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1 Introduction

The Financial Sector Charter (the Charter) commits the Banks to provide some R42 billion
of which the vast majority will be applied to mortgageable loans for housing units, with a
maximum value of R180 000 per unit (December 2003), to households in the affordable
housing sector (households with a maximum income of R7500) by the 31 December 2008

The Banking Association of South Africa has established the Housing Workstream Group
to ensure that Financial Institutions are able to meet this requirement of the Charter. The
Housing Workstream Group needs to fully understand the market in which they will be
operating, in particular the current dynamics which shape demand and supply in this
market segment.

Accordingly the Banking Association of South Africa appointed Matthew Nell and
Associates assisted by The Settlement Dynamics Project Shop to undertake research into
Housing Supply and Functioning M arkets.

The purpose of the research is to understand the current dynamics and factors
influencing the supply and demand for new and existing housing in the * affordable housing
market’ (with a mortgageable value of less than R180 000 and targeting people with
an income of between R2500 and R7500 per month).

The objectives of the research are to:
Scope the supply of and demand for affordable housing
Define market constraints and dysfunctionalities

Propose a practical plan of action for the Financial Sector in respect of:
- The gap between the demand and supply of affordable housing

- Addressing further demand and/or supply constraints relative to the Financial
Charter December 2008 tar gets

! Both of the target figures [ie income and product price] were set at December 2003 and are subject to escalation in line with CPIX
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The research is being undertaken in terms of six components detailed in Figure 1 below.

Figure 1. Overall Approach

Component 1: Project Initiation

Mobilising the project team Briefing on new initiatives for the sector
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Component 6

Test insights, problem statement and solutions Refine recommendations and TOR for ongoing
with Government, Municipalities, Lenders and draft plan of action monitoring

This report outlines the work undertaken in respect of Component 4: Housing Supply
Constraints, specifically analysing the transfer of state owned stock by public authorities
(i.e. provincia or local governments). The report determines the potential significance of
this stock to enable the Banks to meet their financial charter targets. The questions
examined include; how significant is the need for mortgage funding in respect of such
stock; what are the funding requirements; how are these spread geographically; and what
sort of housing and end beneficiaries would be involved in this market segment.

To address these questions a detailed study has been undertaken of the initiatives being
undertaken by provincial and loca governments to transfer publicly held stock to
qualifying beneficiaries. Countrywide there are processes in place to promote and

2
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advance the privatization effort, and while progress is sometimes patchy and difficult to
monitor, nearly 600 000 homes have now passed into the hands of low income families.
Best estimates suggest that there may be in the order of a further 300 000 — 350 000
houses which remain to be transferred.

The report covers:

*  Background

e Extent of completed transfers

o Extent of transfers till to be undertaken
*  Potential for stock in the parastatal sector
* Casestudies

e Conclusions

Matthew Nell & Associates/ Settlement Dynamics Project Shop
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2 Background

Historically, national, provincial and local governments have, from time to time,
constructed housing for rental purposes in South Africa. Such housing was typically built
for Africansin a“township” context (comprising typically 51/6 and 51/9 styled dwellings),
and for poorer white, coloured and Indian families who qualified for welfare assistance.

The year 1977 saw the promulgation of the National Housing Act, legislation which re-
wrote the housing landscape in South Africa. Of importance in terms of this Act was that
the Minister of Housing was given the authority to institute a phase out programme in
order to normalize housing administration and the housing environment generally.

The purpose of the so-called phase out programme (or POP) was to:

phase out all pre-1994 subsidies on public housing stock; and
phase in market related rentals over a period of five years.

2.1 Discount Benefit Scheme (DBYS)

As stated in the Housing Code, “ The purpose of the discount benefit scheme is to assist
tenants to acquire state financed rental housing, existing sales debtorsto settle the balance
on properties acquired from the public sector and debtors which obtained housing loans to
settle balances on such loans. It is a discount on the selling price or balance owing by the
beneficiary. Application must be made to the authority which lets (or has sold or issued a
loan) the property. The scheme applies only to state financed property which was first
occupied before 1 July 1993 and to units or stands contracted for by 30 June 1993, if
allocated to individuals by 15 March 1994. The discount benefit is for an amount not
exceeding R7 500, with household income not taken into consideration.”

The DBS can also be utilized in cases where there is an unpaid balance on the price of
properties purchased under the previous National Sales Campaign. Equally the DBS can
be utilized to offset an outstanding loan granted by former statutory bodies to a person for
housing or aloan granted for self-building purposes.

