oo  PART 3. REPORT OF THE AUDIT COMMITTEE

Report of the Audit Committee in terms of
Treasury Regulations 3 (1)(10)(b) and (c)
and the Public Finance Management Act,
1 of 1999, as amended

The Audit Committee reports that it has adopted appropriate formal terms

—— of reference as its Audit Committee Charter, and has regulated its affairs
in compliance with this charter, and has discharged its responsibilities con-
tained therein.

The members of the Audit Committee and their attendance are
as follows:

In the conduct of its duties, the Audit Committee, has inter alia, reviewed

I the following:
» The effectiveness of the internal control systems.
» The effectiveness of the internal audit function.

* The risk areas of the entity’s operations covered in the scope of internal
and external audits.

» The adequacy, reliability and accuracy of financial information provided
by management and other users of such information.

» Accounting and auditing concerns identified as a result of external and
internal audits.

» The entity’s compliance with legal and regulatory provisions.

* The activities of the internal audit function, including its annual work
programme, coordination with the external auditors, the reports of
significant investigations and the responses of management to specific
recommendations.

* The independence and objectivity of the internal and external auditors.

The Audit Committee is of the opinion based on the information and ex-
planation by management and the internal auditors and discussions with
the independent external auditors on the result of their audits and status
in addressing the matters raised by SCOPA, that the internal accounting
controls are operating, though they need strengthening and improvement
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to ensure that the financial records may be relied upon for preparing the
annual financial statements, and accountability for assets and liabilities is
maintained.

Nothing significant has come to the attention of the Audit Committee other
than the matters referred to in the Auditor-General’s report to indicate that
any material breakdown in the functioning of these control, procedures and
systems has occurred during the year under review.

The Audit Committee has evaluated the annual financial statements of the
Department of Housing for the year ended 31 March 2006 and based on
the information provided to the Audit Committee, considers that it complies,
in all material respects, with the requirements of the Public Financial Man-
agement Act, 1 of 1999, as amended and Accounting Practice.

At the meeting held on the 25 July 2006, the Audit Committee recommend-
ed the adoption of the annual financial statements by the Department of
Housing.

Chairperson
Ms S Hari
Date: 25 July 2006
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94 PART 4. ANNUAL FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 MARCH 2006

Report of the accounting officer for the year
ended 31 March 2006

Report by the Accounting Officer to the Executive Authority and Parliament
of the Republic of South Africa.

This year follows on the heels of the approval of the Comprehensive Plan.
Being the first year of the plan 2005/06 was the year of activity. A year dur-
ing which, much attention was given to policy review and development of
new policies in order to take into account the principles of the “Plan”. Such
review work included:

* Review mandate and re-positioning our public entities such that they are
more effective in supporting our efforts to implement the “Plan”.

» Asocial housing policy for South Africa was developed and approved.

* Review of the allocation formula which has always been urban biased
was finalised this year.

*  OPSCAP guidelines were approved and included in the framework of
the Division of Revenue Act, 2005.

* The enhanced discount benefit scheme.

The following conferences were hosted by the Department to ensure that
the housing sector develops better communication between the stakehold-
ers:

* National Municipal Housing Indaba.
* International Research Seminar.
» Social Housing Contract.

We commenced the process of audit and consolidation of the waiting list
in Cape Town, Western Cape. The process has provided us with lessons
which we will use as the process moves into other areas of the country.
Negotiations with the banks resulted in the pledging of R42 billion which
will be released into the affordable housing market.

Through a partnership, ABSA Bank and the National Builders Registration
Council have made much progress in developing new housing designs.
This innovative project is progressing well and will change the face of our
future housing projects.

A policy which will assist in ensuring that municipality’s IDP’s provide for
the integration of housing chapters that is ready for approval. This will cre-
ate a housing voice in the local sphere of government.

In recognition of the fact that the local sphere of government is critical in
housing delivery, a framework for the accreditation of municipalities was
developed with provinces prioritising some municipalities for accreditation.
Funding ear-marked for accreditation was subsequently made available for
use by some of the prioritised Local Authorities and Provinces in their effort
to build capacity.

A consumer education programme was successfully piloted in four prov-
inces.



1.1 General budget overview

The Departments’ adjusted budget is R5,265 billion for the year under re-
view and represents a 8.33% increase from the R4,827 billion adjusted ap-
propriation for the previous financial year. Overall 95.30% or R5,018 billion
was budgeted for transfers and subsidies. The amount of R5,018 billion
was budgeted for as follows:

The remaining 5% was budgeted for various programmes as shown below
(as percentage of the total 5%):

1.2 Spending analysis

The Department spent R5,241 billion out of the total of R5,265 billion. This
represents a 99,55% spending rate and 0,45% (0,51% in 2004/05) under-
spending on the vote.

This 0,45% underspending translates to an amount of R23,756 million
(R24,678 million in 2004/05) and is due to the following:

A. Compensation of employees

Underspending on this item amounts to R5,725 million and is mainly due
to vacant positions during the year while they were being filled or which
could not be filled during the year. The most affected programmes where
the amounts exceed 5% are:

B. Goods and services

The combined underspending on this item amounts to R15,175 million.
This is mainly due to:-

* Savings on the transversal contract with Dimension Data.

« Delays in the completion of, or cancellation of the following projects:

» Auditing of the Housing waiting lists in the country, the updating and
consolidation thereof.

+ Assessment and auditing of the interpretation and implementation
of local and provincial legislation.

