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REVERSING ENDURING LEGACIES OF APARTHEID
The KZN Growth Fund will be key in ensuring the successful implementation of the economy recovery.
Critically, as the department, the entity will play a leading role in building the local capacity of emerging
entrepreneurs who are involved in the production of local products and services.
The lockdown regulations, which resulted in the disruption of the global value chain, should be viewed as a
blessing in disguise. The lockdown has presented as indigenous people with the opportunity to be selfsufficient and produce their own goods and services. We are determined to end the era characterised by high
level of consumption instead of production.
In addition, one of the enduring legacies of the apartheid regime is that South Africa remains a country
gripped by high levels of inequality, poverty and unemployment. KZN Growth Fund Trust plays an important
role in dealing with these challenges.
The procurement report released by KwaZulu-Natal Provincial government few years ago indicates that white
people remain in control of the commanding heights of the economy. The majority of people, who are Black,
on the other hand, remain in the margins of the economy.
In view of these inequalities, this year the entity will focus on the promotion of the Broad-Based Black
Economic Empowerment (B-BBEE) legislation. B-BBEE places the meaningful participation of the majority of
our citizens as necessary for the creation of capacity within the broader economic landscape.
Research has indicated that small and medium businesses have a much greater propensity to create
employment opportunities, especially in times of slow economic growth. It is for this reason that we are
convinced that our shared growth targets can best be achieved by creating an environment for small business
to grow. In particular, the focus is the implementation of Black Industrialist-led projects.

We focus on black industrialists, without detracting at all from the contributions made by large corporates to
the KZN economy. As a matter of fact, we believe that there are deep-rooted synergies between large and
small business, which also creates further opportunities for radical economic transformation.
There can be no doubt that we need to achieve a much higher participation rate in our economy. That can
best be achieved by getting more business entities that can help create the jobs we need.
An approach to building and expanding the small business sector is specifically intended to create the space
for new entrepreneurs to emerge and to link up where possible with large corporates to grow the economy
and create the jobs.
It is for this reason that we remain alarmed by the unacceptably high failure rate of SMMEs during their first
two years of existence. Some of the reasons for this has been mooted to be a lack of access to both public
and private business opportunities, lack of finance and access to credit, as well as inappropriate policies to
protect emerging entrepreneurs. These factors are limiting the entry of people from previously
disadvantaged communities into the mainstream economy.
Therefore the KZN Growth Fund will ensure that youth and women owned SMME’s and Co-operatives are
assisted with funds. Especially those that are located in the townships and rural areas. Business owned by
people with disability will also be prioritised for funding. The entity will also support and promote the Buy
Local Campaign.
This financial year, the KZN Growth Fund Trust will accelerate equity investments in some strategic black
industrialist-led projects. The entity will do so in order to realize government’s objectives as outlined in the
Provincial Growth and Development Plan and National Industry Policy Action Plan.

MEC for Economic Development, Tourism and Environmental Affairs
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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 2020/21 financial year and within the constraints
and opportunities of the market conditions.

Mr. L Zondi
Chief Financial Officer (CFO)

Signature: ________________________

Mr. AL Shabane
Chief Executive Officer (CEO)

Signature: ________________________

Mr. S Buthelezi
Board Chairperson
On behalf of the Accounting Authority

Signature: _______________________

Ms. Nomusa Dube - Ncube, MPL
MEC for EDTEA
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PART A: STRATEGIC OVERVIEW
1. OVERVIEW OF THE KZN GROWTH FUND TRUST
The KwaZulu-Natal Growth Fund Trust (referred herein as “KGFT”) was set up in 2008 as an initiative by the
KZN Government’s Department of Economic Development, Tourism and Environmental Affairs (EDTEA) to
manage the KZN Growth Fund. The KGFT was set up as a 15 year R1,087.5bn closed debt fund with a
commitment period of 6 years, structured as a unique public-private partnership. The commitment period of
the KGFT’s first debt fund ended in August 2015.
The KGFT financed medium to large scale sustainable private sector projects throughout the KwaZulu-Natal
(“KZN”) Province. This initiative was a first in South Africa, aimed at creating sustainable economic
development, job creation, broad based black economic empowerment (B-BBEE) and reducing inequality in
KZN.
The KGFT strategically settled all its investors in the first debt fund to expand its focus on multiple funds
positioning it for co-funding with the private sector (the “Evolution Strategy”).

2. ORGANISATIONAL ANALYSIS
2.1.

Situational Analysis

This section provides an overview of the economic context within which the KGFT conducts its business.
2.1.1.

Global Economy

Following an improved global growth about a year ago where economic activity was increasing in almost all regions
of the world, the global economic expansion decelerated in the second half of 2018. Global growth which peaked
at 3.8% in 2017, softened to 3.6% in 2018. The escalation of US-China trade disputes, macroeconomic problems
in Turkey and Argentina, tighter credit policies in China and financial tightening alongside the normalisation of
financial policies in the advanced economies all contributed to a significantly weakened global growth in the
second half of 2018.
The year under review was characterised by many downside risks. These included accelerated trade tensions
which disrupted global supply chains, risks surrounding Brexit, significant financial vulnerabilities associated with
private and public sector debt in several countries. Global public and private debt levels continued to rise. In
several countries, high debt service obligations constituted a heavy burden on government finances. In developing
economies, the rise in debt has generally not been matched by an equivalent expansion of productive assets,
thereby raising concerns about the longer-term sustainability of debt, as well as concerns about productive
capacity over the medium term, given large infrastructure gaps, degradation of existing capital and their related
impact on productivity.
Climate risks also intensified, as the world experienced an increasing number of extreme weather events. Over
the last six years, more than half of extreme weather events have been attributed to climate change. Climate
shocks impact developed and developing countries alike, putting large communities at risk of displacement and
causing severe damage to vital infrastructure. Right at the end of the 2018/19 financial year, Tropical Cyclone Idai
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hit Southern Africa, affecting multiple countries and leaving more than 700 people dead and hundreds more
missing. Idai brought strong winds and caused severe flooding in Madagascar, Mozambique, Malawi
and Zimbabwe.
The weak growth potential is weighing heavily on the global economy’s capacity to reduce unemployment levels
in the medium term, notably with regard to quantity and quality of jobs. The International Labour Organization
estimated that the global unemployment rate stood at 5.6% in 2017, corresponding to 192.7 million unemployed
persons. This represents an increase of 2.6 million compared with 2016. For 2018, the global unemployment rate
is expected to fall by 0.1 percentage points, keeping the number of unemployed essentially unchanged.
.
2.1.2.

Sub-Saharan Africa

The slowdown in sub-Saharan Africa is easing, and growth is expected to rise to 2.6 per cent in 2018 from last
year's 1.4 per cent, the IMF said in its latest Regional Economic Outlook for sub-Saharan Africa. The growth
is led by a recovery in oil production and a good harvest in Nigeria, as well as the easing of tensions in the
Niger Delta. The policy environment has started to improve. Fiscal deficits are stabilizing and current account
deficits are narrowing, partly reflecting a slight rebound in commodity prices. The global environment has
also been supportive, with strengthening growth momentum in the largest economies, commodity prices off
their troughs, and improved access for sub-Saharan African economies to international capital markets.
But while a third of sub-Saharan African countries continue to grow at about 5 per cent, income per capita
will barely increase in the region, reports the IMF. Moreover, in 25% of the sub-Saharan African countries,
home to about 400 million people, per capita incomes are expected to decline.
Beyond 2017, growth is expected at about 3.5 per cent, below the 5 per cent mark achieved in the first half
of the decade.
Vulnerabilities have increased in the region, notably, due to rising public debt, financial sector strains and low
external buffers. Public debt is high not only in oil exporting countries but in many fast-growing economies
as well. Driving this increase in debt is a combination of large fiscal deficits, a slowdown in growth, and in
some countries, exchange rate depreciations. Increasingly, deficits are being financed by domestic banks and
ultimately constraining the availability of credit to the private sector. In many countries, banks’ liquidity and
solvency indicators have deteriorated, and non-performing loans have increased. Despite some narrowing in
current account deficits, international reserves are now below adequacy levels in many countries, reports the
IMF. These vulnerabilities are being compounded by political uncertainty resulting in a lack of clarity about
future direction of economic policy, notably, in some of the region’s largest economies. This is weighing on
consumer and investor confidence. In this context, addressing fiscal vulnerabilities and unlocking constraints
to growth emerge as the key economic policy priorities for the region.

2.1.3.

South African

Domestically, growth rebounded in the third and fourth quarter of 2018 after entering into a technical recession
in the second quarter. Growth had declined by 2.6% in the first quarter and by a revised 0.4% (from -0.7%)
contraction in the second quarter. Gross Domestic Product (GDP) increased by 2.6% and 1.4% quarter-on-quarter
(q-o-q) and annualised in the third and fourth quarter of 2018 respectively. Overall, South Africa’s economy grew
at o.8% in 2018, slightly beating estimates. Economists and analysts expected the country’s GDP figures to be
around 0.6% and 0.7%.
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Figure 1: Growth in GDP (%)

Source: BusinessTech, 2018

South Africa remains in the longest business cycle downswing on record, since the fourth quarter of 2013, with
annual growth below the estimated potential growth rate of the country. Growth momentum remains very weak.
The country’s slow growth is not only affected by domestic problems, but by other external factors such as
rebalancing of the Chinese economy which is reducing demand for exports throughout the world and contributing
to the fall in commodity prices. This includes South African exports of commodities such as iron ore, coal and
platinum.
Growth of 1.4% for South Africa and 1.9% in KwaZulu-Natal (KZN) during the fourth quarter of 2018 was supported
by the significant recovery in the agricultural sector and manufacturing sector. Both these sectors play a crucial
role in the economy of the province in terms of GDP contribution. History has shown that poor performance in
one or both of the sectors, growth output tends to decline significantly and visa-versa. Manufacturing contributes
more than 15% to KZN GDP while agriculture contributes about 5% to GDP compared to just about 2.5%
contribution nationally.
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Figure 2: Annual GDP Growth (South Africa and KwaZulu-Natal)
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Table 1: Sectorial GDP contribution
Industry
Agriculture, forestry and fishing
Mining and quarrying
Manufacturing
Electricity and water
Construction
Wholesale & retail trade; hotels & restaurants
Transport and communication
Finance, real estate and business services
Community, social and other personal services
General government services
All industries at basic prices
Taxes less subsidies on products
GDPR at market prices