From a tenure point of view a beneficiary must receive registered title to a unit in either
freehold, leasehold or deed of grant in terms of Proclamation No. 293/62. Permission to
occupy land, as has and continues to be applicable in areas of a more traditional/tribal

4
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orientation does not constitute sufficient title to qualify for the discount benefit scheme.

Originally when the DBS was first announced (November 1992) it only dealt with family
(i.e. typicaly detached) houses. By October 1993 the DBS was extended to all state
financed rental housing and including “other saleable units, including flats.”

The transfer of residential property istypically processed through three (3) stages:

(@ Stage 1: this involves an invitation to the community to submit claims; the
submitting of a claim; the recording of the claim and its checking against Council records
and then the publishing of lists to indicate disputed or undisputed claims.

(b) Stage 2: thisis a dispute resolution stage but claims would only require resolution
(via mediation or arbitration) in instances where more than one (1) claim may be lodged
for aparticular property.

(c) Stage3: thisistypicaly an administrative stage. Matters can pass to this third stage
either directly from stage 1 (in instances where there are no disputes) or via stage 2 after
dispute resolution processes have been finalised. This stage deals with the registration of
tenure in a deeds office and the updating of local authority housing records.

In awell administered transfer process transfers should take no longer than 6 — 8 months to
complete, inclusive of the conveyancing and property registration aspects.

In Case Study 1 dealing with the transfer process applied in Gauteng the full 16 step
process utilised isillustrated.

Matthew Nell & Associates/ Settlement Dynamics Project Shop
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3 Progress

3.1 . Transfers Completed

As at June 2005 atotal of 598 927 transfers had been achieved via the scheme as follows:

Table 1 Provincial distribution of discount benefit schemetransfersachieved (1997-2005)

Eastern Cape 255018
Free State 35278
Gauteng 189 996
KwaZulu Natal 3 562*
Limpopo 1593
Mpumalanga 30073
Northern Cape 11 969
North West 12 251
Western Cape 59 186
TOTAL 598 927

* A further approximately 35 000 units appear to have been sold prior to commencement of discount benefit

scheme in KwaZulu Natal on suspensive sale.

Commenting on figures the following is of note:

The DBS scheme has gone a long way towards achieving its objective of enabling
low income households to obtain ownership;

Understandably some provinces have been more efficient than others; equally some
have experienced greater difficulties and constraints than others;

Although the original intention was to operate the scheme for a period of five years
it does not appear to be the intention of government to terminate the scheme in the
immediate future. Indeed, in a discussion with Mr Trevor Mitchell (Deputy
Director: National Housing Programmes (10th August 2005) he estimated that it is
government’s view that there are a further 344 000 properties across South Africa
which still need to be transferred to their rightful beneficiaries.

3.2 Outstanding Transfers

While the achievements of the public sector to date to enable ownership via the
DBS are laudable, it is of greater interest to this investigation to focus on those
transfers which have not been completed yet. It is, after all, these transfers which
could offer the potential for the banking sector to underwrite the greater

Matthew Nell & Associates/ Settlement Dynamics Project Shop
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achievement of home ownership in South Africa.

The public sector units which fall into this untransferred class can be characterized as
follows:

detached housing units, typically situated still within a “township” jurisdiction
and falling under the control of either municipalities or provincial departments
of housing;

row or other forms of attached houses. Some of these are in township
locations but others are in previous own affairs areas. These houses may
have been developed by the previous Department of Community Development
by the Own Affairs administrations or, indeed, by the local authorities
themselves. Most typically these properties are under the management of
local government prior to their transfer to individual households;

flats or multi-storey dwellings which sometimes have a township location, but
which are most often better located. These dwellings were most typically
developed to provide so called sub-economic housing to low income White,
Coloured and Indian families.

Hostel accommodation, situated in townships or nearer to towns and industrial
areas and normally administered by local authorities, although not exclusively
Sso.

From a typological point of view one is thus dealing with:

different housing typologies

different controlling or management agencies (i.e. provincial and local
government)

a wide geographical spread

a paucity of precise and accurate data which can be accessed to make sense
of the potential (from a bank financing point of view in this instance) of this
segment of the market.

3.2.1 Housing Stock under Jurisdiction of Provincial Housing Department

Contact was made with individual provincial housing departments and the national
Department of Housing to obtain more precise figures on the quantity of housing which
remains to be transferred. In most instances the figures are low, largely because most
houses/flats have already been transferred to the local authorities to administer.