» Determining the capacity requirements of the National and Provin-
cial Departments of Housing.

» Development of a detailed policy and implementation manual on the
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variation of subsidy amount to cater for extraordinary development
conditions and special housing requirements of certain categories
of beneficiaries.

+ Development of a comprehensive monitoring, evaluation and im-
pact assessment system.

* Revision of the National Housing Programme: Rural Housing Subsi-
dies.

The most affected programmes are:

C. Department agencies and accounts

I The combined underspending on this item amounts to R0,704 million. This
amount was left unclaimed for VAT as the actual VAT amount was less than
anticipated.

D. Machinery and equipment

The combined underspending on this item amounts to R1,472 million. This
is mainly due to items ordered before year end and delivered after year
end.

2. Services rendered by the Department

By its nature, the National Department of Housing’s main purpose, task and
mandate is that of policy development and monitoring. This includes the
setting of appropriate norms and standards for housing development, pro-
gramme implementation monitoring and evaluation, including research on
housing related matters, maintenance of a housing data bank (for housing
information derived from and for the other spheres of government through
the HUIS, HSS and the Housing Debtors’ systems), and assessment and
analysis of appropriate information related to key housing indicators nec-
essary for informed decision making. The Department therefore does not
render direct services to the public.

2.1 Free services

No free services were rendered by the Department to the public during the
year under review and there are none planned for the foreseeable future.

2.2 Inventories
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At the beginning of the financial year, the Department had a total of 345
posts, of which 83 were vacant. This translates to a 24% vacancy rate.
About 84% of this vacancy rate relates to highly skilled staff and senior
management while the remainder was in respect of skilled and lower skilled
staff.

At the end of the financial year, the Department had a total of 406 (345 +
61 additional posts) positions, of which 79 were vacant. This translates to
a 19% vacancy rate. This situation reflects some improvement from the
previous year. The Department was compelled to outsource some work to
various service providers.

In addition to an opening balance of R4,123 million from USAID, a total
amount of R21,751 million was received during the financial year. These
funds were used to assist fund projects as follows:

Social Housing Foundation R20,209 million
Social Housing Foundation R1,542 million
People’s Housing Partnership Trust R1,402 million

The following are the public or trading entities established through the
Department of Housing:-

5.1 South African Housing Fund

The purpose of the South African Housing Fund is to avail funds to Provin-
cial governments to finance national and provincial Housing programmes
in terms of the Housing Act, 1997(Act 107 of 1997). All funds transferred
through the South African Housing Fund must be utilized according to pre-
scripts set out by the Housing Code. In addition, funds transferred to the
Fund are distributed to provinces in terms of the annual Division of Rev-
enue Act (DORA) as conditional grants. The provincial allocations are de-
termined according to an allocation formula based on a number of factors
as determined Housing MinMEC and approved by Cabinet.

During 2003/4 financial year MINMEC approved that the fund be disestab-
lish as its continued existence was no longer necessary as result the fund
was subsequently de-listed. In anticipation of its disestablishment no funds
were transferred to the provinces through the fund during the current year.

5.2 SERVCON

The purpose of the establishment of SERVCON is to provide exclusive
management services with respect to the normalisation of a designated or
ring-fenced portfolio comprising Properties in Possession (PIP’s) and Non-
Performing Loans (NPL’s) in terms of the normalisation programme agreed
to between Government through the Department of Housing and the Bank-
ing Council which represents the participating banks.

SERVCON provided the Department with a business plan, which set out
activities, key performance indicators and a budget including an expected
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cash flow. The Department received quarterly progress reports, a state-
ment of real expenditure for that quarter and a claim for costs incurred for
the previous quarter.

SERVCON'’s mandate was to finalise its portfolio by 31 March 2006. This
however, has not been possible and therefore it has been agreed that it
must finalise its mandate by the end of June 2006.

5.3 Social Housing Foundation

The purpose of the establishment of the Social Housing Foundation is to
develop and build capacity of social housing institutions, to encourage net-
working both locally and internationally, to promote development aid fund-
ing for social housing development in South Africa, to promote information
and skills exchange and to develop a policy framework for social housing
in South Africa.

The Social Housing Foundation submitted to the Department a business
plan for approval. This was approved subject to conditions agreed upon
with the Foundation. The Foundation then submitted claims based on re-
quirements and expenditure reports that were evaluated by the Depart-
ment. Quarterly reports of performance were also received by the Depart-
ment and are compared to set targets.

5.4 National Urban Reconstruction and Housing Agency
(NURCHA)

The NURCHA's mission is to expedite housing delivery for low-income
households over the short to medium term. It was established as a Presi-
dential Lead Project in 1995 by agreement between Government and the
Open Society Foundation of New York. Its primary function is to help relea-
se finance for low-cost housing from financial institutions. NURCHA's main
activity is to offer guarantees to banks, to encourage them to make bridging
finance loans available to developers. MINMEC appointed NURCHA as the
savings scheme intermediary for the National Savings Programme.

NURCHA provided the Department with a business plan, which set out
activities, key performance indicators and a budget including an expected
cash flow. The Department received quarterly progress reports, a state-
ment of actual expenditure for that quarter and a claim for costs incurred
for the previous quarter.

The Department transferred funds to the following institutions as shown
below:

6.1 Provinces: Human Settlement Redevelopment
Programme

This grant is transferred to the provincial departments to address dysfunc-
tional human settlements. The province must submit a business plan,
which should have been developed and agreed to with local authorities.

