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Welcome to the sixth semi-annual report on Futuregrowth’s flagship Infrastructure &
Development Bond Fund (IBF/Fund). With a fund size of nearly R18 billion, it is one of
the largest dedicated funds of its nature - with the longest track record - in SubSaharan Africa.
The Fund continues to play an integral part in infrastructure funding. Since its launch more
than two decades ago, it has funded various initiatives in the infrastructure and
developmental space, gaining exposure to sectors such as power, transport-corridors,
healthcare, education, SMME development and affordable housing.
Diversity continues to play an important role in terms of the management of the Fund echoing our credit ethos - with exposure to 150 issuers and 40 economic sectors.

providing sound risk-adjusted capital to opportunities in the infrastructure and
developmental space, thereby meeting our return obligations but at the same time
creating economic wealth for the greater South Africa.

Jason Lightfoot
Portfolio Manager

From a performance perspective, the Fund continues to perform well, both on a
comparative (relative to benchmark) and an absolute basis. Post-COVID normalisation has
played a factor here, given the recovery that we have seen in the credit markets. We
however believe that a normalised level of return for this Fund, based on its mandate and
risk appetite, remains at around 1.75% to 2.15% over the benchmark.
In this report
In this report, we provide some insights into the importance of water and related
infrastructure and showcase our recent investment in this area in the form of funding
provided to the Trans-Caledon-Tunnel-Authority as debt capital for Phase 2 of the
important Lesotho Highlands Water Project. We also feature one of the skills development
initiatives in the project - the Lesotho Highlands Water Authority’s Young Professionals
Programme – and the impact this has had on its beneficiaries.
We continue to scour the deal landscape to ensure that we can fulfil our mandate of
Image source: https://en-gb.facebook.com/LesothoHighlands/photos/
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South Africa is a water scarce country and is among the World Resources
Institute’s Top 50 countries at risk of a water crisis . The water stress levels
are determined by the country’s annual water consumption as a proportion of
“available and ground water supply”. The list is dominated by Middle East and
North Africa countries, and South Africa is second only to Botswana among
the Southern Hemisphere countries on the list.

Major catchment areas: river delivery system

Developed

The Vaal River System - LHWP

2007 / Now in phase 2

The Orange River System83

2014

The KZN Coastal Metropolitan Bulk Water Supply System

2010

The Richards Bay Water Supply System84

2014

South Africa has a semi-arid climate, with an average annual rainfall of 465 mm,
compared to the world average of 860 mm. Most of South Africa’s fresh water comes
from catchments that receive the highest rainfall. Large transfer schemes have thus
been developed to service various demand centres, due to the skewed nature of the
strategic water source areas.

The Mbombela Bulk Water Supply System85

2014

The Western Cape Water Supply System

2007 / Now in phase 2

The Amatole Bulk Water Supply System

2008

The Algoa Water Supply System

2010

The country’s water security is mainly reliant on fresh surface water, with ground water
and return flows under-utilised. Government had identified 22 strategic water source
areas (including those listed alongside) occupying 8% of the land, and providing 50% of
the surface run-off (i.e. water in wetlands, streams, and rivers). These strategic water
source areas support the water needs of approximately 60% of the population and 67%
of the national economic activity, and supply approximately 70% of irrigation water. A
large section of the population still has no access to clean water.

Limpopo Water Management Area North

2016

The Olifants River Supply System92

2011

The Crocodile west River System93

2009 / phase 2 complete

The Greater Bloemfontein Bulk Water Supply System 95

2011

Source: National Water and Sanitation Master Plan Volume1: version 10.1 (January 2019)

Image source: TCTA.co.za

Futuregrowth Infrastructure & Development Bond Fund as at 31 March 2022

3

Click
edit landscape:
Master title2/3
style
The
SA to
water
Government’s
Click to editplans
Master subtitle style