(@ Gauteng
A total of 56 064 detached units have yet to be transferred in Gauteng according to

7
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statistics provided by R. Stevens of the Department of Housing (Gauteng). This figure is
considered realistic.

A further 6 000 flats which are under the administration of the province and which have
been identified as transferable have been targeted for transfer by the 15th December 2005.

(b) Eastern Cape

A total of 24 761 units remain to be transferred. The statistics supplied are broken down
on atown-by-town basis.

() Free State

A total of 215 units remain to be transferred in the Free State as at September 2005.

(d) KwaZulu Natal

Statistics as at August indicate that 888 detached houses and 1 661 flats (which are
administered by the province) remain to be transferred.

(e) Limpopo

The statistics received from the province indicate 341 unitsin total.

() Mpumalanga

A total of 183 outstanding transfersis the statistic provided by the provincial authorities.

(g) North West

A return of 1 420 houses and 178 flats was received from the provincial Department of
Housing.

Matthew Nell & Associates/ Settlement Dynamics Project Shop
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(h) Western Cape

Outstanding housing units to be transferred include 1 534 houses and 461 flats.

(i) Northern Cape

The provincial government is responsible for a total of 35 dwellings in this province. The
responsible official for this matter in the province noted that the vast bulk of stock still in
public sector rental was under the control of the local authorities (i.e. approximately 7 000
units).

Table2: Summary

Gauteng 56 064 6 000 62 064 These figures are not inclusive of renta
stock held by municipalities and stock
which is not to be privatized at present.

Eastern Cape 24 761 Not inclusive of municipal held stock.
No split of houses/flats supplied.

Free State 215 215 Only remaining stock managed by
province. Not inclusive of municipal
stock. Noflats.

KwaZulu Natal 888 1661 2549 Only provincial stock accounted for. No
municipal stock in figures presented.

Limpopo 341 No split between houses and flats.
Provincial stock only.

Mpumalanga 183 No info on houses and flats. Provincial
stock only.

North West 1420 178 1598 Only provincia housing stock.

Western Cape 1534 461 1995 No municipal figuresin these totals.

Northern Cape 45 Approximately 7 000 units managed by
local authorities.

TOTAL 60 121 8300 93741

Comments:

The figures per province vary significantly with both Gauteng and Eastern
Cape figures being a composite of dwelling units under jurisdiction of the
province and the local authorities (but not all local authorities). It is estimated
that if all dwelling units under local authority jurisdiction in Gauteng were added
to this figure a further 40 000 units would be involved. That is, a total figure of
approximately 100 000 units of which some 50 000 are detached houses
situated in traditional African townships and the remaining 50 000 constitute
so-called Directive 2 houses and flats.

Matthew Nell & Associates/ Settlement Dynamics Project Shop
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The figures received for all the other seven provinces seem, at first inspection,
to be undercounts. They are not in that they represent the stock under the
strict jurisdiction of the province only. In all instances in each province there
are still a significant number of public units under municipal management. For
example, while Northern Cape only has 35 units under provincial control, it
estimates that a further 7 000 units are under municipal jurisdiction in the
province.

3.2.2 Housing Stock under the Jurisdiction of Municipalities

This study focuses only on the 20 largest urban centers. In gathering the figures a variety
of sources have been used including the Department of Housing officials, Social Housing
Foundation and direct contact with officials from the local authorities concerned.

Statistics provided are for:

(@ Housing (including row or attached units); and
(b) Flats.

It is of note that:

. Thereis considerable variability in the figures obtained/provided; and
. Many of the larger towns and cities in South Africa do not appear to have reliable
records of the numbers of public housing units under their management.

(@ Nelson Mandela Metropole

. Houses 237

. Flats 3

(Source: Mr Greef, Nelson Mandela Metropole).

Note: There are currently 1 268 dwelling units in this Metropole awaiting transfer.

(b) Buffalo City Municipality

. Houses: 279

. Flats: 579

(Source: Socia Housing Foundation: August 2005)

(c) Mangaung Municipality

10
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. Houses: 8 408
. Flats: 0
(Source: Ms Susan Ferreira, Department of Housing, Free State).

(d) Matjhabeng Municipality
. Houses: 2826
(Source: Ms Susan Ferreira, Department of Housing, Free State).