On approval of a business plan funds are transferred to the provinces in
terms of the annual Division of Revenue Act, 2005 as conditional grants.
The provincial allocations are determined according to an allocation for-
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mula based on a number of factors as determined by Housing MINMEC
and approved by Cabinet. In respect of each project to be funded a prov-
ince must submit project proposals outlining activities to be funded which
are considered and approved by the Human Settlement Redevelopment
Programme Steering Committee. A total amount of R24,396 million was
transferred to provinces during the year under review. This year has been
the last year for the grant as it has now been merged into the Housing
Grant to form part of the Integrated Housing and Human Settlement De-
velopment Grant.

6.2 Provinces: Integrated Housing and Human Settle-
ment Development Grant

This grant is transferred to the provincial departments to finance national
and provincial housing programmes. Funds were transferred to the prov-
inces in terms of the annual Division of Revenue Act, 2005 as conditional
grants. The provincial allocations are determined according to an alloca-
tion formula based on a number of factors as determined by Housing MIN-
MEC. A total of R4,843 billion was transferred to the provinces during the
year under review.

6.3 Habitat
This is for membership subscription in respect of the International Coop-

eration Forum. A total amount of R0,069 million was transferred for the
annual membership fee.

6.4 SERVCON

A total of R42,097 million was transferred during the year under review.

6.5 Social Housing Foundation

A total of R20,578 million was transferred during the year under review.

6.6 National Urban Reconstruction and Housing Agency
(NURCHA)

A total of R22,879 million was transferred during the year under review.

6.7 Banking Institutions: First Time Home Buyers
Interest Subsidy Scheme

This is in respect of interest subsidies to banks for first time home buyers.
This programme under which this arrangement was made is currently be-
ing phased out and will be finalised by 2006/07.

No Public, Private, Partnership as contemplated in terms of the Treasury
Regulations was entered into by the Department under review.

A risk management committee was established during the year and will
assist as from 2006/07 in developing a risk management and fraud preven-
tion strategy.
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The SA Housing Fund has been delisted from the list of Public Entities by
the National Treasury. The delisting of the fund is due to the agreement
with National Treasury that the continued existence of the fund is no longer
necessary, a decision that was approved by MINMEC in November 2003.
The legislative process is underway:

« To amend the Housing Act is underway to effect alignments between
the Housing Act and the Public Finance Management Act and Division
of Revenue legislation provisions; and

» To disestablish the fund.

The chairperson of the audit committee rendered his resignation subse-
quent to his appointment as internal auditor for the Rural Housing Loan
Fund.

The Department’s Strategic Plan is regarded as the primary plan that guides
all other planning processes of the Department. This plan is reviewed an-
nually and aligned to the Medium Term Expenditure Framework process
and is the basis for preparation of the operational plans of each unit, per-
formance agreements of Senior Managers and work plans of all other staff.
In accordance with the governance and committee structure framework ap-
proved by the Strategic Management Committee (Stratman), operational
plans and performance agreements are reviewed at operational level on a
quarterly basis and quarterly reports submitted to the Executive Authority
dealing with higher level strategic issues. Performance reports by prov-
inces are tabled and discussed by the Stratman on a monthly basis and the
intergovernmental structures in Housing namely, the Technical MINMEC
and MINMEC on a quarterly basis.

Housing Institutions report to the Department on a quarterly basis in ac-
cordance with a framework that was developed by the Department in this
regard, and their reports are also tabled in the Technical MINMEC and the
MINMEC.

Approval

The Annual Financial statements starting from pages 94 to 156 have been
approved by the Accounting Officer.

I W KOTSOANE
DIRECTOR-GENERAL
DATE: 31 MAY 2006
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Report of the Auditor-General to Parliament
on the Financial Statements of the
Department of Housing Vote 28 for the year
ended 31 March 2006

The financial statements as set out on pages 94 to 156 for the year ended
31 March 2006 have been audited in terms of section 188 of the Constitu-
tion of the Republic of South Africa, 1996, read with sections 4 and 20 of
the Public Audit Act, 2004 (Act No 25 of 2004) and section 40 of the Pub-
lic Finance Management Act, 1999 (Act No.1 of 1999) (PFMA). The fixed
asset opening balances have not been audited because of the timing of
guidance from National Treasury to departments relating to the treatment,
valuation and disclosure of fixed assets. These financial statements are the
responsibility of the accounting officer. My responsibility is to express an
opinion on these financial statements, based on the audit.

The audit was conducted in accordance with the International Standards
on Auditing read with General Notice 544 of 2006, issued in Government
Gazette no. 28723 of 10 April 2006 and General Notice 808 of 2006, issued
in Government Gazette no. 28954 of 23 June 2006. Those standards re-
quire that | plan and perform the audit to obtain reasonable assurance that
the financial statements are free of material misstatement.

An audit includes:

* examining, on a test basis, evidence supporting the amounts and dis-
closures in the financial statements.

» assessing the accounting principles used and significant estimates
made by management.

» evaluating the overall financial statement presentation.

| believe that the audit provides a reasonable basis for my opinion.

The department’s policy is to prepare financial statements on the modified
cash basis of accounting determined by the National Treasury, as described
in paragraph 1.1 of the accounting policies to the financial statements.