The National Development Plan (NDP) states that a water secure future is one of the
biggest challenges facing South Africa in the 21st century. South Africa is currently
65% urbanised and the NDP estimates that urban populations will grow by 10%
every two decades. Increasing urbanisation will place more pressure on cities to
deliver affordable and reliable water and sanitation services to larger numbers of
poor households.
The challenges that confront the country are varied. Old/aging, poor quality and poorly
maintained infrastructure is contributing to high levels of water wastage and the pollution of
rivers and groundwater with sewage. Climate change is driving the country towards a warmer
and drier future, with predicted longer, more extreme droughts and more intense floods.
Consumption

According to the 2018 National Water and Sanitation Master Plan, South Africa’s water supply
deficit was projected to be 10% by 2030. Without proper demand management, the currently
planned infrastructure development and broadening of the water mix will not be sufficient to
balance supply and demand. The water demand by the year 2030 is estimated to be 17 559 m3
whereas available water is estimated to be 15 926 m3. If urban water losses are reduced from
35% to 15%, the water deficit would be reduced to 5%, while a further reduction in municipal
demand from 237 m3 to 175 m3 per day would enable the country to have a water surplus of
3%. Therefore, the country urgently needs to urbanisation increase supply and reduce demand
to pre-empt the projected water crisis.
The majority of our water (60.9%) is consumed by the agricultural sector, and municipal
consumption is currently at 27%. Along with the projected population increase, municipal water
consumption is projected to account for 36% by year 2030. It is also noteworthy that 45% of the
water in South Africa comes from rivers shared with neighbouring countries, mostly Lesotho. The
Lesotho Highlands Water Project is currently in its second phase, and is intended to contribute to
increased ground and surface water by harnessing the waters of the Senqu/Orange River in the
Lesotho highlands. Other strategies in place to increase water supply include desalination, acid
mine drainage (AMD) and water re-use.
Futuregrowth Infrastructure & Development Bond Fund as at 31 March 2022

Target Date
NDP Water & Sanitation Targets

Target

Achieve universal, sustainable sanitation provision

2020: 90%
2030: 1000%

Achieve universal, sustainable and reliable water supply provision

2019: 90%
2030: 100%

Source: National Water and Sanitation Master Plan Volume 1: Version 10.1 (January 2019)

The VAAL River System (VRS) - Lesotho
Highlands Water Project (LHWP)
The Lesotho Highlands Water Project (LHWP) is a
bi-national water infrastructure project between
the governments of the Republic of South Africa
and the Kingdom of Lesotho. The purpose of the
project is to provide additional water to the Vaal
River System (VRS) in South Africa and to
generate hydro-electric power in Lesotho. The
project consists of various proposed phases of
which Phase 1 (cost of completion R20 billion)
was completed during November 2003 and Phase
2 (LHWP-2) is in the early stages of
implementation.

VRS (LHWP-2 and AMD)
supplies water to:
• Rand Water – 75%
• Eskom – 8%
• Sasol – 5%
• Midvaal Water Company –
3%
Other water users are
municipalities such as
Ermelo, Sedibeng, Lekwa
etc. in the surrounding
regions.

The project is managed by the Trans-Caledon
Tunnel Authority (TCTA) and is the cheapest
augmentation option available. The project aims
to facilitate an increase in yield and a curb in
water dilution wastage, in order to generate an
excess supply of water by 2030. The project’s
target completion date is October 2027.
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Futuregrowth prides itself in investing in socially impactful sectors, and the
water sector is one of the enabling sectors for the rest of the economy to
function optimally. By investing in the water sector, we are channelling our
clients’ funds into assets that are enabling sustainability for the country and
guaranteeing livelihoods for many of its citizens. LHWP-2 and AMD collectively
have R34 billion of funding raised from the market, the majority of which is
through TCTA’s government guaranteed bond programme.
The capital expenditure (LWHP-2) is expected to increase significantly from the 2022/23
financial year, as construction ramps up. The combined debt of augmentation schemes in
the VRS must be repaid within 20 years after completion of LHWP-2, with estimated water
delivery in 2027.