(e) City of Johannesburg
. Houses: Directive No. 2 — 8 000 (4 000 targeted for transfer in short
term)
(Note: Directives 1 and 3 housing units have not been recorded in the municipal
figures as they have already been accounted for in the provincially supplied figures)
. Flats: 14 939 (2 939 targeted for short term action)
(Source: D. Kemp, Housing Department, City of Johannesburg)

(f) Ekurhuleni Metro

. Houses: 8 550

. Flats: 450

(Source: A. Mokwena, Housing Department, Ekurhuleni)

(g) City of Tshwane

. Houses: 430

. Flats:

(Source: City of Tshwane Housing Department officials)

(h) Emfuleni Municipality
(No figures obtained)

(i) eThekweni
. Houses: 999
. Flats: 10 367

(Source: Y unus Sacoor, eThekweni Housing Department)

()  Msunduzi Municipality

11
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. Houses: 600
. Flats: 250

(k) Polokwane Municipality
. Houses 37
(Source: Housing official, Polokwane)

()  Thulemela Municipality

(m) Emalahleni Municipality

(n) Mbombela Municipality

(o) Sol Plaatjie Municipality

. Houses: 0

. Flats: 758

(Source: Housing official, Municipality).

(p) City of Klerksdorp

(@) Rustenburg Municipality

() City of Cape Town

. Houses: 13 000

. Flats: 33000

(Source: Socia Housing Foundation: These figures accord well with information
contained in Case Study 3, much of whose content has been obtained from Malcolm
McCarthy, a consultant employed by the City of Cape Town)

(s) Drakenstein Municipality

() Mafikeng Municipality

12
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Comments:

The returns received are not complete with only figures for 12 municipalities
having been obtained.

Municipal policies regarding the privatization of public stock vary significantly.
Some are seeking a 100% disposal; others very minimal disposal of some 5% of the
available stock (e.g. Cape Town).

If one totals the statistics received in this assessment there are a total of 30 866
detached houses and 28 085 flats which could be transferred. [Note: Because Cape
Town is known not to favour privatization only a pro-rata share of its houses and
flats are incorporated in these figures.]

The real questions are however, at what rate are existing stocks likely to be
privatized and is there likely to be any uptake of mortage finance in any of the
transactions involved?

Regarding the rate of possible privatization the general consensus speaking to those
who have been involved suggest that this programme of government will take at
least a further 5 years to complete.

Regarding the demand for mortgage finance this will be minimal. There is,
however, little doubt that certain households will require small loans to purchase
their existing rental properties. However, from a loan size point of view these
transactions do not represent an attractive market for the bond product.

13
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4 Housing Stock held by Parastatals and Cor por ate Sector

In addition to the public ownership of stock for rental and/or possible sale, efforts were
also made to obtain information from selected parastatal and large private sector
corporations. Although the information obtained is not exhaustive, it nonetheless provides
a useful picture about the very wide scale efforts being made to promote homeownership.
In al instances within the context of the employment relationship the emphasis is on
giving first option to employees resident in company houses an opportunity to purchase
them.

The following compani es/organizations provided information for this section of the report:

* Transnet

* Eskom

* Sappi

* Mondi

*De Beers

* Goldfields SA.
* Anglo American
* Anglo Platinum
* Anglo Gold

* Kumba

. BHP Billiton

4.1 Transnet

Transnet (including Spoornet, Portnet and Petronet) is widely recognised as having a large
stock of housing and other properties across South Africa. After considerable effort a
database of information was obtained.

After analysis atotal of 2 764 residential properties are notated saleable asillustrated in the
following table.

14
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Table 3: Transnet Residential Properties Deemed Saleable (August 2005)

Cape Town 19 11 000 — 40 000
Bloemfontein 592 2500 —60 000
Durban 1147 20 000 —90 000
East London 67 26 000 — 120 000
Johannesburg 1161 3 000 — 80 000
Kimberley 156 7 000 —41 000
Pretoria 69 30 000 — 120 000
Port Elizabeth 553 2 000 —40 000

Commenting on the statistics the following can be noted:

Transnet has been rationalizing and selling off its property holdings for a number of
years already. As such many of its most desirable properties have aready been
disposed of;

The location of outstanding stock is in many instances problematic. For example out
of 19 residential properties recorded as saleable in the Cape Town region 13 of them
arein Bitterfontein and afurther 3 are in Saldanha;

Notwithstanding locational concerns there is still a stock of residential properties with
values up to R120 000 which offer financing possibilities for the banks. However
these properties are only likely to be in the order of some 20% of the remaining
saleable properties (that is, some 500 units).