In my opinion, the financial statements present fairly, in all material re-
spects, the financial position of the Department of Housing at 31 March
2006 and the results of its operations and its cash flows for the year then
ended, in accordance with the modified cash basis of accounting deter-
mined by the National Treasury of South Africa, as described in paragraph
1.1 of the accounting policies to the financial statements, and in the man-
ner required by the PFMA.
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Without further qualifying the audit opinion, attention is drawn to the follow-
ing matters:

5.1 Internal audit

i) The work of the internal auditor could not be relied on since the
internal audit reports were not issued timeously.

i) The internal audit function did not comply with section 30(3) of the
Division of Revenue Act, 2005 (Act No. 1 of 2005) which requires
that the internal audit unit of the transferring national department
must coordinate and cooperate with the internal audit units of the
provincial departments and the municipalities. The accounting officer
of the national department also did not report to the audit committee
on compliance with this section, as required by section 30(4).

5.2 National Environmental Act

The department did not comply with section 11(1) of the National Environ-
mental Act, 1998 (Act No.107 of 1998) by preparing a new Environmen-
tal Implementation Plan within 4 years after the first one which had to be
prepared within one year after promulgation of the act. The first plan was
prepared in November 2000.

The department’s report on performance against predetermined objectives
was only received on 28 June 2006 and not by 15 June 2006 as required
by the Guide for the Preparation of Annual Reports issued by the National
Treasury. Consequently, the auditing of this information was delayed. The
more significant shortcoming identified was that the measurable objec-
tives are not consistent between the Estimate of National Expenditure, the
Strategic Plan and the performance information reported on in the annual
report for programme 5.

The department did not have a human resource management plan as re-
quired by the Public Service Regulations 2001, chapter 1, part lll D.1, con-
sequently no gap analysis was performed by the department.

An information systems audit of the program and data change controls
within the housing subsidy system is currently being conducted and the
outcome will be reported on if needed.

The South African Housing Trust has been disestablished in terms of the
disestablishment of the South African Housing Trust Limited Act, 2002
(Act no 26 of 2002).



houses * security * comfort * BREAKING NEW GROUND IN HOUSING DELIVERY

The Special Investigating Unit (SIU) is currently investigating the manner
in which the SAHT and its wholly owned subsidiaries and the business of
these companies were sold, and certain matters relating to it in terms of
Proclamation 49 of 2004.

Performance audits were conducted in all nine provinces on the applica-
tion and approval process pertaining to housing subsidies. Since most of
the findings originated from deficient management measures that were ge-
neric throughout, the summarised findings were reported to parliament in a
separate report RP 13/2006 in January 2006.

Emanating from a request from the national Department of Housing in June
2006, the Auditor-General is conducting a special audit into the N2 Gate-
way project. The primary objectives of the audit are:

« to audit the process flow, identify deviations from the planned activities
and time frames, and determine related root causes and role players;

* to study the memorandum of understanding between various role
players and audit adherence to responsibilities and commitments; and

« to highlight any inefficiency in the applicable policies, processes or
structures involved in the N2 Gateway project that were revealed during
the audit.

The scope will be limited to the instructions received from the department
and the audit is not a comprehensive evaluation of the said project. The
outcome of this audit is expected to be available early in 2007.

The assistance rendered by the staff of the Department of Housing during
the audit is sincerely appreciated.

fﬁ,w,éw_ Fafue

S A Fakie
Auditor-General
Pretoria

31 July 2006

AUDITOR-GENERAL
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Accounting Policies

The Financial Statements have been prepared in accordance with the fol-
lowing policies, which have been applied consistently in all material as-
pects, unless otherwise indicated. However, where appropriate and mean-
ingful, additional information has been disclosed to enhance the usefulness
of the Financial Statements and to comply with the statutory requirements
of the Public Finance Management Act, Act 1 of 1999 (as amended by Act
29 of 1999), and the Treasury Regulations issued in terms of the Act and
the Division of Revenue Act, Act 1 of 2005.

1.1 Basis of preparation

The Financial Statements have been prepared on a modified cash basis
of accounting, except where stated otherwise. The modified cash basis
constitutes the cash basis of accounting supplemented with additional
disclosure items. Under the cash basis of accounting transactions and
other events are recognised when cash is received or paid or when the
final authorisation for payment is effected on the system (by no later than
31 March of each year).

1.2 Presentation currency

All amounts have been presented in the currency of the South African Rand
(R) which is also the functional currency of the department.

1.3 Rounding

Unless otherwise stated all financial figures have been rounded to the near-
est one thousand Rand (R’000).

1.4 Comparative figures

Prior period comparative information has been presented in the current
year’s financial statements. Where necessary figures included in the prior
period financial statements have been reclassified to ensure that the for-
mat in which the information is presented is consistent with the format of
the current year’s financial statements. A comparison between actual and
budgeted amounts per major classification of expenditure is included in the
appropriation statement.

2.1 Appropriated funds

Appropriated funds are recognised in the financial records on the date the
appropriation becomes effective. Adjustments to the appropriated funds
made in terms of the adjustments budget process are recognised in the
financial records on the date the adjustments become effective. Total ap-
propriated funds are presented in the statement of financial performance.

Unexpended appropriated funds are surrendered to the National/Provincial
Revenue Fund, unless approval has been given by the National/Provincial



houses * security * comfort * BREAKING NEW GROUND IN HOUSING DELIVERY

Treasury to rollover the funds to the subsequent financial year. These roll-
over funds form part of retained funds in the annual financial statements.
Amounts owing to the National/Provincial Revenue Fund at the end of the
financial year are recognised in the statement of financial position.