South Africa
KZN
2018:Q3
2018:Q4
2018:Q3
2018:Q4
13.7
7.9
10.2
2.2
-8.9
-3.8
-8.5
-3.0
7.5
4.5
7.6
4.7
0.8
0.2
0.3
-0.3
-1.7
-0.7
-1.4
-0.3
3.4
-0.7
3.6
-0.4
6.8
7.7
6.6
7.5
2.1
2.7
2.1
2.6
0.6
1.7
0.7
1.8
1.9
-0.6
2.0
-0.6
2.5
1.7
3.7
2.2
4.0
-1.7
4.0
-1.7
2.6
1.4
3.7
1.9

Source: Stats SA and Quantec, 2019

The general low economic activity facing the country and the KZN province adversely affects tax collection, the
sustainability of public finances, gross fixed capital formation and South Africa’s ability to address the three
challenges of poverty, inequality and unemployment.
The weak growth performance that has characterised the South African economy for quite some time since the
end of the 2008/2009 financial crisis is still evident in the labour market. Although the economy recovered in the
third and fourth quarters of 2018 recording seasonally adjusted and annualised growth rates of 2.6% (revised
upwards from the previously announce 2.2%) and 1.4% respectively, the overall weak performance in output
growth remains evident in the long term trends of key labour market aggregates. In KZN province, employment
has been declining gradually from its peak of 2.58 million in 2008Q4. The provincial employment remained below
pre-recession level for 9 years rising above the pre-crisis level for the first time in 2017Q4. In other words, it took
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more than 9 years to overcome the remnants of a crisis which lasted just over a year. In 2018Q4, provincial
employment was estimated at 2.648 million jobs, 13,000 higher than in the previous quarter.
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Figure 3: Quarterly Estimates of KwaZulu-Natal Labour Market Aggregates
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The fourth quarter of 2018 labour market estimates for KZN are reflective of a province that is struggling to
sustain job creation. Unemployment, especially among the youth, remains a pressing challenge. Its effects extend
beyond financial depravation to include high social costs emanating from problems associated with crime and
lack of social cohesion which may ultimately hinder economic growth in the long term. Unemployment rate in
the final quarter of 2018 was 25.6% in KZN and 27.1% nationally.
Employment growth continues to be limited by the lacklustre economic activity and difficult operating conditions
in the local business environment - including higher input costs, taxes and unreliable electricity supply. This,
together with spare capacity, affected expansionary drives by the private sector during the year under review.

2.2.

Review of 2019/20 Financial Year

2.2.1.

Evolution Strategy

Post approval of the Evolution strategy by the MEC for Economic Development, Tourism and Environmental
Affairs (EDTEA) in February 2015, the KGFT has completed the implementation of its evolution strategy and
is optimistic in achieving the goals set out in the strategy to leverage government capital with private sector
capital.
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The KGFT concluded a partnership agreement with a private sector asset manager which translates into an
investment of R300 million in the into KGFT’s Equity Fund. This initiative is the first of its kind for a government
entity and it demonstrate the innovative and flexible approach that the fund utilises to live up to the content
of its strategic mandate.
The KGFT has also applied for listing as a Schedule 3D (Government Business Enterprise) in terms of the Public
Finance Management Act (PFMA) following the unencumbering of government capital. The listing application
has obtained the necessary support from EDTEA and Provincial Treasury. An initial response from National
Treasury was received in December 2015 which noted areas to be addressed by EDTEA. The MEC for EDTEA
has supported the listing of KGFT by sending a letter to National Treasury in January 2017 and no responses
from National Treasury. The Board of Trustees (“Board”) are confident that the listing process will be
satisfactorily concluded in due course.
2.2.2.

Projects

The introduction of equity as a financing instrument has been well received as evidenced by the growing
project pipeline. As a result, the KGFT expects to have a wider development impact throughout the Province.
Projects which were at various stages of execution as at 31 December 2019 amounted to circa R1.0bn.
KGFT recorded R45.9m in project approvals during the nine (9) month period ending 31 December 2019 with
equity investments accounting for 100% of the amount. Disbursements, which represents the total value of
capital injection into the economy, amounted to R76.8m during this period.
Some of the major highlights during the nine (9) month period ending 31 October 2019 include:
•

a R45.9m approval for a 60% Black Africa owned business in the automotive industry; and

Several other projects in need of more than R270m worth of KGFT funding are currently being assessed. The
monitoring and aftercare of projects continue to be a focus area within the business.
2.2.3.

Financial Report

The projected net asset value as at 31 March 2020 is estimated to amount to R1,4bn. This is made up of a total
asset base of R1,44bn against total liabilities amounting to R4m. KGFT is projecting a profit of R85m for the
financial year ending 31 March 2020. KGFT’s financial position remains sound with positive cash flows being
generated from projects and surplus funds. All funds received from Government are utilised for projects and are
not used for operating expenditure i.e. the entity remains financially sustainable in the medium to long term.
2.3.

Fund Size and Assets Allocation

The Evolution Strategy was designed to ensure the sustainability of the KGFT post the commitment period of
the KGFT Debt Fund 1 (August 2015) and to make room for the establishment of a structure that would enable
the introduction of new funds, instruments and private sector investors. In terms of its mandate, the KGFT
offers both debt and equity products.
The KGFT has anticipated to have assets under management (own capital) or a capital base of R1.4bn as at
31 March 2020, excluding its cash on hand for operational expenditure. For the 2019/20 financial year, KGFT
has allocated the following amounts to the two asset classes, R1.032bn to debt and R350m to equity. Table
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3.2 below shows the expected assets allocation of KGFT for the 2019/20 – 2022/23 period and sources thereof
taking all considerations into account. Table 3.2 below shows the expected assets allocation of KGFT for the
2019/20 – 2022/23 period and sources thereof taking all considerations into account.
.

Table 2.1 Sources and Uses of Assets under Management
Rmillion
Source of Capital under Management by KGFT
Initial Capital contributionfor Fund 1
Fund 2 Capital (as 2014/2015)
Capital Injection by EDTEA - INCA repayment
Cumulative EDTEA allocation*
Cumulative Capitalised Trust Earnings*
Asset Allocation of Capital Under Management
Debt Fund
Equity Fund

2018/19
2019/20
2020/21
2021/22
2022/23
1,293
1,378
1,422
1,476
1,531
363
363
363
363
363
360
360
360
360
360
48
48
48
48
48
268
323
367
421
476
255
285
285
285
285
993
300

1,028
350

1,072
350

1,126
350

1,181
350

54.4

54.4

44.4

54.4

54.4

*Accumulated annually
Annual EDTEA allocation

The asset allocation for KGFT’s capital is reviewed regularly whilst also taking a long-term view with regards
to the entity’s sustainability. It is therefore imperative that the funds have critical mass to support the entity’s
operations. Equity as a portfolio tool is used to increase the return profile of the investment portfolio and
gain capital growth above inflation whereas debt is used as an income generative investment.
Besides taking into account the different risk and return profiles of the assets classes, KGFT is cognisant of
expected limited partners to come on-board in a partnership with the Fund for the Equity Fund. It is therefore
important to allocate capital to these asset classes whereby the Beneficiary’s capital can be leveraged by the
limited partners’ commitments.
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2.3.1.

Funding Model

The organisation currently manages both a Debt and an Equity Fund. The Equity Fund is an en-commondite
partnership structure with one limited partner contributing R300 million. Additional funds are however
sought to supplement the Fund’s capital for the Equity and Debt Fund. KGFT has had a number of capital
raising road shows commencing from the 2015/16 year in order to attract more investors (limited partners)
into its Fund offerings.
An en-commandite partnership (also known as limited liability partnership) is the industry standard for
private equity funds worldwide and the same financial funding structure is utilised. However, some equity
investments will also be financed off KGFT’s balance sheet.
KGFT’s overarching consideration in choosing investments vehicles will be in accordance with the generally
accepted structures and methods used internationally and nationally. Other considerations will be to have
a simple and effective governance structure that is practical whilst also maintaining a low operating cost for
the funds.
2.3.2.

Deal Approval Process

In discharging its mandate, KGFT is assisted by an Investment Committee (IC) which considers investment
proposals presented by Executive Management and recommends these to the Board for approval. The
Executive Management sits in the Investment Risk Committee (IRC) and ensures that deals presented to the
IC are viable and are found to be within KGFT’s mandate and risk appetite. Further, with input from the
Executive Management, the IC also provides oversight of the post investment management of funded
projects.
The IC is guided by the KGFT’s investment, credit and loan pricing policies which are regularly reviewed to
ensure that they are appropriate and aligned to best industry practices. In line with the key governing
policies, the fund finances project up to R200m. Projects requiring amounts over the upper limit are cofunded with other financial institutions.
Due to legal and governance requirements dictating the structure of the funds being managed by the KGFT,
the KGFT makes provision multiple ICs.

2.3.3.

Project Disbursements and Pipeline

KGFT’s portfolio is made up of disbursed and committed investments totalling R765m in debt and R228m in
equity. The KGFT is currently appraising projects in need of R174m in debt and R145m in equity funding. KGFT
has also generated investment leads in debt and equity worth R785m.
A snapshot of the investment portfolio and project pipeline as at 31 December 2019 is included in Table 2.3
below. The table further highlights the expected job creation impact of KGFT’s investment activities.
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Table 2.3 Summary of the Debt and Equity transactions

Sector

Entities

Total Projects Invested and Committed*
KDPH,
Healthcare
Busamed
Inoxa; HBM
SA;
Microfinish;
Manufacturing
Mpact; AficaBlaize
Dark Fibre
Africa; Link
Telecommunications
Africa

Transport & Logistics

SAS; iDube
Cold Storage

Total Committed Projects
Manufacturing

Afrozonke

Projects Under Appraisal
Manufacturing

Project A

Projects in Initial Appraisal Stage
Transport & Logistics

Project B

Total Investment Leads

No of
Projects

Total
Project
Value (Rm)

Job
Opportunities

Debt Fund
(Rm)

Equity
Fund
(Rm)

Total
KGFT
(Rm)

11

6 994.9

11 255

829.0

206.5

1 035.5

2

1 825.0

1 344

70.0

124.0

194.0

5

566.8

2 620

392.8

82.5

475.3

2

4 415.0

6 839

260.0

-

260.0

2

106.2

452

106.2

-

106.2

1

48.0

33.0

-

32.0

32.0

1

48.0

33.0

-

32.0

32.0

1

55.0

53.0

30.0

-

30.0

1

55.0

53.0

30.0

-

30.0

1

77.6

80.0

70.0

-

70.0

1

77.6

80.0

70.0

-

70.0

16

5 624.0

1 345.0

180.0

850.0

1 030.0

-

50.0

50.0

-

60.0

60.0

-

100.0

100.0

130.0

400.0

530.0

-

70.0

70.0

-

120.0

120.0

50.0
1 109.2

50.0
1 088.5

100.0
2 197.7

Education

Project C

1

130.0

150.0

Healthcare

Project D

1

400.0

185.0

ICT

Project E-N

1

1 200.0

100.0

9

2 544.0

590.0

Manufacturing

Project F-N

Energy

Project O

1

180.0

20.0

Agro Procesing

Project P

2

170.0

100.0

Real estate developement

Project Q

1

1 000.0

200.0

30

12 799.5

12 766.0

Grand Total
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3.
3.1.