The project is aligned to the Department of Water and Sanitation (DWS) Strategy, as the
transaction enjoys a government guarantee and the associated income streams in the form
of tariffs. The associated debt is serviced by way of indexed tariffs payable on the water
supplied by the project. Tariffs are payable to the DWS and are passed through to the
TCTA. The agreed mechanism sets out that funding requirements and current debt are
assessed annually, and the resulting tariff is set, based on the income required to cover the
requirements.
In accordance with the Income Agreement between the DWS and TCTA in relation to the
Project, the TCTA is entitled to receive tariffs to recoup project capital expenditure. The
Minister sets the tariff in accordance with the National Water Act and the National Water
Pricing Strategy and water users then pay that tariff, which includes TCTA’s Capital Unit
Charge (“CUC”), to the DWS.

years after construction, as allowed for as a reasonable period in the Raw Water Pricing
Strategy.
The investment case is strong, as the long-term investment is underpinned by government
support, and the project is critically important to the country. The investment was not only
considered with a profit motive, and an improvement in the water yield, but also had to
carefully weigh up: (i) the social impact of the displacement, relocation and health of the
residents of Lesotho; (ii) the impact and rehabilitation of the surrounding environment; and
(iii) demonstrable positive social impact (such as increased employment) over the long
term.
The Lesotho Highlands Development Authority (LHDA) meets on a quarterly basis to
ensure that both the economic projections (project implementation against budget) and
social objectives are met, with active community engagement occurring at ground level.
With phase 1 successfully completed, the project is testament that the partnership between
the South African and Lesotho Governments is benefitting both countries in tandem. The
project also serves as a success story of an investment that encapsulates the importance of
economic, environmental (rehabilitation) and social objectives on a long-term basis,
thereby meeting several of the UN Sustainable Development Goals (SDGs).
Futuregrowth recently invested in this area in the form of five-year funding that was
provided to the Trans-Caledon-Tunnel-Authority as debt capital for Phase 2 of the
important Lesotho Highlands Water Project. This will be utilised for the further
augmentation of this important water supplier into large areas of the country, including
aspects such as pipelines, a further dam, and a hydro-electric facility.

Assuming that the project will reach financial close in FY27, the long-term CUC tariff
trajectory assumes future decreases in tariffs (beyond 2027) to ensure debt repayment 20
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Placement of participants
Young professionals are placed with consultancy firms
appointed for the design and construction supervision of
various engineering components of Phase II. These include
working with the teams that designed the Polihali Dam, the
Polihali Transfer Tunnel and the major bridges. Graduates
of social and environmental sciences are also placed in
programmes designed to mitigate the impacts of the
Project.

The Lesotho Highlands Water Authority’s Young
Professionals Programme (YPP) is a skills development
The
Programme
targetstailored
graduates
from opportunities
tertiary institutions
initiative
that provides
learning
for
from
different
areas
of study
work experience
graduates
from
Lesotho
and with
SouthnoAfrica.
It builds capacity
and
aims
to
address
the
problem
of
inadequate
workplace
and provides work experience under the guidance of
skills.
It builds
on on
theof
rich
legacy
of the
similar
on-the-jobmentors
working
Phase
II of
Lesotho
Highlands
training
that kick-started
the engineering
careers
of many
Water Project,
thereby addressing
technical
and social
young
professionals
during the
firstenvironment
phase of thewithin
Lesotho
challenges
that are unique
to the
which
Highlands
Water
Project.
the Project is being implemented.

YPP participant Ms Mamonaheng Rapapa sums up the
essence of the programme: “This is a one in a million

opportunity that helps us to express ourselves in technical
areas and social settings.”