2.2 Departmental revenue

All departmental revenue is paid into the National/Provincial Revenue Fund
when received, unless otherwise stated. Amounts owing to the National/
Provincial Revenue Fund at the end of the financial year are recognised in
the statement of financial position.

2.2.1 Tax revenue

Tax revenue consists of all compulsory unrequited amounts collected by
the department in accordance with laws and or regulations (excluding
fines, penalties & forfeits). Tax receipts are recognised in the statement of
financial performance when received.

2.2.2 Sales of goods and services other than capital assets
The proceeds received from the sale of goods and/or the provision of
services is recognised in the statement of financial performance when the
cash is received.

2.2.3 Fines, penalties & forfeits

Fines, penalties & forfeits are compulsory unrequited amounts which
were imposed by a court or quasi-judicial body and collected by the de-
partment. Revenue arising from fines, penalties and forfeits is recognised
in the statement of financial performance when the cash is received.

2.2.4 Interest, dividends and rent on land
Interest, dividends and rent on land is recognised in the statement of
financial performance when the cash is received.

2.2.5 Sale of capital assets
The proceeds received on sale of capital assets are recognised in the
statement of financial performance when the cash is received.

2.2.6 Financial transactions in assets and liabilities
Repayments of loans and advances previously extended to employees
and public corporations for policy purposes are recognised as revenue in
the statement of financial performance on receipt of the funds. Amounts
receivable at the reporting date are disclosed in the disclosure notes to
the annual financial statements. Cheques issued in previous accounting
periods that expire before being banked are recognised as revenue in
the statement of financial performance when the cheque becomes stale.
When the cheque is reissued the payment is made from Revenue.

2.2.7 Gifts, donations and sponsorships (transfers received)

All cash gifts, donations and sponsorships are paid into the National/Pro-
vincial Revenue Fund and recorded as revenue in the statement of finan-
cial performance when received. Amounts receivable at the reporting
date are disclosed in the disclosure notes to the financial statements. All
in-kind gifts, donations and sponsorships are disclosed at fair value in the
annexures to the financial statements.
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2.3 Local and foreign aid assistance

Local and foreign aid assistance is recognised in the financial records when
notification of the donation is received from the National Treasury or when
the department directly receives the cash from the donor(s). The total cash
amounts received during the year is reflected in the statement of financial
performance as revenue.

All in-kind local and foreign aid assistance are disclosed at fair value in the
annexures to the annual financial statements

The cash payments made during the year relating to local and foreign aid
assistance projects are recognised as expenditure in the statement of fi-
nancial performance. A receivable is recognised in the statement of finan-
cial position to the value of the amounts expensed prior to the receipt of
the funds. A payable is raised in the statement of financial position where
amounts have been inappropriately expensed using local and foreign aid
assistance. Unutilised amounts are recognised in the statement of financial
position.

3.1 Compensation of employees

Salaries and wages comprise payments to employees. Salaries and wages
are recognised as an expense in the statement of financial performance
when the final authorisation for payment is effected on the system (by no
later than 31 March of each year). Capitalised compensation forms part
of the expenditure for capital assets in the statement of financial perform-
ance.

All other payments are classified as current expense.

Social contributions include the entities’ contribution to social insurance
schemes paid on behalf of the employee. Social contributions are recog-
nised as an expense in the statement of financial performance when the
final authorisation for payment is effected on the system.

3.2 Short term employee benefits

Short term employee benefits comprise of leave entitlements (capped
leave), thirteenth cheques and performance bonuses. The cost of short-
term employee benefits is expensed as salaries and wages in the state-
ment of financial performance when the final authorisation for payment is
effected on the system (by no later than 31 March of each year).

Short-term employee benefits that give rise to a present legal or construc-
tive obligation are disclosed in the notes to the financial statements. These
amounts are not recognised in the statement of financial performance.

3.2.1 Long-term employee benefits

Termination benefits such as severance packages are recognised as an
expense in the statement of financial performance as a transfer when
the final authorisation for payment is effected on the system (by no later
than 31 March of each year).
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The department provides retirement benefits (pension benefits) for cer-
tain of its employees through a defined benefit plan for government em-
ployees. These benefits are funded by both employer and employee
contributions. Employer contributions to the fund are expensed when
the final authorisation for payment to the fund is effected on the sys-
tem (by no later than 31 March of each year). No provision is made for
retirement benefits in the financial statements of the department. Any
potential liabilities are disclosed in the financial statements of the Na-
tional/Provincial Revenue Fund and not in the financial statements of
the employer department. The department provides medical benefits for
certain of its employees. Employer contributions to the medical funds
are expensed when the final authorisation for payment to the fund is ef-
fected on the system (by no later than 31 March of each year).

3.3 Goods and services

Payments made for goods and/or services are recognised as an expense
in the statement of financial performance when the final authorisation for
payment is effected on the system (by no later than 31 March of each year).
The expense is classified as capital if the goods and services were used
on a capital project.

3.4 Interest and rent on land

Interest and rental payments are recognised as an expense in the state-
ment of financial performance when the final authorisation for payment is
effected on the system (by no later than 31 March of each year). This item
excludes rental for the use of buildings or other fixed structures.

3.5 Financial transactions in assets and liabilities

Debts are written off when identified as irrecoverable. Debts written-off
are limited to the amount of savings and/or underspending of appropriated
funds. The write off occurs at year-end or when funds are available. No
provision is made for irrecoverable amounts but amounts are disclosed as
a disclosure note. All other losses are recognised when authorisation has
been granted for the recognition thereof.