GOVERNANCE STRUCTURES AND LEGISLATIVE MANDATES
Governance Structure

By implementing the Evolution Strategy (since 1 April 2015), the Fund has now become a stand-alone entity
which manages its own capital. Figure 3.1 shows the governance structure of the KGFT from 1 April 2015.
Figure 3.1 Governance Structure of the Trust

EDTEA
Investment Committee
KZN GROWTH FUND
BOARD OF TRUSTEES

Audit & Risk Committee
HR & Remuneration Committee

Chief Executive Officer

Chief Financial
Officer

Social & Ethics Committee

Chief Investment
Officer

Chief Risk Officer

The KGFT was formed in 2008 and registered with the Master of the High Court in terms of the Trust Property
Control Act, 57 of 1998. The Trust Deed is the founding document of the Fund. KGFT is the custodian of the
Fund and its assets. The Trust Deed was amended and registered with the Master’s Office in October 2015 to
cater for the institutional lenders’ exit from the funding model and their subsequent rights.
KGFT’s corporate governance framework and processes are aligned with its obligations to all stakeholders.
These obligations form the foundation of KGFT’s strategy and values which is inextricably linked to its practice
of corporate governance. KGFT’s Board consists of 7 (seven) Trustees (including the CEO) comprising the
following 4 subcommittees, Audit & Risk Committee; Investment Committee; Human Resources &
Remuneration Committee; Social & Ethics Committee which is responsible for decision making to embed the
KGFT’s strategy and to provide guidance to the KGFT in attaining its strategic goals.
These governance structures meet periodically throughout the year to review the KGFT’s risks, its operational,
financial and sustainability performance and juxtapose this against its strategy at the annual strategy session.
The CEO, with the assistance of his executive team, attends to the day-to-day running of the operations of
the KGFT. The team operates within the Delegation of Authority Framework as approved by the Board.
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3.2.

Legislative and Other Mandates

As indicated above, the KGFT was established in terms of a Trust Deed which is legally governed by the Trust
Property Control Act, 57 of 1998. The KGFT strives for the overarching governance principles of accountability,
fairness, transparency and responsibility. Historically, the entity was neither a company nor a listed public
entity in terms of the Public Finance Management Act, 1 of 1999 (PFMA). When the Debt Fund was set up in
2008, it was deemed not to be a PFMA entity by virtue of private sector lenders’ facilities being more than 50
per cent of the size of the Fund as well as the fact that some of the decisions at a governance level needed to
be made through consultation between the lenders and government.
However, the Board elected to comply with the PFMA as a schedule 3D Public Entity (government business
enterprise). In terms of the new funding model, the KGFT will be deemed to be a PFMA entity and has
therefore begun the process of listing as a public entity with National Treasury. KGFT endorses King IV and
has endeavoured to adhere to the King Codes and its guidelines.
KGFT 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 KGFT in terms of procurement,
financial management, internal control, risk management, budgeting and reporting, board and audit
committee structures and financing.
A Schedule 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 as amended by the B-BBEE
Amendment Act No. 46 of 2013 which provides for the granting of preferences by public entities to previously
disadvantaged individuals and to promote Black Economic Empowerment and SME development,
respectively.
Apart from the PFMA, the KGFT complies with a legislative universe, which is a general framework containing
relevant statutory, regulatory and supervisory requirements to which the KGFT is subject. Although the KGFT
has to comply with all regulatory requirements that its investments are subject to, it is necessary to prioritise
them in order to determine the frequency and extent to which specific requirements needs to be monitored.
The content of the legislative universe is approached on a risk management basis which allow for
prioritisation of the various requirements. Given the complexity and comprehensiveness of regulation in
South Africa, it is imperative to focus on the requirements with a greater impact and higher probability of
occurring.
4.

4.1.

OVERVIEW OF 2018/19 BUDGET AND EXPENDITURE ESTIMATES

Assumptions for financial projections

The detailed assumptions used in the financial projections are given in Table 4.1 below.
Table 4.1 Annual Budget Assumptions
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FUND ALLOCATION AND SPLIT
TRANSFER IN
FINANCIAL YEAR END

EDTEA

DEBT

EQUITY

OPEX
CAPITALISATION

824,400,000

40,000,000

114,400,000

-

54,400,000

-

GUARANTEE

300,000,000

-

2017/18

74,400,000

2018/19

54,400,000

2019/20

54,400,000

35,000,000

39,400,000

2020/21

54,400,000

30,000,000

84,400,000

-

-

2021/22

54,400,000

30,000,000

84,400,000

-

-

2022/23

54,400,000

30,000,000

84,400,000

-

-

-

TOTAL

1,285,800,000

KEY PROJECT ASSUMPTIONS

-

50,000,000

350,000,000

-

ANNUAL COST ESCALATION*

CPI FORECAST

1,293,200,000

2019-20

7.200%

2019-20

- Fund I - Debt Fund

993,200,000

2020-21

7.20%

2020-21

- Fund II - Equity Fund

300,000,000

2021-22

7.00%

2021-22

2022-23

6.80%

2022-23

Total Value of Fund

- Fund III - Guarantee Fund
Less: Committed Funds

1,241,819,000

Total Uncommitted Value of Fund

51,381,000

Average Loan Value (Less 10% Equity)

50,000,000

No. of Deals to Fully Commit the Fund

1

Deal Conversion Ratio (On Pipeline)

50%

Total Deal Pipeline Required
Deal Conversion Ratio (On Leads)

* Calculated at CPI plus 2%

FEES

DEBT

EQUITY

RAISING FEE

1.00%

N/A

COMMITMENT FEE INCOME

0.50%

N/A

2
25%

Total Deal Leads Required

4

ACTUAL APPROVED DEBT PROJECTS

DRAWDOWN SUMMARY
FYE

DEBT

EQUITY
-

TOAL

2014/15

352,777,000

352,777,000

2015/16

233,442,000

48,000,000

281,442,000

2016/17

153,000,000

158,500,000

311,500,000

SA Shipyards

42,777,000

2017/18

117,000,000

5,000,000

122,000,000

Dark Fibre Africa

45,000,000

2018/19

130,000,000

79,100,000

209,100,000

Link Africa

65,000,000

2019/20

100,000,000

-

Mpact

200,000,000

2020/21

100,000,000

-

Projects Committed as at 31 March 2015

352,777,000

TOTAL

Dark Fibre Africa

100,000,000

1,186,219,000

290,600,000

100,000,000
100,000,000
1,476,819,000

iDube cold storage

63,400,000

ACTUAL APPROVED EQUITY PROJECTS

KwaDukuza Hospital

70,042,000

KwaDukuza Hospital

48,000,000

Projects Committed as at 31 March 2016

48,000,000
75,200,000

Projects Committed as at 31 March 2016

586,219,000

HBM

42,500,000

Inoxa - SHL

Inoxa debt

77,500,000

Inoxa - Equity

Microfinish

33,000,000

Busamed

Projects Committed as at 31 March 2017

739,219,000

Projects Committed as at 31 March 2017

Africa- Blaize

40,000,000

Afro-Zonke

Afro-Zonke

27,000,000

Micro-finish

Dark Fibre Africa
Projects Committed as at 31 March 2018
HBM

206,500,000
5,000,000
15,000,000

50,000,000
856,219,000
6,500,000

Projects Committed as at 31 March 2018
KwaDukuza Hospital

Bhamshela

30,000,000

Busamed

Eco-Flex

30,000,000

INSA

Projects Committed as at 31 March 2019

7,300,000
76,000,000

922,719,000

226,500,000
3,900,000
6,000,000
34,500,000

Projects Committed as at 31 March 2019

270,900,000

PROPOSED DEBT PROJECTS
BFG

50,000,000

PROPOSED EQUITY PROJECTS

Project A

30,000,000

Brace Able

45,900,000

Project C

50,000,000

Project B

33,200,000

Projects Committed as at 31 March 2020

1,052,719,000

Project D

50,000,000

Projects Committed as at 31 March 2020

Project E

50,000,000

Nil

Projects Committed as at 31 March 2021

1,152,719,000

-

Projects Committed as at 31 March 2021

Project F

50,000,000

Nil

Project G

50,000,000

Projects Committed as at 31 March 2022

Projects Committed as at 31 March 2022
Project H
Project H
Projects Committed as at 31 March 2023

1,252,719,000
33,081,000
1,285,800,000

350,000,000
350,000,000
-

Nil

350,000,000
-

Projects Committed as at 31 March 2023
-

350,000,000
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4.1.1.

Summary of assumptions as per Table 4.1

•
•

Income in the form of raising fees will be earned at 1% of the committed amount;
Annual inflationary escalation for the financial years ending, 2019/20 2020/21, 2021/22 and 2022/23 will
be, CPI plus 2% resulting in 7.2%, 7.1%, 7% and 6.8% being applied respectively;

•

Staff remuneration will increase annually at an anticipated blended rate of approximately 7% per annum.
Additional increases in staff complement has been factored into the budget due finalisation of legal
agreements with one limited partner.

•

Anticipated debt and equity drawdowns have been forecast only to the extent of fully utilising the
available fund allocations. Fund sizes increase based on an estimated split of the annual R54.4m
allocation received from the EDTEA.

