuclear.

To expand Provincial economic
output and employment
Goal 4 – Strategic Infrastructure
development
To provide Infrastructure for the
social and economic growth and
development needs of KZN.

Goal 5 - Environmental
Sustainability
To reduce global greenhouse
gas emissions and create a
social-ecological capacity to
adapt to climate change

Goal 6 - Governance and Policy
The population of KZN
is satisfied with the levels of
government service delivery

Trust Alignment

energy
and

 Advance alternative
energy
generation
and reduce reliance
on fossil fuels.

 The Trust aligns itself by ensuring that projects being
funded adhere to Equator Principles (the principles
adopted by the financial industry as a benchmark for
determining, assessing and managing social and
environmental risk in project financing). The Fund
ensures that all projects funded are in compliance
with environmental regulations as per the
Department of Environmental Affairs and Tourism.
The fund also supports alternative energy
generation projects.

 Eradicate fraud and
corruption
in
government so that it
is corruption free

 The Trust adheres to good corporate governance,
PFMA and King III.
 The Trust strives to maintain its Clean Audit record.
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ANNEXURE D:
8. Vision, Mission, Mandate and Values
Vision
Financing growth
Mission
To provide competitive and innovative project finance to private sector investments that unlock growth
opportunities in KZN for a better future.
Mandate
To support sustainable growth in KZN by financing private sector projects that drive economic success,
stimulate job creation, promote broad based black economic empowerment (B-BBEE) and reduce
inequality.
Values
The Trust’s values are:
 Innovative;
 Entrepreneurial;
 Knowledgeable;
 Reliable.
9. Strategic Goals
The Trust’s strategic goals are as follows:
 To maintain effective corporate governance and efficient financial administration; and
 To identify and finance viable projects that will promote economic growth and job creation in KZN
as well as promote B-BBEE.
10. Strategic Objectives
The strategic objectives of the Trust are:
 To grow the assets under management by the Trust;
 To obtain and maintain an unqualified audit opinion;
 To fully commit all available funds to viable projects; and
 To ensure appropriate portfolio management and aftercare so as to strive towards zero default and
long term sustainable growth of the Trust;
To achieve the strategic objectives of the Fund, the Trust has adopted the following strategies:
 To unencumber government’s capital whilst giving effect to an en-commandite partnership;
 To open up new funds under the partnership that can offer competitive financing products to
attract private participation;
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To build long term relationships with other Development Finance Institutions (DFIs) and lending
institutions to cross-refer and co-finance projects and build on the public private partnership (PPP)
model;
To further implement the comprehensive marketing strategy;
To adequately resource and maintain the necessary human capital and skills in the Trust by
offering market related benefits; and
To implement sound policies, procedures, and systems of internal controls to ensure good
corporate governance.

By implementing the above strategies, the Trust will be able to achieve its strategic objectives, hence
establishing a successful track record and a reputation for effective delivery. The strategy of the Trust will
be driven by a single minded goal of developmental finance and growing the assets under management.
11. Strategic Planning Process
The Board of Trustees had a two day strategic workshop where the Trustees and Management met to
deliberate the direction and content of the Corporate Plan of the Fund for the period 2015/16 – 2019/20.
The workshop received critical presentations from EDTEA (on the Department Strategy) and the KZN
Planning Commission (on the PGDP) which in turn informed the future strategy and direction of the Fund.
In order to address the challenges arising from the limited product offering, the post disbursement
challenges and the limitations arising from the security structure within the current model, a revised model
of an en-commandite partnership is considered the preferred model for the Trust (refer section 3.2.2 below
for further discussion).
During the workshop the Board also aligned its mandate to both relevant national and provincial policies
such as the National Development Plan (NDP), the Provincial Growth and Development strategy (PGDS), the
Provincial Spatial and Economic Development Strategy (PSEDS), Industrial Policy Action Plan (IPAP) II and
the New Growth Path (NGP).
The final 2014/15-2019/20 Corporate Plan was tabled and adopted by the Board of Trustees at the meeting
held on 19 February 2015. The five year corporate plan has been prepared on the basis of the above, and
has further incorporated the objectives and overview of the en-commandite partnership based on the
deliberations of the Board of Trustees during the Board strategy session in November 2014.
12. SWOT Analysis
The Trust has identified the following strengths, weaknesses, opportunities and threats in order to
formulate effective strategy to deliver on its mandate.
Strengths
 Financial backing from KZN Provincial Government and reputed private sector lenders;
 Experienced and highly skilled Board of Trustees to provide oversight;
 Experienced and skilled personnel;
 KZN Provincial Governments’ contribution is provided at no expected rate of return hence lower
cost of capital; and
 Expanded product offering to include an equity instrument.
29 | P a g e

Weaknesses
 KZN Growth Fund niche market is not clearly defined; and
 Low brand awareness.
Opportunities
 Funding of spin-off projects from major infrastructure projects identified by government in the
Strategic Infrastructure Programme (SIP);
 Opportunity to co-fund or partner with traditional financiers and DFI’s thereby creating valuable
alliances;
 Global liquidity challenges present financing opportunities for the Trust to fill the gap that will exist
as a result of regulatory measures, such as Basel III capital adequacy requirements on commercial
banks; and
 Further marketing in order to increase awareness of the Fund and improve quantity and quality of
deal flow.
Threats
 Adverse changes in macroeconomic environment may cause approved projects to fail, thus
resulting in the erosion of capital invested by KZN Provincial Government;
 Projects competing with experienced and established competitors in the market who own a large
proportion of the market share of the industry;
 Political pressure and strategic changes in the KZN Provincial Government can adversely impact on
the Fund;
 Reputational risk due to perceived negative history; and
 Competition from other development finance institutions such as NEF, IDC and DBSA, as well as
commercial banks.
The Trust will utilise its strengths and exploit all opportunities while combating any threats and improving
on its weaknesses in its efforts to deliver on its mandate. Accordingly, the Trust will continually assess and
improve its competitive position in the market.

30 | P a g e