3.6 Unauthorised expenditure

When discovered unauthorised expenditure is recognised as an asset in
the statement of financial position until such time as the expenditure is
either approved by the relevant authority, recovered from the responsible
person or written off as irrecoverable in the statement of financial perform-
ance. Unauthorised expenditure approved with funding is recognised in
the statement of financial performance when the unauthorised expenditure
is approved and the related funds are received. Where the amount is ap-
proved without funding it is recognised as expenditure, subject to avail-
ability of savings, in the statement of financial performance on the date of
approval.

3.7 Fruitless and wasteful expenditure

Fruitless and wasteful expenditure is recognised as an asset in the state-
ment of financial position until such time as the expenditure is recovered
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from the responsible person or written off as irrecoverable in the statement
of financial performance.

3.8 Irregular expenditure

Irregular expenditure is recognised as expenditure in the statement of fi-
nancial performance. If the expenditure is not condoned by the relevant
authority it is treated as an asset until it is recovered or written off as ir-
recoverable.

3.9 Transfers and subsidies

Transfers and subsidies are recognised as an expense when the final
authorisation for payment is effected on the system (by no later than
31 March of each year).

3.10 Expenditure for capital assets

Payments made for capital assets are recognised as an expense in the
statement of financial performance when the final authorisation for pay-
ment is effected on the system (by no later than 31 March of each year).

4.1 Cash and cash equivalents

Cash and cash equivalents are carried in the statement of financial posi-
tion at cost. For the purposes of the cash flow statement, cash and cash
equivalents comprise cash on hand, deposits held, other short-term highly
liquid investments and bank overdrafts.

4.2 Prepayments and advances

Amounts prepaid or advanced are recognised in the statement of financial
position when the payments are made.

4.3 Receivables

Receivables included in the statement of financial position arise from cash
payments made that are recoverable from another party. Revenue receiv-
able not yet collected is included in the disclosure notes. Amounts that are
potentially irrecoverable are included in the disclosure notes.

4.4 Investments

Capitalised investments are shown at cost in the statement of financial
position. Any cash flows such as dividends received or proceeds from the
sale of the investment are recognised in the statement of financial perform-
ance. Investments are tested for an impairment loss whenever events or
changes in circumstances indicate that the investment may be impaired.
Any impairment loss is included in the disclosure notes.

4.5 Loans

Loans are recognised in the statement of financial position at the nominal
amount. Amounts that are potentially irrecoverable are included in the dis-
closure notes.
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4.6 Asset

Assets are recorded in an assets register, at cost, on receipt of the item.
Cost of an asset is defined as the total cost of acquisition. Assets pro-
cured in previous financial periods, may be stated at fair value, where de-
terminable, of R1, in instances where the original cost of acquisition of fair
value cannot be established. No revaluation or impairment of assets is
currently recognised in the asset register. Projects (of construction/devel-
opment) running over more than one financial year relating to assets, are
only brought into asset register on completion of the project and at the total
cost incurred over the duration of the project.

Annexure 4 and 5 of the disclosure notes, reflect the total movement in the
asset register of assets with a cost equal to and exceeding R5000 (there-
fore capital assets only) for the current year. The movement is reflected at
the cost as recorded in the asset register and not recognised in the finan-
cial statements under the modified cash basis of accounting. The opening
balance reflected on Annexure 4 and 5 will include items procured in prior
accounting periods and closing balance will represent the total cost of the
register for capital on hand.

5.1 Payables

Recognised payables mainly comprise of amounts owing to other govern-
mental entities. These payables are recognised at historical cost in the
statement of financial position.

5.2 Lease commitments

Lease commitments represent amounts owing from the reporting date to
the end of the lease contract. These commitments are not recognised in
the statement of financial position as a liability or as expenditure in the
statement of financial performance but are included in the disclosure notes.
Operating and finance lease commitments are expensed when the pay-
ments are made. Assets acquired in terms of finance lease agreements are
disclosed in the annexures to the financial statements.

5.3 Accruals

Accruals represent goods/services that have been received, but where no
invoice has been received from the supplier at the reporting date, or where
an invoice has been received but final authorisation for payment has not
been effected on the system. Accruals are not recognised in the statement
of financial position as a liability or as expenditure in the statement of finan-
cial performance but are included in the disclosure notes.

5.4 Contingent liabilities

» Acontingent liability is a possible obligation that arises from past events
and whose existence will be confirmed only by the occurrence or non-
occurrence of one or more uncertain future events not wholly within the
control of the department; or

« Acontingent liability is a present obligation that arises from past events
but is not recognised because:

« ltis not probable that an outflow of resources embodying economic
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benefits or service potential will be required to settle the obligation;
or

» The amount of the obligation cannot be measured with sufficient
reliability.

Contingent liabilities are included in the disclosure notes.

5.5 Commitments

Commitments represent goods/services that have been approved and/or
contracted, but where no delivery has taken place at the reporting date.
Commitments are not recognised in the statement of financial position as a
liability or as expenditure in the statement of financial performance but are
included in the disclosure notes.

6.1 Capitalisation reserve

The capitalisation reserve comprises of financial assets and/or liabilities
originating in a prior reporting period but which are recognised in the state-
ment of financial position for the first time in the current reporting period.
Amounts are transferred to the National/Provincial Revenue Fund on dis-
posal, repayment or recovery of such amounts.