•

Capitalisations from surplus cash balances generated from project returns are modelled and represent
an opportunity for the entity to grow funds under management further. No dividends or exits have been
included in the forecasts.

•

Expenditure is based on current overheads incurred over the three-year budget period and is based on
the assumption that the Equity Fund will be operational during this period.

•

A provision for non-performing loans have been based only on the non-performing loan/s of the current
debt book; and

•

Fund Management income that will be earned once KGFT performs the function of “Fund Manager” for
funds under management in the en-commandite partnership, as well as the relevant expenses, has not
been budgeted due to the uncertainty of the value of the fund. To date only the set-up fees of the new
funding model have been budgeted for.

4.2.

Summary by programme and economic classification

A summary of revenue, payments and budgeted estimates by programme and economic classification for the
Fund, for the period 2016/17 to 2022/23 are detailed below in Tables 4.1, and 4.2. The detailed analysis of
the summary of payments and estimates by economic classification is presented in Table 4.1 below.
Table 4.1 Summary of Revenues

Audited Outcome
Rands
Net interest earned on projects
Interest income - Debt
Interest income - Equity

Interest on surplus funds
Commitment fee income
Raising Fee
Reversal of impairment provision
Other Sundry Income
Total Revenue

2016/17

2017/18

64,712,209
48,282,443
16,429,766
38,291,771
238,404
2,086,366
3,608,501
108,937,251

88,477,464
64,589,973
23,887,492
24,171,479
254,265
1,302,920
653,325
114,859,453

Actual
Unaudited
2018/19

67,390,423
67,390,423
29,823,773
1,263,355
98,477,550

Approved
Budget
2019/20
133,938,510
99,484,721
34,453,789
21,073,047
1,350,000

-

156,361,556

Revised
Budget
2019/20
99,484,721
99,484,721
21,073,047
3,000,000

-

123,557,767

2020/21
44,243,303
44,243,303
15,885,945
1,077,810
-

61,207,057

2021/22
48,667,633
48,667,633
17,474,539

2022/23
53,534,396
53,534,396
19,221,993

1,500,000

1,500,000

67,642,172

74,256,389
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Table 4.2 Summary of payments and estimates by programme
Audited Outcome
Rands

Financial Administration
Project Investments
Total Payments
Revenue
Net Surplus

2016/17

2017/18

Actual
Unaudited
2018/19

Approved
Budget

Revised
Budget

2019/20

2019/20

2020/21

2021/22

2022/23

19,224,575
24,520,025
43,744,600

25,502,897
78,638,017
104,140,914

30,537,221
38,640,073
69,177,294

29,278,010
39,095,152
68,373,162

29,278,010
39,095,152
68,373,162

32,848,208
54,200,264
87,048,472

33,479,224
55,939,148
89,418,372

35,412,054
42,452,874
77,864,928

108,937,251
65,192,651

114,859,453
10,718,539

98,477,550
29,300,256

156,361,556
87,988,395

123,557,767
55,184,605

61,207,057
-25,841,415

67,642,172
-21,776,200

74,256,389
-3,608,539

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
Transfers and subsidies
Departments
Payments for capital assets
Building and other fixed structures
Machinery and equipment
Software and other intangibles assets
Total

2016/17

43,507,172
22,048,856
21,458,316
243,569
308,966
3,783,442
8,123,511
870,321
760,994
932,963
6,434,549
-

2017/18

102,001,053
23,970,307
78,030,746
236,725
278,268
2,638,685
5,786,499
1,103,895
681,891
872,147
1,185,771
65,246,864

-

Actual
Unaudited
2018/19

65,827,294
32,992,089
32,835,205
247,052
394,859
4,098,013
6,186,321
1,324,977
762,202
1,232,287
1,300,000
17,289,494
-

Approved
Budget
2019/20

67,873,162
35,377,204
32,495,957
265,581
424,474
4,465,817
6,448,105
1,424,351
815,657
1,324,708
1,185,000
16,142,264
-

Revised
Budget
2019/20

67,873,162
35,377,204
32,495,957
265,581
424,474
4,465,817
6,448,105
1,424,351
815,657
1,324,708
1,185,000
16,142,264

-

2020/21

85,748,472
38,087,566
47,660,906
283,641
453,338
5,177,753
7,658,410
1,355,429
418,895
1,009,940
1,303,500
30,000,000
-

2021/22

71,736,824
39,532,714
32,204,110
302,928
484,165
5,278,354
7,077,317
1,624,649
923,401
1,510,994
1,433,850
13,568,452
-

2022/23

76,614,928
42,220,939
34,393,990
323,527
517,088
5,637,282
7,558,574
1,735,125
986,193
1,613,742
1,531,352
14,491,107
-

237,429
224,684
12,745

2,139,861
112,845
2,027,016

3,350,000
100,000
1,250,000
2,000,000

500,000
50,000
250,000
200,000

500,000
50,000
250,000
200,000

1,300,000
50,000
250,000
1,000,000

1,250,000
200,000
750,000
300,000

1,250,000
200,000
750,000
300,000

43,744,601

104,140,914

69,177,294

68,373,162

68,373,162

87,048,472

72,986,824

77,864,928
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The 2019/20 financial year represents the third-year post formation of the Equity Fund and therefore serves
as a basis for projecting the budget periods 2020/21 to 2022/23 which includes providing both debt and
equity products. The budget further does not take into account the effect of further funds under management
from any en-commandite partnership being formed (estimated that a fund management fee income will be
received that will assist with the recovery of project specific costs). The budget structure, which largely
conforms to the uniform budget and programme structure for KGFT is made up of two programmes, Finance
and Administration and Project Investments.

Future expenses have been budgeted for after consideration of inflationary increases, and expenses expected
to be incurred based on the appraisal of equity investments (debt project costs are borne by the project
promoter). Further, it is anticipated that unfilled vacancies will be filled during the third and fourth quarters
of 2019/20 financial year. Capital expenditure during the 2019/20 financial year has been budgeted after
consideration of IT related spend expected to be incurred in line with the approved IT strategy, the
development of a fund model and the IFRS 9 model development.

4.3.

Projected Capital expenditure

The projected capital spend mainly encompasses replacement of necessary assets over forecasted period.
Capex spend in the 2018/19 financial year, included the purchase of computer equipment, licence upgrades,
printers and development of a fund model including the IFRS 9 model to calculate expected credit losses.. In
addition, expenditure related to the refurbishment of office premises has also been budgeted for. The
projected capital expenditure budget is detailed in table
4.4 below.
Table 6.11: Summary of CAPEX Budget
Assets component

Audited Outcome

2016/17 2017/18
Loan Management System
Leasehold Improvements
Computer Equipment
94,930
37,822
Office Furniture
15,898
5,640
Office Equipment
113,856
69,383
Computer Software
12,745 2,027,016
Total
237,429 2,139,861

Actual Approved
Unaudited Budget
2018/19
2019/20
200,000
250,000
300,000
500,000
100,000
500,000
200,000
2,100,000 2,000,000
3,350,000 2,800,000

Revised
Medium-term estimates
Estimate
2019/20
2020/21
2021/22
2022/23
200,000
50,000
50,000
200,000
300,000
100,000
100,000
350,000
100,000
50,000
50,000
50,000
200,000
100,000
100,000
350,000
2,000,000 1,000,000
200,000
300,000
2,800,000 1,300,000
500,000 1,250,000
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4.4.

Borrowing plan

Treasury Regulation 29.1 also stipulates that the corporate plan should include a borrowing plan. In the
2015/16 financial year, the lenders were settled early as part of the evolution strategy thereby
unencumbering the Fund. KGFT was able to unlock Fund II funds that were set aside for equity investments.
Accordingly, KGFT is fully unencumbered and based on sustainability projections, the KGFT has not budgeted
for any further external borrowings as capital injections through EDTEA capital allocations are considered
sufficient to maintain and grow the assets under management.
Based on the assumptions as detailed in Annexure A, the entities projected Debt Fund borrowing plan and is
detailed below in table 4.5:
Table 4.5 Borrowing Plan

FACILITIES

SENIOR TERM
MEZZANINE
TERM
TOTAL

AVAILABILITY
INTEREST RATE REPAYMENT
PERIOD
PERIOD
As per project
JIBAR +1.4% +
Liquidity Costs + 5 - 10 years
funded
Bank Costs
As
per project
JIBAR + 2.7%+
5 - 10 years funded
Liquidity
Costs+ Bank costs

AUDITED REVISED MEDIUM
TERM
ACTUAL ESTIMATE ESTIMATES
2019/20 2019/20
2020/21 2021/22 2022/23

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

Based on the cash flows available from projects and government capital allocations, no external borrowings
or facilities is currently anticipated.
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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 Finance and Administration
and Project Investments, with underlying sub-programmes as summarised in Table 5.1 below:
Table 5.1 – Programme structure
Programme

1.

Sub-programmes per programme

Finance and Administration

1.1 Office of the CEO
1.2 Financial administration
2.1 Project administration and Marketing

2.

2.2 Project origination and appraisal

Project Investments

2.3 Legal, Risk and Compliance
2.4 Investment monitoring and aftercare

5.1.

Programme 1 – Finance and Administration

This programme provides transversal support to the entire organisation. Table 5.2 lists the strategic objectives
for each sub-programme under Programme 1: Finance and Administration. Table 5.2: Programme 1 – SubProgramme Objectives
Programme 1: Finance and Administration

Sub Programme 1.1: Office of
the CEO
Sub Programme 1.2: Financial
Administration

•
•
•

To provide strategic direction and leadership to KGFT
To secure beneficial partnerships for KGFT
To promote sound corporate governance to the organisation
and the Board

•

To provide effective and transparent financial management
systems

A brief description of each sub-programme under Programme 1: Finance and 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. The function is further responsible for managing all stakeholder
communication.
5.1.2. Sub-programme 1.3: Financial Administration
Financial Administration provides effective, efficient and transparent systems of financial management and
internal control. Financial Administration encompasses Supply Chain Management, Treasury, 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
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responsible for providing management with financial reports that are valid, accurate and complete. It also
ensures that project risks are identified, allocated to various project participants and mitigated.
5.2.
Programme 1 - Performance Indicators and Annual Targets for 2020/21 – 2021/23
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 three years. These are
illustrated in Table 5.3 below.
Table 5.3: Programme 1 – Key Performance Indicators and Annual Targets
Programme 1: Finance and Administration
Objectives

Measure/
KPI

Period

Outputs

Baseline
2019/20

Annual Targets
2020/21

2021/22

2022/23

Office of the CEO
To
obtain
and
maintain
an
unqualified
audit
opinion with no
matters of emphasis

Maintain
external
unqualified audit
opinion with no
matters of
emphasis

To remain financially
sustainable
by
growing the assets
under management
by KGFT

Achieve
% Annual
Growth in the
Fund size
(current Fund
size
R1.4bn)

Annual

Clean Audit
by the
Auditor
General

Achieved a
Achieve a
clean
clean audit
audit for report for the
the
2019/20
2018/19 financial year
end
financial
year

Achieve a
clean audit
report for the
2020/21
financial year
end

Achieve a
clean audit
report for the
2021/22
financial year
end

Annual
Performance
Report

Achieved Equal to or
a
7% more than
growth
CPI as at 31
March 2021

Equal to or
more than
CPI as at 31
March 2022

Equal to or
more than
CPI as at 31
March 2023

Annual
Performance
Report

75%
achieved
as at 31
March
2020.