4.2 Eskom

Eskom have potentially 1 000 properties in their possession which can be made
available for purchase. These properties can be broken down into two classes,
Class A properties: Approximately 300 properties in possession being properties with
a value between R60 000 — R120 000 and financed via the Eskom Finance Company.
These properties are located in the following areas:

- Mbombela (Kanyamazane)

- Johannesburg (Soweto)

- Ekurhuleni (Vosloorus, Thokoza, Ratanda, Thembisa)

- Emalahleni (Kwa Guga, Phola)
Class B properties: Approximately 700 properties with values between R180 000 —
R300 000 but ailmost al of them are to be found in isolated locations attached to the
power generation activities of the company. Locations include Ellis Ras, Krid,
Standerton, Volksrus and the Witbank area. Because of the location of these power
stations houses have no real open market value.

15
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4.3 DeBeers

Have avery limited number of houses which could be privatized but the numbers involved
are insignificant and they are often in outlying locations such as Cullinan or Kleinsee. In
the latter location there is simply no market for the units available.

4.4 Goldfields S.A.

The company confirmed that it was policy (in pursuance of Mining Charter
objectives) to sell existing company owned homes but on a selective basis and only to
company employees;

Goldfields estimated that it had approximately 6 000 houses in total of which 1 000 —
1 200 should be released onto the market by the end of 2008;

The current value of the magjority of the units to be privatized is between R140 000 —
R160 000;

Of the units to be released 80 — 85% will be in Gauteng and the remaining 15 - 20%
are in the Mathabeng Municipality (i.e. Welkom/Odendaalsrus area).

4.5 Anglo American (Head Office)
No rental stock to be privatized.

4.6 Anglo Platinum

The company has 6 000 housing units of which about 250 have a value up to
R180 000;

All units within the target range are in the Rustenburg and North West region;
Owing to the intense demand for housing from an expanding platinum mining
economy, Anglo Platinum have no intention of privatizing any of its available stock.

4.7 Anglo Gold

This company is in the middle of a process to develop a strategy to dispose of 5 331
family housing units;

Of this total number 497 are situated in proclaimed urban areas and have a value
below R200 000;

Anglo Gold anticipated the sale of about 35% of these units by the end of 2008;

16
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About 50% of the housing stock in question is in the Carltonville area; the other 50%
is concentrated in the Klerksdorp area.

4.8 Kumba

The company has a policy to dispose of its own stock, and has 1 500 units available;
Of thistotal approximately 25% have a value below R200 000;

The company has set atarget to dispose of all its available houses by the end of 2008;
The primary difficulty is that the available housing is linked to the mining and

quarrying activities of the company at locations such as Phafuri, Ellis Ras, Sishen and
Thabazimbi.

49 BHP Billiton

Only very limited stock available in remote parts of the country.

4.10 Sappi

Have limited housing stocks which will be disposed of over time;
Available properties are primarily located at sawmills and in forest areas.

4.11 Mondi

Has atotal of three houses left in Richards Bay all of which are in the process of being
sold;

Remaining units (numbers unknown) are in forest areas on unproclaimed land.

17
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5 CONCLUSIONS

The analysis thus far indicates that in the next 3-5 years South Africa will continue with
efforts to privatize housing stock from a provincial, local government and corporate
perspective.

At the present time it is difficult to determine precisely the number of units in the target
range involved and consequently the likely impacts on the banking sector. A best estimate
is however asfollows:

Stock managed by provincial housing departments and transferred in terms of the
discount benefit scheme: 90 000 — 100 000 units

Stock managed by municipalities and local government bodies.80 000 — 100 000 units
Parastatal, state corporate and private sector bodies: 5000 — 10 000 units

The following observations are offered in respect of these estimates:

(8 The possible 90 000 — 100 000 additional transfers to be undertaken under the aegis
of provincial housing departments utilizing the discount benefit scheme will have no direct
financial implication for the banking sector. These housing products are typically 51/6 and
51/0 detached houses situated in a ‘township’ type environment.

(b) In the next category of stock managed primarily by municipalities the real question
which needs to be asked is what proportion of the estimated 80 000 — 100 000 units could
realistically be privatized by the end of 2008. This question is asked as in a high
proportion of instances the available stock is:

- In poor physical condition

- Attached accommodation which would require physical survey, opening of a
sectional title register and the establishment of a body corporate to enable private
ownership.