6.2 Recoverable revenue

Amounts are recognised as recoverable revenue when a payment made
and recognised in a previous financial year becomes recoverable from a
debtor.

Related parties are other entities that control or significantly influence the
department in making financial and operating decisions. Specific informa-
tion with regards to related party transactions is included in the disclosure
notes.

Key management personnel are those persons having the authority and re-
sponsibility for planning, directing and controlling the activities of the depart-
ment. Compensation paid to key management personnel including their
family members where relevant, is included in the disclosure notes.
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Notes to the Appropriation Statement for the year ended 31 March 2006

1. Detail of transfers and subsidies as per Appropriation Act (after Virement):Detail of these transactions can be
viewed in note 9 (Transfers and subsidies) and Annexure 1 (A-L) to the annual financial statements.

2. Detail of specifically and exclusively appropriated amounts voted (after Virement):
Detail of these transactions can be viewed in note 1 (Annual Appropriation) to the annual financial statements.

. Detail on financial transactions in assets and liabilities.

Detail of these transactions per programme can be viewed in note 8 (Details of special functions (theft and losses))
to the annual financial statements.

4. Explanations of material variances from Amounts Voted (after virement):

4.1 Per programme:
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4.2 Per economic classification




Statement of Financial Performance for the year ended 31 March 2006
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Statement of Financial Position as at 31 March 2006




a1

Statement of Changes in Net Assets for the year ended 31 March 2006




Cash Flow Statement for the year ended 31 March 2006




Notes to the Annual Financial Statements for the year ended 31 March 2006

1. Annual Appropriation
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Notes to the Annual Financial Statements for the year ended 31 March 2006
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Annexures to the Annual Financial Statements for the year ended 31 March 2006

ANNEXURE 1B

ANNEXURE 1C

ANNEXURE 1D
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ANNEXURE 1E

ANNEXURE 1F

ANNEXURE 1G
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Annexures to the Annual Financial Statements for the year ended 31 March 2006

ANNEXURE 2A
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ANNEXURE 3A

ANNEXURE 3B
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ANNEXURE 4
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ANNEXURE 6
INTER-GOVERNMENTAL RECEIVABLES

ANNEXURE 7
INTER-DEPARTMENTAL PAYABLES — CURRENT
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Annual financial statements and annual reports for
2005/06 in terms of section 27 of the Division of
Revenue Act, 2005: Integrated Housing and Human
Settlement and Development Grant

1. Section 27(a)

2. Section 27(b)
Indicate the transfers, if any, that were withheld in respect of each province
or municipality.

There were no grant funds withheld during the year.

3. Section 27(c)

It is hereby certified that all the allocated funds in respect of the two grants
were deposited in the provincial primary accounts as per the instruction
from the National Treasury.

4. Section 27(d)
The National Transferring Officer did not utilise nor retain any of the grant
funds for administration purposes.

5. Disclosure

The National Department could not certify that all the provincial business
plans in respect of the 2005/06 financial year were approved before the
end of the 2004/05 financial year as some of the provincial Departments of
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Housing experienced problems in the compilation thereof and consequent-
ly submitted the business plans late.

The submission of business plans was not a requirement prior to 2005/06.
It should be emphasised that the submission of business plans in the for-
mat and magnitude required was a first time experience for all the provin-
ces and as such that contributed to the delays in submission of the busi-
ness plans. The Certificate of Compliance was submitted before the due
date of 15 April 2005 in respect of eight of the provinces. No funds were
transferred to the provinces prior to submission by the provinces of their
business plans.

All the provinces submitted the required conditional grants reports and pro-
vided the information in terms of the approved guidelines, and if and when
necessary made additional information available. The National Department
submitted expenditure reports and non-financial information on a quarterly
basis, to HOD and MINMEC meetings where the content was discussed
in detail.

The National Department was earlier in the financial year not satisfied with
the rate of expenditure and communicated in writing with the provinces to
rectify the situation. The Minister also visited most of the provinces and
met with the MEC’s and senior management staff to address housing de-
livery and attendant financial matters. The HSS system is also used to an
extent.

In respect of the Human Settlement and Redevelopment grant compliance
with the conditions of the Programme is being monitored in terms of an
approved Monitoring and Reporting Framework. Despite having this frame-
work in place it has been difficult to monitor compliance with the Division of
Revenue Act. This was due to a lack of quality reporting in accordance with
the above framework by some Provinces. The Department addressed the
aforementioned problems through provincial project manager meetings,
providing provinces with detailed monthly feedback regarding the quality
of the monthly reports and conducting provincial visits. In addition to these
interventions the Departments also requested detailed project by project
status quo reports in some provinces from the project implementors to en-
sure that information contained in the monthly reports are accurate and
concise. These feedback processes focused on resolving inconsistencies
in and omissions of required information. This task has, however, been
challenging in relation to some provinces as the provincial project manag-
ers are changed regularly with the end result that ongoing training and
capacitation needs to occur to ensure that the required information is sub-
mitted. In accordance with the grant framework only funding committed in
terms of approved business plans was transferred to the Provinces through
out the course of the financial year.