75% of total
procurement
from
suppliers
with a BEE
level of 3 and
above and/or
20% of total
spend on
targeted
suppliers^ as
at 31 March
2021.

75% of total
procurement
from
suppliers
with a BEE
level of 2 and
above and/or
30% of total
spend on
targeted
suppliers^ as
at 31 March
2022.

75% of total
procurement
from
suppliers
with a BEE
level of 1 and
above and/or
35% of total
spend on
targeted
suppliers^ as
at 31 March
2023.

The total
operation
costs divided
by Total
Assets Under
Management
is less than
CPI

2.16%
achieved

4.5% as at 31
March 2021.

4% as at 31
March 2022.

4% as at 31
March 2023.

Financial administration
To provide effective Achieve
% Annual
and
transparent procurement
financial
spend on
management
targeted
systems
B-BBEE suppliers
(procurement
spend on
targeted
suppliers
/total
procurement
spend)

Achieve
Operational cost
effectiveness
(total
operational
costs/total
assets
under
management)

Annual
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5.3.
Programme 1 - Quarterly Targets for 2020/21
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 EDTEA. 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
Administration
Objectives

1: Strategic Goals:
To maintain effective corporate governance and efficient financial administration
Measure/KPI Period

Outputs

Annual
Targets
2020/21

Quarterly Targets
Q1

Q2

Q3

Q4

Office of the CEO
To
obt
ain and
maintain an
unqualified
audit opinion
with
no
matters of
emphasis
Grow
the
assets under
management
by the Trust

Maintain
external
unqualified
audit opinion
with
no
matters of
emphasis

Annual

Achieve
% Annual
Growth in
the
Fund
size (current
Fund
size
R1.2bn)

Clean Audit
by the
Auditor
General

Achieve a
clean audit
report for
the
2019/20
financial
year end

Achieve a
clean
audit report
for
the
2019/20
financial
year end

Annual
Equal to or
Performance more than
CPI as at 31
Report
March 2021

Achieve 1.5
%
Growth in
the Fund size
as at 30 June
2020.

Achieve 3 %
Growth in
the Fund size
as at 30
September
2020.

Achieve 4.5
%
Growth in
the Fund size
as at 31
December
2020.

Equal to or
more than
CPI as at 31
March 2021

75% of total
Annual
Performance procurement
Report
from
suppliers
with a BEE
level of 3
and above
and/or 20%
of
to
tal spend on
targeted
suppliers^
as at 31
March
2021.

75% of total
procurement
from
suppliers
with a BEE
level of 3
and above
and/or 20%
of
to
tal spend on
targeted
suppliers^ as
at 30 June
2020

75% of total
procurement
from
suppliers
with a BEE
level of 3
and above
and/or 20%
of
to
tal spend on
targeted
suppliers^ as
at 30
September
2020

75% of total
procurement
from
suppliers
with a BEE
level of 3
and above
and/or 20%
of
to
tal spend on
targeted
suppliers^ as
at 31
December
2020

75% of total
procurement
from
suppliers
with a BEE
level of 3
and above
and/or 20%
of
to
tal spend on
targeted
suppliers^
as at 31
March
2021.

Financial administration
To
prov
ide effective
and
transparent
financial
managemint systems

Achieve
% Annual
procurement
spend
on
targeted BBBEE
suppliers
(procurement
spend
on
targeted
suppliers
/total
procurement
spend)
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Achieve
Annual
Operational
cost
effectiveness
(total
operational
costs/total
assets under
management)

5.4.

The total
4.5% as at
operation
31 March
costs divided 2021.
by Total
Assets Under
Management
is less than
CPI

1% as at 30
June 2020.

2% as at 30
September
2020.

3% as at 31
December
2020.

4.5% as at
31 March
2021.

Programme 1 - Reconciling performance targets with the budget and expenditure estimates

The main purpose of Finance and Administration is to provide for the overall management of KGFT and to
render a support service to the Project Investment in respect of transversal functions. This programme
consists of three sub-programmes, namely Office of the CEO, Secretariat and Governance and Financial
Administration.

Tables 5.5 below illustrate the detailed summary of payments and estimates by economic classification for
Programme 1.
Table 5.5 Detailed summary of payments and estimates – Programme 1: Finance and Administration
Actual
Unaudited

Audited Outcome

Approved
Budget

Revised
Budget

Rands

2016/17

2017/18

2018/19

2019/20

2019/20

2020/21

2021/22

2022/23

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

18,987,146
10,169,952
8,817,194
243,569
154,483
575,728
6,946,855
435,160
304,398
157,001
-

23,363,036
15,373,526
7,989,510
59,181
139,134
1,199,236
5,450,177
551,948
340,946
248,888
-

27,187,221
18,805,491
8,381,730
61,763
197,430
1,679,891
4,949,057
662,489
381,101
450,000
-

28,778,010
20,165,006
8,613,003
66,395
212,237
1,805,883
5,158,484
712,175
407,828
250,000
-

28,778,010
20,165,006
8,613,003
66,395
212,237
1,805,883
5,158,484
712,175
407,828
250,000
-

31,548,208
21,709,913
9,838,295
70,910
226,669
2,251,826
6,126,728
677,714
209,448
275,000
-

32,229,224
22,613,197
9,616,027
75,732
242,082
2,059,834
5,661,853
812,324
461,701
302,500
-

34,162,054
24,065,935
10,096,119
80,882
258,544
817,823
6,046,860
867,562
493,096
1,531,352
-

Transfers and subsidies
Departments
Payments for capital assets
Building and other fixed structures
Machinery and equipment
Software and other intangibles assets
Total

-

-

237,429
224,684
12,745

2,139,861

19,224,575

-

-

-

-

-

112,845
2,027,016

3,350,000
100,000
1,250,000
2,000,000

500,000
50,000
250,000
200,000

500,000
50,000
250,000
200,000

1,300,000
50,000
250,000
1,000,000

1,250,000
200,000
750,000
300,000

1,250,000
200,000
750,000
300,000

25,502,897

30,537,221

29,278,010

29,278,010

32,848,208

33,479,224

35,412,054

Compensation of employees has increased steadily since the in 2014/15 financial years in relation to prior
years due to the transfer of staff from Fund Manager to KGFT which was in line with the restructuring process
and new vacancies filled due to growth of asset under management which required additional staff
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compliment. Subsequent increases in the 2018/19 financial year onwards were attributable to the anticipated
staffing of employees at full capacity and related payments in line with the remuneration strategy. In addition,
the formation of Equity fund will require more headcount resulting to an increase in compensation of
employees.
From 2017/18 financial years onwards, costs are anticipated to increase by inflation. Expenses have been
reviewed and budgeted for based on anticipated increases. Utilities such as water and electricity, lease rentals
etc. have a slightly higher than inflationary increase as per market norms. Depreciation and amortisation have
taken into account the addition of assets (i.e. Fund model development) and the growth of the KGFT. It is
however anticipated that certain once off costs relating to recruitment and set up of the encommandite
partnership will be incurred in the 2019/120 financial year only, and is projected to normalise in the 2020/21
and 2021/22 financial years thereafter.
.
6.
6.1.

PROGRAMME 2 – PROJECT INVESTMENTS
Programme 2 – Project Investments

Project Investments is the core function of the Fund. The programme originates and assesses the viability of
projects by performing due diligences and thereafter presenting investment proposals to relevant
committees for approval. The programme is responsible for negotiating all legal terms with the promoter and
facilitating financial close as well as providing general legal counsel advice. The programme is further
responsible for marketing and promoting KGFT.
Another facet of the programme is the function of Risk and Compliance which co-ordinates the risk
management and compliance activities of the Fund and its investments in projects. 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 Fund.
The strategic objectives per sub-programme under Programme 2: Project Investments are shown in Table 6.1
below followed by a brief description of each sub-programme

Table 6.1: Programme 2 – Sub-Programme Objectives
Programme 2: Project Investments
Sub programme 2.1: Project
Administration and
Marketing

• To promote the brand of the fund and to support the investment team in delivering
on its mandate.

Sub programme 2.2: Project
origination and appraisal

• To ensure that the Trusts fully disburses available funds into viable projects.

Sub programme 2.3: Legal,
Risk and Compliance

• To manage and co-ordinate the risk management and compliance activities of
the Trust

• To ensure that the Trust approves to viable projects that meet the Trust’s
mandate.