- Lived in by persons of generally limited means

Given the above it will be difficult to privatize such units and in such circumstances
certain provincial and local governments have opted to try to transfer ownership of group
units to existing social housing institutions or social housing institutions to be established.

18
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In some instances co-operative forms of ownership are also being considered.

Redlistically therefore there may be as few as 25% of these estimated dwellings which
could be privatized. The reality however is that until the responsible government agencies
have detailed inventories of the physical stock and detailed registers of those living in the
houses/flats concerned, it is impossible to accurately determine the likely take up of bond
finance in this market segment.

(c) Regarding the corporate sector there are also limited opportunities.  Such
opportunities would have to be carefully identified by the banking sector on a sector-by-
sector basis, by interacting with individua companies and by even cherry picking
opportunities within companies. In al reality thisis an area of the market that will resolve
itself over time as companies make properties available to employees. A hig bang
approach whereby all possible units to be privatized can be identified and sold off in a
three year period is likely to be viewed as unrealistic by most employers.

In closing this section of the investigation a few additional comments are made:

Obtaining housing statistics on a consistently kept basis and which are up to date and
reliable has been extremely difficult. Good cooperation in obtaining the available
figures from national and provincial government was experienced.

Housing statistics and record keeping at the local authority level is clearly much more
problematic. Also levels of cooperation with this investigation have been more
patchy.

Regarding outstanding transfers which need to be completed under the management of
provincial departments of housing, it would be fair to note that those which remain to
be finalised are often the most difficult to bring to a conclusion. In large measure the
easier transfers have already been concluded. The net result will be that the wrapping
up of outstanding transfersis likely to be slow and drawn out.

From an administrative point of view there are serious capacity issues within the
public sector

From a policy point of view local and provincial governments are grappling with an
appropriate response to the management and/or the disposal of public housing stock.
Generally, the management of such stock is difficult and results in significant revenue
under recovery.

Housing officials responsible frequently express high levels of frustration to increase
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rental payment levels. Without consistent local authority Councillor support it is
difficult to introduce proper credit control procedures. This is a widespread problem
across the country;

The wisdom of some provincial and/or local authority administrations must be
guestioned in instances where there is an insistence on privatizing all public housing.
In the context of high levels of poverty in some housing estates ownership of property
is not affordable to some without income support or other forms of subsidization. To
pretend otherwise is ssimply irresponsible;

On the other hand, though better credit control arrangements and enforcement many of
those who receive public housing benefits and can afford to pay their rentals and full
service payments would be obliged to do so. Local government in particular needs to
act in thisregard.
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6 CASE STUDY NO. 1: JOHANNESBURG AND TSHWANE
(GAUTENG)

1. BACKGROUND

The transfer of residential property rights from the State to qualifying beneficiaries needs
to be seen as part of a process to promote homeownership in South Africa. Indeed the
promotion of ownership amongst specific disadvantaged sectors of the community goes
back as far as 1979 when leasehold rights were first granted to black South Africans to
own property in urban areas, whereas efforts to privatise publicly owned housing stock go
back to 1982 with the initiation of the so called “Big Sale” campaign.

In Gauteng the transfer of public housing stock is dealt with according to three (3)
directives, al of which were issued at various times by the MEC Housing, in terms of
Section 171 of the Local Government of Ordinance (1939).

It is aso important to note that both the Provincial Department of Housing and the
respective municipal housing departments have a joint responsibility with respect to the
management and transfer of residential property. This is especially the case as regards
properties classified in terms of directive No. 2.

2. DIRECTIVENO. 1

This was the first directive issued by the MEC Housing (Gauteng) to facilitate the transfer
of residential title in black towns (i.e. Soweto, Thembisa, Katlehong etc.). This directive
grew out of the representations of the Committee of 10, the agreement of the so-called
“Soweto Accord”, and the deliberations of the Greater Metropolitan Chamber.

To date considerabl e progress has been made to implement the directive.

According to an interview with a senior City of Johannesburg official responsible for the
transfer programme , there are still approximately 19 000 transfers plus Alexandra (i.e. 6
000) to be completed under directive No. 1. All of these transfers will be processed

21
Matthew Nell & Associates/ Settlement Dynamics Project Shop



Research into Housing Supply and Functioning Markets: Resource Report 6 — Public Sector Owned Land

according to the discount benefit scheme in operation at present. Where necessary a full
value housing subsidy (up to an amount of R31 900) can be made available to facilitate
property transfers according to a recent decision of the MEC.