The HSRP was furthermore reviewed concurrently with the formulation
of the Comprehensive Plan for the Development Sustainable Human
Settlements of the Department of Housing within which the Department
committed itself towards achieving the broader notion of sustainable hu-
man settlements and more efficient cities, towns and regions. The projects
funded through this pilot programme contributed towards the mainstream-
ing of certain elements within the comprehensive plan including inter alia
the funding of the provision of selected social and economic facilities and
amenities.
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Number of housing projects approved: 321
Number of subsidies represented by approved housing projects: 137 746
Number of subsidies approved to specific beneficiaries: 153 528

Housing delivery:
Number of sites completed: 115175
Number of units completed: 137 659

8.1.1.Limpopo

The province indicated the following matters, which affects the expendi-
ture:

« Building of houses were affected by a shortage of acceptable quality
bricks. The contractors could only deliver 1 500 bricks per week while the
province needed 3 000 to meet their target of building 12 000 houses.

* Housing delivery was affected by heavy rains in the period January to
March 2006.

* Non-compliance by developers when submitting claims without the rele-
vant supporting documents.

» Usage of unspecified material by some of the contractors delayed the
flow of payment.

The province took the following remedial actions:

» Specifications amended to authorise certain individual contractors to
use cement bricks.

* All local authorities were informed in writing that cement bricks may be
used as indicated in the first bullet.

» Contractors were reminded to attach the relevant supporting documents
when they submit progress claims. Project Managers were also reques-
ted to ensure that all supporting documents are attached to claims at the
time of submission.

* A meeting was held with all contractors to urge them to complete pro-
jects in terms of provisions of the agreement.

« Contractors were urged to use the specified material as per departmen-
tal prescripts.

8.1.2. Free State

A variety of factors influenced housing delivery in the province but one of
the major contributing factors was the heavy rainfall experienced in many
areas, which resulted in the delay of the construction process, as the mate-
rial delivery vehicles could not access the construction sites. Lack of ca-
pacity, especially on technical level is a crucial factor.

The Provincial Housing Department, in consultation with the MEC and with
the approval of the Provincial Executive Council, is addressing matters
influencing delivery in a document named “The Turn-A-Round” housing
strategy. The document is comprehensive and inter alia the following as-
pects will be addressed:
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* The Provincial Housing Department will support Local Authorities with
the development of their IDP’s and based on that document, in a
consultative process, execute housing delivery.

» Identify suitable land in collaboration with Local Authorities and ensure
that a general plan and township register be opened.

» Prioritise the provision of services for proposed affordable housing
development.

« Ensure that Local Authorities create and manage a “Living Waiting List”
of prospective beneficiaries.

» Capacitate Local Authorities through the departmental capacity building
programmes. Emphasising skills of a technical nature which include,
project management, quality control, legal, consumer education and
other housing delivery related aspects.

» Ensure the completion of partially constructed housing units.

8.1.3. Mpumalanga

The department took a strategic decision to focus on the completion of in-
complete housing projects that were blocked as a result of non-availability
of land and inflation problems.

The provincial department had challenges relating to staff due to high va-
cancy rates in the Chief Directorate: Housing and Technical, especially in
the area of project management and engineering services.

Individual and contract based subsidies: In this province there are
over 750 small emerging builders building houses and some of them
have been found to be non-performing. Regrettably, fraudulent activities
occurred on some projects, which resulted in disciplinary actions being
taken as well as criminal charges being laid. The impact of inflation in
respect of the subsidies also had an effect;

Project linked: The subsidy amount is used not only for the top
structure, but also to design and install water and sewer connections,
gravel roads and minimum storm water systems in a Greenfield area
where a number of houses are planned. The projects were blocked due
to various land related matters, eg. township establishment. The heavy
rain also contributed significantly to slow progress.

People Housing Process: This instrument is in respect of the people
who wish to construct their own houses with the help of a support
organisation. The progress is slow due to factors such a water supply
in the rural areas, escalation of material prices; support organisations
which are not credit worthy or do not have adequate funds to purchase
materials in bulk.

Remedial action taken

¢ Cancelled the contracts of the non-performing contractors and
followed the prescribed process to appoint new contractors. A
more stringent approach was adopted with appointment of new/
replacement contractors.

» The legal department allocated more resources towards the finalisa-
tion of new contracts.
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* In respect of the effects of inflation on the subsidies the province
obtained an additional allocation from the Provincial Treasury to
address the problem.

* In view of the small profit margin only small contractors could be
appointed.

» Consultants appointed, were instructed to concentrate more on
construction management in areas where incomplete top structures
existed. Departmental staff were instructed to be on sites for at least
3 days to assist contractors with problems.

» Contracted with material suppliers in order to assist contractors who
have difficulty to obtain credit.

8.2. Human Settlement Redevelopment Programme (HSRP)

The transfer of funds was affected on condition that suitable business plans
were submitted and approved by the Department of Housing. The alloca-
tion of R24,396 million was made available to honour the commitments
made in relation to project business plans already approved in the 2004/05
financial year. The grant funds the capital expenditure of the projects ap-
proved in terms of the criteria of the Programme.

The Transfer of Payment Schedule was not amended during the 2005/06
financial year. As prescribed by the grant framework the funding was only
transferred to the provinces once approved business plans were in place.

In the 2005/06 financial year total expenditure in terms of the HSRP
amounted to R102,351 million. The total 2005/06 allocation plus R77,955
million of the roll overs from previous financial years was thus spent. Prov-
inces generally have improved upon their year on year expenditure in the
2005/06 financial year. Gauteng has spent 100% of its HSRP funding whilst
Free State, Mpumalanga and North West have spent over 75% of the total
allocations (current year allocations plus roll over amounts from previous
financial years).
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