• To ensure that the Trust’s interests are protected through legal structuring
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Sub programme 2.4: Post
Investment monitoring and
aftercare

• To effectively manage the investment portfolio to ensure the fund remains
financially sustainable;
• 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 and Marketing
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 origination and appraisal
The main purpose of this sub programme is to source viable investments through 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.
6.1.3. Sub-programme 2.3: Legal, Risk and Compliance
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 programme is responsible for negotiating the legal terms with the
promoter and facilitating financial close which requires ensuring that the conditions precedent to loan
drawdowns have been met by the borrower and disbursements are made in line with the signed legal
agreements.
Another facet of programme is the function of Risk and Compliance which co-ordinates the risk management
and compliance activities of the Trust. 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.
6.1.4. Sub-programme 2.4: Post Investment monitoring and Aftercare
The Post Investment function is responsible for monitoring investments post disbursement. This entails
amongst others the analysis of management reports and annual financial statements, monitoring exits,
repayments and adherence to loan covenants. As a value add, the function provides strategic guidance and
management direction to project companies where an equity investment is held. This will lead to government
realising its return on investment which it has place its reliance on KGFT to deliver.
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6.2.
Programme 2 - Performance Indicators and Annual Targets for 2019/20 – 2021/23
The KGFT’s strategic goals have been further analysed to show the strategic objective, performance
measures/ indicators, as well as targets that the KGFT has set itself for the next three years. These are
illustrated in Table 6.2 below.
Table 6.2: Programme 2 – Key Performance Indicators and Annual Targets
Programme 2: Project Investments
Objectives

Measure/
KPI

Period

Outputs

Baseline

Annual Targets

2019/20

2020/21

2021/22

2022/23

KGFT Own
Funds = 105
jobs
Youth Fund
=417

150
jobs
opportunities
as at 31 March
2021

200
jobs
opportunities
as at 31 March
2022

250
jobs
opportunities
as at 31 March
2023

Project Origination and appraisal
Fully commit
all available
funds to
viable
projects

Estimated
(direct/
indirect)
job
opportunities to be
supported or created1

Annual

Number of
jobs created
from
approved
project
funding

%

Annual

No of projects 100%
approved that achievement
meet the BBBEE
Investment
Criteria

70%
of
projects
meeting the
new B-BBEE
Investment
policy criteria
as at 31 March
2021.

75%
of
projects
meeting the
new B-BBEE
Investment
policy criteria
as at 31 March
2022.

80%
of
projects
meeting the
new B-BBEE
Investment
policy criteria
as at 31 March
2023.

Budgeted
Capital
disbursed to
approved
projects

Disburse
R100m
capital
to
approved
projects by 31
March 2021

Disburse
R150m
capital
to
approved
projects by 31
March 2022

Disburse
R200m
capital
to
approved
projects by 31
March 2023

At least 45%
performing
loans within
the total loan
portfolio as at
31
March
2021.

At least 50%
performing
loans within
the total loan
portfolio as at
31
March
2022.

At least 60%
performing
loans within
the total loan
portfolio as at
31
March
2023.

of
disbursed
projects

meeting
B-BBEE Investment
policy
criteria
(no of projects meeting
the B-BBEE criteria/total
no of projects disbursed
in the current financial
year)
Project Disbursements
Fully commit
all available
funds to
viable
projects

To achieve the targeted Annual
Rand value of projects
disbursed

KGFT Own
Funds =
R76.8m
Youth Fund
=R50m

Post Investment monitoring and aftercare
To
ensure
appropriate
portfolio
management
and
aftercare is
being
performed

In
the
long-term, Annual
maintain at least 80% of
performing loans in the
portfolio
(Value
of
loans
performing/ total value of
loans)
[Debt Book]

Value of loans 33%
performing
Performing
divided by the
total value of
loans
(Debt Book)

1

The number of jobs created is an estimated number derived through the use of project specific funding models requirements, automation level conditions
and general internally accepted guidelines and principles at the time of project funding approvals by the KGFT Board of Trustees.
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so as to strive
toward good
asset quality
and long
term
sustainable
growth
of
KGFT.

In the long-term (7-10
years), the total value of
equity investments to
exceed the cost of
investment.
[Equity Book]

Annual

Carrying value 65%
(as externally performing
valued) of
total
investment
compared to
Investment
Cost

At least 50%
of the total
cost of the
investment
portfolio to
be
maintained
based
on
annual
valuations
and
provisions as
at 31 March
2021.

At least 65%
of the total
cost of the
investment
portfolio to
be
maintained
based
on
annual
valuations
and
provisions as
at 31 March
2022.

At least 80%
of the total
cost of the
investment
portfolio to be
maintained
based
on
annual
valuations
and provision
as at
31
March
2023.

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 integrated annual report.
6.3.
Programme 2 - Quarterly Targets for 2020/21
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 EDTEA. 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
Investments
Objectives

Measure/
KPI

Strategic Goals:
Unlock KZN Province economic growth; create permanent jobs; and Facilitate BBBEE
Period

Outputs

Annual
Targets
2020/21

Quarterly Targets
Q1

Q2

Q3

Q4

90
jobs
opportunities
as at 31
December
2020.

150
jobs
opportunities
as at 31
March
2021

Project Administration
Estimated
Fully
commit all (direct/
indirect) job
available
funds
to opportunities
to
be
viable
supported or
projects
created2

Annual

Number of
jobs
created
from
approved
project
funding

150
jobs 30
jobs 60
jobs
opportunities opportunities opportunities
as at 31
as at 30 June as at 30
March
2020.
September
2021
2020.

2

The number of jobs created is an estimated number derived through the use of project specific funding models requirements, automation level conditions
and general internally accepted guidelines and principles at the time of project funding approvals by the KGFT Board of Trustees.
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% of
disbursed
projects
meeting
B-BBEE
Investment
policy criteria
(no
of
projects
meeting the
B-BBEE
criteria/total
no of projects
disbursed in
the current
financial
year)

Annual

No of
projects
approved
that meet
the B-BBEE
Investment
Criteria

70%
of
projects
meeting the
new B-BBEE
Investment
policy
criteria as at
31 March
2021

70%
of
projects
meeting the
new B-BBEE
Investment
policy
criteria as at
30 June
2020

70%
of
projects
meeting the
new B-BBEE
Investment
policy
criteria as at
30
September
2020

70%
of
projects
meeting the
new B-BBEE
Investment
policy
criteria as at
31
December
2020

70%
of
projects
meeting the
new B-BBEE
Investment
policy
criteria as at
31 March
2021

Annual

Budgeted
Capital
disbursed
to
approved
projects

Disburse
R100m
capital
to
approved
projects by
31
March
2021

Disburse
R30m capital
to approved
projects by
30 June 2020

Disburse
R20m capital
to approved
projects by
30
September
2020

Disburse
R30m capital
to approved
projects by
31 December
2020

Disburse
R20m capital
to approved
projects by
31
March
2021

At least 45%
At least 45%
Value of
loans
performing
performing
performing loans within
loans within
divided by
the
total
the
total
the total
loan
loan
value of
portfolio as
portfolio as
loans
at
at
(Debt
31
March 30 June
Book)
2020.
2021.

At
least
45%
performing
loans within
the
total
loan
portfolio as
at
30
September
2020.

At
least
45%
performing
loans within
the
total
loan
portfolio as
at
31 December
2020.

At least 45%
performing
loans within
the
total
loan
portfolio as
at
31
March
2021.

At least 50%
of the total
cost of the
investment
portfolio to
be
maintained
based
on
annual
valuations
and
provisions as
at 31 March
2021.

At least 50%
of the total
cost of the
investment
portfolio to
be
maintained
based
on
annual
valuations
and
provisions as
at 30
September
2020.

At least 50%
of the total
cost of the
investment
portfolio to
be
maintained
based
on
annual
valuations
and
provisions as
at 31
December
2020.

At least 50%
of the total
cost of the
investment
portfolio to
be
maintained
based
on
annual
valuations
and
provisions as
at 31 March
2021.

Project Disbursements
Fully
To achieve
commit all the targeted
Rand value of
available
funds
to projects
disbursed
viable
projects
Post Investment
To ensure In the long- Annual
appropriate term,
portfolio
maintain at
managemen least 80% of
performing
t
an loans in the
portfolio
d aftercare
(Value
of
is being
loans
performed
so as to performing/
total value of
strive
loans)
toward
[Debt
Book]
good asset
quality and In the longlong term
term (7-10 Annual
years), the
sustainable
growth of total value
of
equity
the Trust
investments
to exceed
the cost of
investment.
[Equity Book]

Carrying
value (as
externally
valued) of
total
investment
compared
to
Investment
Cost

At least 50%
of the total
cost of the
investment
portfolio to
be
maintained
based
on
annual
valuations
and
provisions as
at 30 June
2020..
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6.4.
Programme 2 - Reconciling performance targets with the budget and expenditure estimates
The main purpose of this programme is to originate and assess the viability of the projects by performing
due diligence and thereafter presenting proposals to relevant committees for approval. This programme
consists of five sub-programmes, namely Project Administration, Project Origination and Appraisal, Legal,
Risk and Compliance and Post investment monitoring and Aftercare.
Table 6.4 illustrates the detailed summary of payments and estimates by economic classification for
Programme 2.
Table 6.4 Summary of payment and estimates – Programme 2: Project Finance
Actual
Unaudited

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

2016/17
24,520,025
11,878,904
12,641,121
154,483
3,207,714
1,176,656
435,160
456,597
775,962
6,434,549

2017/18
78,638,017
8,596,781
70,041,236
177,544
139,134
1,439,449
336,322
551,948
340,946
872,147
936,883
65,246,864
-

2018/19
38,640,073
14,186,598
24,453,475
185,289
197,430
2,418,122
1,237,264
662,489
381,101
1,232,287
850,000
17,289,494
-

Approved
Budget

Revised
Budget

2019/20
39,095,152
15,212,198
23,882,954
199,186
212,237
2,659,934
1,289,621
712,175
407,828
1,324,708
935,000
16,142,264
-

2019/20
39,095,152
15,212,198
23,882,954
199,186
212,237
2,659,934
1,289,621
712,175
407,828
1,324,708
935,000
16,142,264

Transfers and subsidies
Departments

-

-

-

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

-

-

-

Total

24,520,025

78,638,017

38,640,073

39,095,152

39,095,152

2020/21
54,200,264
16,377,654
37,822,611
212,730
226,669
2,925,927
1,531,682
677,714
209,448
1,009,940
1,028,500
30,000,000
-

2021/22
55,939,148
16,919,517
39,019,631
227,196
242,082
3,218,520
1,415,463
812,324
461,701
1,510,994
1,131,350
30,000,000
-

2022/23
42,452,874
18,155,004
24,297,870
242,645
258,544
4,819,459
1,511,715
867,562
493,096
1,613,742
14,491,107
-

-

-

-

-

-

-

54,200,264

55,939,148

42,452,874

The key variable cost drivers relate fair value adjustment of R50m in one of the equity investments. These
adjustments vary in line with the investment activity undertaken by KGFT. It is envisaged that over the next
2 years that there will be gain on fair value adjustment which will align to the recovery of the economic
conditions nationally which have a significant impact on how the investments perform.,
Project impairments with the exception of one non-performing project has not been budgeted due to its
inherent uncertainties. Further, no signs of distress have been noted within the current portfolio that may
provide indications of other provisions that may be required.