City of Johannesburg delivery targets are as follows:

04/05 6 000 units
05/06 6 000 units.

Of the 19 000 unitsidentified it is noted that approximately 3 000 of them are flats situated
in the Chiawelo, Jabulani and Naledi areas of Soweto. Grouped tenure housing solutions
will need to be implemented to enable transfers to take place in this context.

With regards to Alexandra a highly complex situation pertains in that there are on average
a total of eight housing units, involving usually multiple family/occupant situations
situated on demarcated erven. Special regulations to deal with the complexity of resolving
anticipated competing ownership claims were promulgated in July 2004. As yet however
the Department of Housing has not commenced with transfersin Alexandra.

From the point of view of the banking movement no demand for mortgageable products is
anticipated from remaining transfers to be undertaken in terms of Directive No. 1 except
perhaps in some very limited instances where property values exceed the vaue of the
government subsidy mechanism (e.g. Power Park — approximately 70 units, Dobsonville
Ext 2 — 400 units, Naledi Ext 3 — 150 units, Chiawelo Ext 3 — 150 units and Protea South —
100 units).

3. DIRECTIVE NO. 2

Issued in 1996 this directive deals with the transfer of stock developed previously by the
Department of Community Development for so-called sub-economic White, Coloured and
Indian families, by the departments of housing of the previousdy own affairs
administrations, and with rental housing constructed by the actual local authority itself.
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Whereas all directive 1 properties which have not yet been transferred are owned and
managed by the local authority, directive 2 properties are under the jurisdiction of both the
local and provincia authorities in Gauteng.

Current stock which has not yet been transferred is as follows:

(@ Provincia jurisdiction stock:

Main areas include Eldorado Park, Lenasia, Lawley, Ennerdale and Germiston.
Approximately 6 000 of these properties have been classified as transferable
properties. The MEC has given the provincia officials a deadline of 15th December
2005 to complete these transfers.

Properties are valued on an historic cost basis with the highest values being
approximately R40 000.

A further indeterminate number of other properties are classified as non-transferable
and which are to be processed in phase 2 of the so-called RETRO (Regularisation and
Transfer of Ownership) programme of province.

(b) City of Johannesburg:

Current stock levels consist of detached houses (approximately 8 000; and attached
row houses/flats being approximately 15 000).

Regarding detached houses 4 000 have been targeted for transfer in the short term
(targets: 500 units per annum in 04/05 and 05/06). A further 4 000 detached houses
will be attended to at alater (unspecified) time.

Of the attached units 2 939 are to be transferred to beneficiaries (via the sectional title
route) in the short term. A further 12 000 such transfers are intended at a later stage.

In some limited instances there is very likely to be a demand for some additional
finance to enable the privatization of homes with values in excess of the subsidy
available.

These areas include Rabie Ridge (100 units), Westbury Ext 3 (100 units), Eldorado
Park Ext 9 (100 units) and Ennerdale Ext 5 (100 units).

According to the City of Johannesburg officials progress in terms of this directive is “slow
but improving”. Recently a service provider (AVAX) was appointed to oversee and
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manage the city’s mandate. To date a total of 36 sectional title schemes have been
established to own and manage group-housing schemes.

(c) City of Tshwane

Contact with the relevant officias indicates that there are two distinct categories of
propertiesin Tshwane, being:

Those identified as not being available for transfer. These amount to approximately 3
500 units. The official responsible for this category of properties confirmed that his
city was not implementing the RETRO programme of province as yet. He indicated
though that this category of 3 500 properties on the non-transfer list could be reduced
in futureif (when?) his council decides on this matter.

Properties being identified for immediate transfer.

Properties for transfer include:

162 units in Nelpamius. These are all detached houses with an average value of R10
000.
268 unitsin Eersterus. The Council isin the process of subdividing the semi-detached
dwellings concerned. The official commented that this activity has been on-going for
some two years now! Propertiesin this area have been determined. All fall below R2
500.

A possibility of privatising approximately 760 units in the Lotus Gardens area was
mentioned. The Tshwane Council has apparently withdrawn these units from its transfer
list at present. Also there are between 70-100 units of older stock (mostly in reasonable
physical condition) in the suburbs of Elandspoort and Hermanstad. Again, however, these
dwellings are not on the transfer list in Tshwane at present.