Several of the former Phase I YPP interns are now working
as Project Managers and Resident Engineers in various
Phase II consultancy and construction contracts.
Understanding the value of their experiences, these young
professionals are passionate about mentoring the young
people working as interns in their respective contracts.
Futuregrowth Infrastructure & Development Bond Fund as at 31 March 2022

The programme benefits:
• Coaching and mentoring by international, regional and
local experts;
• Development of professional and technical, problem
solving, reporting, writing and soft skills;
• Exposure to other fields/disciplines, and an appreciation
of the roles of different professions in project
management;
• Networking with experts and other professionals;
• Participation in conferences and short courses; and
• Field work – a rare opportunity to gain site experience.
In addition, these young professionals bring fresh
perspectives and a different way of thinking to their
working environment by applying their knowledge and
skillset acquired in the YPP.
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Jason Lightfoot

Benchmark

All Bond Index (ALBI)

Performance target

ALBI + 1%

Current weighted average credit
A+
quality (Internal rating)
Average yield enhancement

2.53%

Listed yield enhancement

0.71%

Unlisted yield enhancement

4.71%

Current structure

Pooled

Fund start date

January 1995

Total Fund assets

R 17.97 billion

Termination period

1 calendar month (size dependent)

Futuregrowth Infrastructure & Development Bond Fund as at 31 March 2022

The Futuregrowth Infrastructure &
Development Bond Fund (IBF/Fund) is a
specialist yield enhanced bond portfolio and
forms part of Futuregrowth’s suite of
developmental funds.
The Fund targets commercial risk-adjusted
returns through a combination of moderate credit
concentration limits, active interest rate risk
management and active off-benchmark bets.
The Fund may invest in a wide range of debt
instruments, including those issued by
government, parastatals and corporates, as well as
securitised assets. The inclusion of assets is subject
to credit committee approval.

The Fund is allowed to invest up to 50% in
unlisted credit and up to 5% in equity assets,
primarily through the Development Equity Fund
(DEF) subject to investment committee approval.
The outcome is good risk-adjusted alpha generation
over time. In order to retain adequate liquidity and
flexibility, and in the course of managing new
investments, asset maturities and sales and fund
flows, the Fund usually maintains a high degree of
liquid and/or non-developmental assets.
The Fund aims to provide investors with a vehicle
that facilitates infrastructural, social, environmental
and economic development in southern Africa and
delivers on a variety of social impact outcomes
such as job creation, affordable housing, access to
services and healthcare.
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Fund performance

Cumulative performance

16,19%

20%

1200
R1273m

ZAR (Million)

1000
800
600

R878m

400
1,75%

1,86%

2,21%

2,01%

12,02%
10,27%

11,11%
9,25%

10,73%
8,52%

10,28%
8,27%

1,54%

9,72%
8,18%

9,80%
8,51%
1,29%

0,93%

3,74%

10,01%
9,08%

12,46%
1,77%

200

Data as at 31 March 2022 // Since inception date (GIPS Performance): January 2000
Fund start date: January 1995 // Source: Futuregrowth/*Annualised
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Jun-07
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Futuregrowth Infrastructure & Development Bond Fund

Since
Inception *

Oct-05

10 Years * 15 Years * 20 Years *

Dec-04

7 Years *

Apr-03

5 Years *

Feb-04

3 Years *

Jun-02

1 Year

Oct-00

6 Months

Aug-01

0

0%

Dec-99

5%

9,01%
7,25%

15%

10%

1400

ALBI

The Fund outperformed its benchmark for the period. Credit spread accrual continues to be the main contributor to performance, this through a combination of exposure to both
unlisted and listed credit counters. On the interest rate side, the Fund benefited primarily from sector and stock selection, given the strong performance in longer-dated bonds. Our
short fixed-rate swap spread position contributed negatively for the period, given some general widening across swap curves, although we continue to earn positive carry from the
trade. Revaluations to certain unlisted credit assets also contributed negatively to performance in the past quarter.
Futuregrowth Infrastructure & Development Bond Fund as at 31 March 2022
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Developmental product suite
Futuregrowth has a 25-year-plus track record of
investing in developmental assets. Our funds
provide finance to institutions that may not
typically receive support from the traditional
banking or lending process. In addition to
providing finance (credit), we also invest in
equity and retail property with a developmental
nature.
Our developmental funds are part of our broader
responsible investment strategy and reflect the
intention of our clients to do good by investing
consciously to make a positive impact on society
and the broader environment, and thereby to
safeguard our collective future.