Table 6.5. below presents the sensitivity impact to the profitability of the business from a deterioration in the
book (debt and equity):
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Table 6.5: Sensitivity Analysis of Impairments from Book deterioration
Annual Targets
Objectives
2019/20

2020/21

2021/22

2022/23

Debt funds to viable projects

R850.2m

R925.9m

R861.0m

R750.0m

Provision at 3% of debt Portfolio Value

R17.28m

R16.14m

R13.57m

R11.77m

Equity funds to viable projects

R309.2m

R343.6m

R384.7m

R384.7m

Provision at 20% of equity Portfolio Value

R 61.8m

R68.7m

R76.9m

R76.9m

Debt Fund

Equity Fund

A sensitivity impact of a 3% provision has been presented for the debt portfolio. It is noted that a 3%
provisioning impact on the Debt portfolio is considered in accordance with the new financial reporting
standards for financial instruments which requires an entity to forecast any expected credit losses from year
2018/19 onwards. A sensitivity impact of a 20 % provision has been presented for the equity portfolio.
Variations in the portfolio are expected to temporarily occur due to the projects not gaining significant value
in the initial phases of the project. It is anticipated that the portfolio will on average retain at least 80% of its
market value within the first 3 years of the investment period based on review of similar investment portfolios
within a private equity fund.

KGFT successfully introduced the equity investment product in 2015/16 financial year through refinement of
the brand messaging and active participation in private equity networking events and private equity
conference attendance. The Marketing initiatives in 2017/18 includes brand mobilisation through the
activation campaigns, media events and print advertising thereby giving traction to the existing equity
investment pipeline. The expenditure projection for 2018/2019 to 2021/22 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.
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PART C: LINKS TO OTHER PLANS
7.

Alignment to Provincial Growth and Development Strategy (PGDS)

KGFT has aligned its mandate, mission and investment policy to the KZN 2016-2035 PGDS through its
mandate, mission and investment policy. The Fund is set up to provide project finance 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 KGFT seeks to align itself to four of the seven strategic
goals identified in the KZN PGDS, namely job creation, strategic infrastructure development, environmental
sustainability, governance and policy.
Table 7.1 below shows the alignment between the PGDS goals and the KGFT’s activities.

Table 7.1: Alignment of the KGFT to PGDS
Provincial Strategic
Goal

Objective

Goal 1 – Inclusive
Economic Growth

• Develop and promote the agricultural • KGFT invests in projects with a high potential of
creating sustainable jobs, improving rural &
potential of KZN, enhance sectoral
township economy and eradicating poverty and
development
through
trade
inequality
investment and business retention,
enhance
spatial
economic
development, Improve the efficiency,
innovation
and
variety
of
government-led
job
creation
programmes, promote SMME and
entrepreneurial
development,
Enhance Knowledge Economy.

Goal 2 – Human
Resource
Development.

• Improve early childhood development, • KGFT enhances youth and adult skills development
primary and secondary education,
by providing internships to learners that give them
Support skills development to
practical experience and education thereby
economic growth, Enhance youth and
enhancing their skills level for future employment
adult skills development and life-long
opportunities. KGFT is in the process of forming an
learning.
Educational Foundation Trust to assist with
scholarships and bursaries.

KGFT Alignment
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Goal 5 Environmental
Sustainability

•

Enhance resilience of ecosystem • KGFT aligns itself by ensuring that projects being
services, expand the application of
funded adhere to Equator Principles (the principles
green technologies, Adapt and
adopted by the financial industry as a benchmark
respond to climate change.
for determining, assessing and managing social and
environmental risk in project financing). KGFT
ensures that all projects funded are in compliance
with environmental regulations as per EDTEA. The
Fund also supports alternative energy generation
projects.

Goal 6 Governance and
Policy

•

Strengthen
policy,
strategy •
coordination
and
IGR,
build
government capacity, eradicate fraud •
and corruption, promote

Provincial Strategic
Goal

Objective

KGFT adheres to good corporate governance,
PFMA and King IV.
KGFT strives to maintain a Clean Audit record
KGFT Alignment

participative,
facilitative and
accountable governance.

Alignment to EDTEA Strategic Goals
KGFT has aligned itself to EDTEA 2016-2035 strategic goals through its mandate, mission and investment
policy as follows:
Table 7.2: Alignment of KGFT to EDTEA
Strategic Goals

Strategic Objectives

KGFT Alignment

Goal 2- Inclusive and
sustainable economic
growth that supports decent
employment

• Increased economic growth that
supports decent jobs, HDI’s,
SMME’s and social enterprises.

• KGFT invests in projects with a high
potential of creating sustainable jobs,
improving rural & town-ship
economy and eradicating poverty
and inequality.

Goal 3- Preferred tourism
destination in the country

Accelerate global competitiveness of
KZN as a preferred tourism
destination for domestic and global
tourism through:

• KGFT seeks to transform the tourism
sector to achieve the provinces
developmental objective of inclusive
growth and employment by funding
future projects in the tourism sector.

•

•
•

Improved KZN Tourism
product and service offering
in the sector
Improved KZN tourism
marketing and packaging
Improved KZN tourism
compliance with tourism
legislation.
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•

Goal 4- Sustainable
environmental
management.

A transformed KZN tourism
sector towards inclusive
growth and employment

Promote conservation of
environmental assets and natural
resources to yield sustainable
development through:
•
•

•

Enhanced governance
systems and capacity

Sustained ecosystems and
efficient natural resource use
• An environmentally
sustainable, low-carbon
economy resulting from a

Strategic Goals

Strategic Objectives
well-managed
transition

KGFT subscribes to sustainable
environmental management by
ensuring that all funded comply with
environmental
regulations
throughout the term of the funding.
This is achieved by conducting EIA at
the initial stage of the project and
annual ongoing compliance reporting
by the borrower.

KGFT Alignment
just

• An effective climate change
mitigation and adaptation
response
Goal 5- Achieve institutional
excellence responsive to the
needs of the Province

•

•

•

Improved efficient, effective and •
accountable public-sector
Institution
•
Improved corporative governance
for robust business processes and
system
Improved
sound
management practise

KGFT adheres to good corporate
governance, PFMA and KING IV
KGFT strives to maintain a clean audit
record

financial

36 | P a g e

8. Vision, Mission, Mandate and Values
Vision
To be KZN’s leading Development Financier and Impact Investor
Mission
To provide competitive and innovative financing solutions to private sector investments that propel
socioeconomic growth for a better future.
Mandate
To support sustainable growth 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:
•
•
•
•
•

Respect;
Accountability;
Integrity;
Serving; and
Enterprising.

“RAISE”
9. Strategic Goals
The Trust’s strategic goals are as follows:
•

To be an impact investor by utilising government capital to leverage off private / institutional sector
funding and to maximise the development impact in the KZN province

•

To increase employment through inclusive economic growth by funding sustainable projects with
ownership of majority Black African.

•
•

To manage KGFT’s resources efficiently and effectively so as to remain financially sustainable.
To promote environmental sustainability by ensuring projects funded own, manage and sustain
environmental assets and resources

•

Organisational Integrity, Governance, Accountability and Compliance.

10. Strategic Objectives
The strategic objectives of KGFT are:
•
•

To maintain sound corporate governance and an unqualified audit opinion;
To utilise government capital to leverage off institutional / private investor’s capital so as to grow the
assets under management;

•

To identify and finance viable private sector projects that maximise the developmental impact of
KGFT’s investments;

•

To remain financially sustainable by fully committing available funds under management and
ensuring appropriate post investment management.

•

To fund projects that will provide inclusive and sustainable job creation.
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To achieve the strategic objectives of the fund, KGFT has adopted the following high level initiatives:
•
•

To manage funds that can offer competitive financing products to attract private participation;
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 retain the necessary human capital and skills in KGFT; and
To implement and maintain sound policies, procedures, and systems of internal controls to ensure
good corporate governance.

•

To implement appropriate post investment management.

By implementing the above strategies, KGFT will be able to achieve its strategic objectives, hence establishing
a successful track record and a reputation for effective delivery. The strategy of the Fund will be driven by a
goal of developmental finance and growing the assets under management.
11. Strategic Planning Process
In 2 years post the implementation of Evolution strategy, KGFT has set up a new equity fund to operate under
an en-commandite partnership model. The new model and governance structure enables the implementation
of separate funds and the introduction of new funding instruments as and when deemed necessary by the
Beneficiary. The KGFT’s investment strategy is informed by and aligned with that of the Beneficiary and the
Provincial Growth and Development Strategy (PGDS).
KGFT is working together with the Beneficiary and the dti in the development of a strategy to fast track the
development of Black Industrialists in the province. A KZN Black Industrialists Steering Committee led by
EDTEA and consisting of representatives from the various departmental entities and DFIs has been formed
and is progressing with formulating a framework.
Fund-raising roadshows for the equity fund targeted at local and international DFI’s as well as other financial
institutions and investors with a developmental mandate and aligned investment strategy has continued
during the 2018/19 financial year. During 2017/18 financial year, the fund concluded a partnership agreement
with a National DFI translating into an investment of R300 million to be injected into KGFT’s Equity Fund. The
disbursements of R300m from PIC is at final stages of final close expected to be received in February 2019.
The review of the strategy and lessons learnt were discussed by the Board during meetings held during the
year.
The three-year corporate plan has been prepared on the basis of the above whilst incorporating the key
learnings from the fundraising activities as well as seeking to stay aligned to the Beneficiary’s strategy and
priorities.

12. SWOT Analysis
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The KGFT has identified the following strengths, weaknesses, opportunities and threats in order to formulate
an effective strategy to deliver on its mandate.
Strengths
•
•
•

Financial backing from KZN Provincial Government and Public Investment Corporation;
Experienced and skilled personnel to ensure quality decision making and promote high performance
KZN Provincial Governments’ contribution is provided at no expected rate of return hence lower cost
of capital;

•

Financially self- sustainable entity that is able to fund operating expenditure from internally
generated funds.

•
•
•

Maintain good governance building an ethical and compliant business culture
History of unqualified financial and non- financial performance audit outcome
Defined corporate brand striving to be identified as a well-established development financier and
niche equity player in the market

•

Focus on taking certain positions in funding:
- Higher risk appetite
-

Longer tenor

-

Provincial sector focus

-

Sustainability and responsible investing

Weaknesses
•

KGFT has recently established the equity fund, therefore it lacks presence and track record within the
private equity market;

•
•
•

No previous track record or experience in fund raising due to being the first equity fund established.
Limited organisational capacity to meet extensive legislative and compliance requirements
Shortage of post investment capacity to meet the growing book debt and equity deals

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 and synergies;

•
•

Introduction of new technologies to streamline processes and improved turnaround times;
Global liquidity challenges present financing opportunities for the KGFT to fill the gap that will exist
due to stringent regulatory measures applicable to commercial banks for capital adequacy that must
be maintained at all times;

•

Defined corporate brand striving to be identified as a well-established development financier and
niche equity player in the market;

•
•

KGFT recognition as DFI funder for Black Industrialist scheme by DTI; and
Further marketing in order to increase awareness of the Fund and improve quantity and quality of
assets.

•

Pool of funds cannot be optimally invested into national sphere

Threats
•

Adverse changes in macroeconomic environment may cause approved projects to fail, thus resulting
in the erosion of capital invested by KZN Provincial Government and other investors;
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•

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 have an adverse
impact on the KGFT;

•
•
•
•

Economic pressure on the Fiscus threatens continued receipt of project capital contributions; and
Competition from other DFI’s as well as commercial banks in respect of debt funding.
Industry, sector and geographic limitations losing competitive advantage over other DFI’s

KGFT 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 KGFT will continually assess and improve
its competitive position in the market.
13. Strategic Risk Analysis
KGFT faces a number of strategic risks that could affect its business operations and ultimately its ability to
create value in the long term. A strategic risk assessment workshop was facilitated in January 2019 with the
objective of identifying the top 11 strategic risks that could prevent the KGFT from achieving its strategic
objectives.
Changes to the KGFT’s operating environment and the change in funding model were identified as the key
strategic risks. The graph below reflects the Inherent risk (without controls) of each strategic risk as well as
the residual risk (with controls).

Inherent Risk vs Residual Risk
100
90
80
70
60
50
40
30
20
10
0

Inherent risk exposure
Residual Risk exposure
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The table 8.2 below provides an analysis of the top eleven strategic risks affecting the Trust, the current
controls in place to mitigate those risks and the opportunities presented.

Table 8.2 – Summary of top eleven strategic risks
Rank
1

Key Risk
Socio-political risk

Current controls
‒
‒
‒

2

Equity/Investment
Risk

‒
‒

‒
‒
‒
‒
‒

‒
‒
‒
‒
‒

3

Credit Risk

‒
‒
‒
‒
‒
‒

Monitor
political
landscape
by
constant
engagement/lobbying with key stakeholders
KZN Growth Fund representation in key meetings
Mechanisms in place to ensure relevance continuous reporting to EDTEA and delivery of
mandate
Manage relationships with all critical stakeholders.
Independent Investment Committee - Project
subject to comprehensive due diligence which is
reviewed by the Investment Committee
Key criteria of Investment policy is captured in
submissions made.
Continuous Private Equity Specialist Training
Investment Policies and Procedures which are
reviewed on a regular basis
Monitoring and ensuring personal interest from
sponsors
Proactive review, monitoring and reporting on
portfolio including independent monitoring of value
add
Implementation of findings of due diligence reports
to prepare project company for exit
Background checks, KYC
Recruitment of employees with specialised skills
Appointment of director/s to investee boards
Comprehensive legal risk management / enforcing
compliance with terms & conditions
Alignment of interests between parties
Credit and Investment strategy, Policies and
Procedures which are reviewed on a regular basis
Comprehensive analysis to gauge potential
creditworthiness
Project subject to comprehensive due diligence
which is reviewed by the Credit Committee
Conflict of interest Policy
Implementation of findings of due diligence reports
to prepare project company for exit

Opportunity
‒

Establishment of
second
fund
without losing the
government
funding to create a
fund pool

‒

Trend setter as
Private
Equity
specialised SOC model for other
DFI's

‒

Trend setter as
Private
Equity
specialised SOC model for other
DFI's
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Rank

Key Risk

Current controls
‒

‒
‒
‒
‒
‒
‒

4

Human Capital

‒
‒
‒
‒
‒
‒
‒
‒
‒

5

Financial
sustainability

‒
‒
‒
‒

‒
‒
‒
‒
‒
‒
‒
‒

‒

Proactive review, monitoring and reporting on
portfolio including independent monitoring of value
add
Monitor compliance with existing covenants
Assess, collateral coverage relative to the current
condition
Identify contractual payment delinquencies and
classify potential problem credits
remedial management
Talent mapping and Recruitment of employees with
specialised skills
Monitoring and ensuring personal interest from
sponsors
Security obtained
Benchmarking of remuneration packages
Oversight by HR Committee
Approved HR strategy and implementation model
Incentive scheme in place i.e. Bonus and Carry
Incentive policy
Employee climate survey performed resulting in an
action plan
Private Equity Specialist Training ongoing
Regular review of organisational design
Approved Talent management and succession plan
framework in place
Effective annual budgeting process including monthly
monitoring of Actual v Budget variances.
Quarterly review and adjustments to annual budgets
(Revised Estimates)
Monthly review of budget variances including
commentary by departmental executives.
Monthly review of income statement and balance
sheet by CFO including monitoring of performance
against budget expectations.
Treasury cost cutting measures are implemented.
Policies, procedures and delegation of authority in
place and reviewed regularly
Performance management in line with targets set in
corporate plan
Effective due diligence and post investment
monitoring of projects by the projects team
Quarterly solvency and liquidity testing
Update of fund financial model (FFM) quarterly
Monthly review of cash flow position (including
working capital)
Monthly monitoring and review of creditor payments
to ensure payments are made according to agreed
payment terms.
Ongoing management of the loan portfolio

Opportunity

‒

Attract additional
investment skills
to the province

‒

Assets
under
management
managed
efficiently
Attract
further
investments

‒

42 | P a g e

Rank

6

Key Risk

Strategic Risk

Current controls
‒

Prudential limits in place

‒
‒

Proactive restructuring of loans and investments
Monitor
political
landscape
by
constant
engagement/lobbying with key stakeholders
KZN Growth Fund representation in key meetings
Mechanisms in place to ensure relevance continuous reporting to EDTEA and delivery of
mandate
Manage relationships with all critical stakeholders.
Efficient diversification of assets and sectors
Proactive review, monitoring and reporting on
portfolio including independent monitoring of value
add and exit thesis
Fundraising
Proactive review, monitoring and reporting on
portfolio including independent monitoring and
implementation of value add and exit strategies
Proactive restructuring of loans and investments
Efficient diversification of assets and sectors
Sensitivity and scenario analysis on each project's
financial model prior to approval at FAR stage
Project team ensures that legal agreements makes
provision for adequate restructuring in the event of
adverse changes in macro and micro economic
environment
Implementation of Bloomberg as a research tool
Establishment of in-house views and forecasts
Implementation of strategy, Corporate plan and
Annual Performance Plan which is submitted to the
EDTEA
The fund provides Quarterly performance reports to
stakeholders
Ensure alignment of Trust objectives with the
provincial government strategies
Alignment and regular assessments of Individual
KPAs with strategy, corporate plan and Annual
performance plan
Development and maintenance of policies to
facilitate the implementation of the approved
strategy
Marketing and Branding the Fund
Strategic partnerships, relationships with Investors,
NGO's, consultants and stakeholder, e.g.. TIKZN, IDC,
PIC, commercial lenders etc.

‒
‒

‒
‒
‒

7

Market Risk

‒
‒

‒
‒
‒
‒

8

Mandate fit

‒
‒
‒

‒
‒
‒

‒

‒
‒

Opportunity

‒

‒

Managing
additional
Strategically
aligned funds
Additional
revenue streams

‒

Proactive Strategic
interventions
encouraging
a
forward looking
and
proactive
culture
‒ Advantage
to
some of KGFT
clients as a result
in the drop in
exchange rate
‒ Increased funding
opportunities
- Develop appropriate
funding instruments
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Rank

Key Risk

Current controls
‒

‒
‒

9

Governance
Compliance

and

‒
‒
‒

‒
‒
‒
‒
‒
‒
‒
10

11

Information and
Communication
Technology

Fraud
Corruption

and

‒
‒
‒
‒
‒
‒
‒
‒
‒
‒
‒

‒
‒

‒

Introduction of equity finance and diversity in
product range enabling more promoters to access
funding
Unique approach to assess and manage risk in line
with the mandate (customised approach) through
research & benchmarking & case studies and
partnership with identified institutions (training and
formal agenda item for the projects team)
Policies and Procedures which are reviewed on a
regular basis.
Adherence to King 4
Undertaking
which
incorporates
the
acknowledgement of policies and changes to policies
has been rolled out to staff and signed thereof
Monitoring and reporting of compliance and risk via
independent function to relevant committees
In-house compliance function and internal audit
Combined assurance plan has been developed,
approved and implemented
In -house legal counsel appointed and access to
external legal counsel
Risk assessment undertaken to determine high risk
threats to KGFT
BCP and DRP approved by Board of Trustees and
tested
Communication, Training and roll out of policies and
procedures
Antivirus
Access control processes
ICT Security policy and procedures
Patch Management
Vulnerability and compliance scans
Mail hygiene
Intrusion detection and Prevention tools
Firewalls installed and monitored
Logical and Physical access implemented into server
rooms
Exception reports
Implemented policies and procedures at all levels /
Implemented internal control processes and systems
(segregation of duties / reconciliatory processes)
Regular monitoring key internal processes (Internal
Audit and Compliance Reviews)
Employees / Trustees managed through Code of
conduct essentially being KZNGF's Brand
Ambassadors (Conflict of Interest declarations and
checks)
Anti fraud Policy

Opportunity

‒

Maintain
good
governance

‒

Introduction
of
new technologies
to
streamline
processes

‒

Building an ethical
company culture
Turn employees
into
brand
ambassadors

‒
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Rank

Key Risk

Current controls
‒
‒
‒
‒
‒
‒

Opportunity

External tip-off line for reporting and identification of
fraud
Gift policy and register
Establishment of the Social and Ethics committee
Disciplinary process in place for fraud, theft and
corruption
Employment pre selection checks
Fraud Awareness campaigns in place
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