Our suite of developmental funds consists of:
-

-

Fixed Income (Infrastructure &
Development Bond Fund, Power Debt Fund,
Inflation-Linked Debt Fund);
Unlisted equity (Development Equity
Fund, Agri Funds);

-

Unlisted retail property (Community
Property Fund); and

-

Fund of funds incorporating our suite of
development funds as building blocks
(Developmental Balanced Fund).

Futuregrowth Infrastructure & Development Bond Fund as at 31 March 2022

Futuregrowth is dedicated to the development and
empowerment of South Africa and its people. We are
constantly looking for opportunities that will yield optimal
financial returns for investors while making a meaningful
difference. As such, we have become a reliable channel for
investor savings and promoting national development.
We define developmental investing as financing that a)
provides investors with commercial returns and b)
produces a social and developmental impact. In South
Africa the primary focus is on the provision of basic
services and improvement of infrastructure development.
In order to achieve sustainable, long-term, benchmarkbeating performance, we apply a responsible investment
filter when screening and analysing new deals for our
developmental funds. This is supported by a robust credit
process that considers both financial risks and
environmental, social and governance (ESG) risks.
Global contribution
We are also aligned with the UN’s Sustainable
Development Goals (SDGs), thus contributing to this global
"blueprint to achieve a better and more sustainable future
for all". The SDGs are covered in detail later in this report,
where we link the activities of the deal featured to these
global targets.
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(See: www.un.org/sustainabledevelopment/sustainable-developmentgoals/)
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Futuregrowth actively measures and manages for impact. Our impact measurement and management approach is aligned with both global and
local development frameworks.

National Development Plan (NDP)

This is a long-term development framework for the elimination of poverty and reducing
inequality in South Africa by 2030.

UN Sustainable Development Goals (SDGs)

These goals represent the globally agreed 2030 agenda and are a call to action to end poverty,
protect the planet and ensure that all people enjoy peace and prosperity.

Principles for Responsible Investing (PRI)

Futuregrowth is a signatory to the Principles for Responsible Investment (PRI), which is an
international network of signatories contributing to developing a more sustainable global
financial system by incorporating six defined Principles for Responsible Investment into
investment practice.
Futuregrowth Infrastructure & Development Bond Fund as at 31 March 2022
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We have priority outcomes that reflect the critical social and economic changes our clients and stakeholders would like to see. Throughout our
engagement with companies, we track core metrics, using key performance indicators (KPIs) outlined below, which can be reported on a
company, sector, portfolio (Fund) and aggregated AUM level - to enable us to report on the impact achieved.
Key performance indicators (KPIs)

Priority outcomes

Avoiding
GHG*
emissions

Job creation
Renewable
energy
produced

# Jobs created

Economic
empowerment
of PDIs

Transformation
Local
economic
development

Transformation
% of women
in leadership
roles
Gender equality

*Greenhouse Gas
Futuregrowth Infrastructure & Development Bond Fund as at 31 March 2022
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42.37%

21.11%

10.77%

3.78%

2.41%

2.21%

Exposure across
infrastructure
sectors

15.17%

and 2.09%
in Health,
Tourism and
Education.
Energy including
renewable energy

Transport

Development
finance

Water &
sanitation

Communications

7.37%

4.85%

1.06%

0.93%

0.89%

Exposure across
other developmental
sectors

and 0.07%
in BEE and
Environment
Preservation.

Low income &
affordable housing

Invested in all 9
provinces

Futuregrowth Infrastructure & Development Bond Fund as at 31 March 2022

SMME finance

Other infrastructure

Consumer & business
access to finance

Agricultural development
& land ownership

Delivering social impact
that changes lives
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Limpopo

0.38%

Nationa
l
70.33%

Mozambique

Gauteng

North West

0.32%

8.60%

Mpumalanga

1.72%

Nearly 30% of the Fund’s investments
impact rural and outlying peri-urban areas.

Namibia

0.01%
Free State

0.70%
Lesotho

Northern Cape

0.32%

The Fund has geographical diversity
across South Africa, with investments held
in 9 provinces. The Fund has over 70%
exposure to assets with a national footprint.

KwaZulu-Natal

1.19%
7%

0.11%

10.27%

22%

urban
rural

Eastern Cape

peri-urban

3.21%
Western Cape

2.85%
Source: Futuregrowth
Futuregrowth Infrastructure & Development Bond Fund as at 31 March 2022
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Sectoral impact

Job creation
SMME

62 567

Direct jobs
created

17 560

Indirect jobs
created

52%

Housing

20%

Communication

Energy

Agriculture

16%

9%

1%

& 2% in
other sectors

JOBS BY SECTOR

83%

Of jobs created are
held by blacks

54%

Of jobs created are
held by youth

The SMME sector was the strongest job creation sector (despite only forming
16% of the assets collated). Positively, 83% of the jobs created are held by
blacks and 54% by youth - indicating the strong developmental impact of our
funds’ investments.

The Fund’s IMPACT across SDGs
Our clients’
investments
contribute directly
to ten SDGs
across all sectors

Disclaimer: Data collected in August 2021 from a sample of 32 investee companies in the Fund
Futuregrowth Infrastructure & Development Bond Fund as at 31 March 2022
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R17.97bn
Fund size

Active in all

9 provinces

Supporting
investments into

infrastructure
development

Futuregrowth Infrastructure & Development Bond Fund as at 31 March 2022

25 years+

of consistent longterm performance

Commercial
risk-adjusted
returns

social and
developmental
impact

Exposure to
150 issuers and 40

10
Sustainable
Development
Goals

More than
57% of the Fund

Tangible

Supports

economic sectors

in medium-to-high
developmental
impact sectors
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INVESTMENT TEAM

Jason Lightfoot
Portfolio Manager
jasonl@futuregrowth.co.za
T +27 21 659 5462

Angelique Kalam
angeliquek@futuregrowth.co.za
T +27 21 659 5483
Rirhandzu Sithole
rsithole@futuregrowth.co.za
T +27 21 659 5316

CLIENT RELATIONSHIP TEAM
Maseabi Marageni
mmarageni@futuregrowth.co.za
C +27 84 837 7295

Disclaimer
Futuregrowth Asset Management (Pty) Ltd (“Futuregrowth”) is a licensed discretionary financial services provider, FSP 520, approved by
the Registrar of the Financial Sector Conduct Authority to provide intermediary services and advice in terms of the Financial Advisory and
Intermediary Services Act 37 of 2002. The fund values may be market linked or policy based. Market fluctuations and changes in
exchange rates may have an impact on fund values, prices and income and these are therefore not guaranteed. Past performance is not
necessarily a guide to future performance. Futuregrowth has comprehensive crime and professional indemnity in place. Performance
figures are sourced from Futuregrowth and IRESS.
This document is for information purposes only and is not intended as an offer or recommendation to buy or sell or a solicitation of an
offer to buy or sell a financial product or security. The recipient is advised to assess the information with the assistance of an advisor if
necessary, with regard to its compatibility with his/her own circumstances in view of any legal, regulatory, tax and other implications.
Personal trading by staff is restricted to ensure that there is no conflict of interest. All employees of Futuregrowth are remunerated with
salaries and standard short and long-term incentives. No commission or incentives are paid by Futuregrowth to any persons. All intergroup transactions are done on an arm’s length basis. Futuregrowth has comprehensive crime and professional indemnity insurance.
Futuregrowth prepared this document in good faith. Although the information in this document is based on sources considered to be
reliable, Futuregrowth makes no representation or warranty, express or implied, as to the accuracy or completeness of this document, nor
does it accept any liability which might arise from making use of this information.

Steffen Josephs
sjosephs@futuregrowth.co.za
C +27 83 327 3543
Ziyanda Tshaka
ziyandat@futuregrowth.co.za
C +27 83 666 0392
Marilyn Gates Garner
marilyng@futuregrowth.co.za
C +27 82 466 0868
Futuregrowth Infrastructure & Development Bond Fund as at 31 March 2022
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