4. DIRECTIVE NO.3

This directive issued by the MEC Housing in 1997 deals with the transfer of residential
properties in less formal areas. By this is meant those areas which were established and
developed by the previous Transvaal Provincia Administration from the early 1980's
onwards. This was the period in which significant anti-apartheid forces were ralying to
render local government organs increasingly ineffective. Those areas developed on this
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basis included Diepsloot, Orange Farm, Ivory Park, Doornkop (Thulani), Rietvallei and
Zonkizizwe.

According to the City of Johannesburg there still remain a total of 43 759 transfers to be
undertaken in directive 3 areas. Targets set are asfollows:

04/05 10 000
05/06 10 000.

Progress over the last 3 years with respect to both directives 1 and 3 properties has
been incredibly slow. Transfers in these areas are currently under the management of the
provincial Department of Housing. Unfortunately following a dispute with the appointed
service provider (AFRICON) progress slowed dramatically. The policy decision of the
province to process these transfers internally has delayed the conclusion of this transfer
programme significantly.

From the point of view of the need for mortgageable products no demand is anticipated
from directive 3 first time transfers which will be processed via the discount benefit
scheme currently in place.

5. THE TRANSFER PROCESS

All three directives in operation are processed in terms of the 16 step process as
illustrated overleaf. Essentially this process has three stages:

25
Matthew Nell & Associates/ Settlement Dynamics Project Shop



Research into Housing Supply and Functioning Markets: Resource Report 6 — Public Sector Owned Land

26
Matthew Nell & Associates/ Settlement Dynamics Project Shop



Research into Housing Supply and Functioning Markets: Resource Report 6 — Public Sector Owned Land

Stage1l: This deals with the receipt and checking of clams and the receiving of
objections where one or more party might wish to receive the ownership of the same

property.

Stage2: This is a dispute resolution process which allows for a mediation and/or an
adjudication process where there is a dispute regarding transfer.

Stage3: This fina administrative phase enables the transfer of property rights to be
concluded in the deeds office, the payment of any monies concerned and the updating of
municipal housing records.

5. ISSUES

From an investigation of residential transfer activities in the Province and the City of
Johannesburg the following issues can be highlighted:

(@ While the vast mgjority of all public housing stock vests in the hands of the local
municipality, the pace at which transfers can be processed are critically determined by the
activities of the province. Most crucia in this regard is the availability of sufficient
funding to enable service providers to be appointed, to fund the required financial transfers
and to pay the legal and transfer costsinvolved.

(b) The decision by Province to process transfers internally slowed the rate of transfers
dramatically.

(c) Outstanding transfers tend to require more active management to process. The 80/20
rule tends to apply in such instances and stiff political will is necessary to ensure that
responsible officials complete transfer processes timeously.

(d) Sectiona Title Ownership:

It isafairly complicated technical processto deliver thisform of ownership.

It requires high input costs to deliver (e.g. land survey inputs, engineering re structural
aspects and legal inputs).

Also requires a high contact level with households to ensure good understanding of a
new concept

A total of 36 sectional title schemes are now operating to manage stock transferred by
CoJ.

There are problems but generally they are not too bad.

Often the problems have been created by the speed at which schemes have been
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implemented due to pressure from communities anticipating ownership.

Until all units have been transferred the local authority is statutorily required to remain
part of the body corporate. Unfortunately local authority personnel do not attend body
corporate meetings (Reasons: lack of motivation; involves after hours work for which
persons are not remunerated for; no sanction applied on officials for non attendance).
CoJ does not follow a policy of socio-economic profiling to determine if households
are suited/can afford ownership.

The CoJ policy is to try to transfer 100% of public stock to beneficiaries as soon as
this can be achieved.

When CoJ contemplates transferring ownership in a group-housing situation the
building is surveyed. When 80% of “owners’ buy-in to receiving transfer (and
provided the building is structurally sound) then the transfer process commences.

The remaining 20% who do not wish to take up transfer and then relocated to
aternative rental housing.

When properties have a value greater than the current subsidy beneficiaries will need
to fund the difference.

6. CONCLUSIONS

Reviewing the transfer of residential properties under the jurisdiction of the City of
Johannesburg and the provincial department of Housing enables the following conclusions
to be drawn:

The opportunities for the provision of mortgageable housing products in this sub-
market is extremely limited.

Transactions of sale are invariable processed on the basis of historic cost valuations
and thus the R7 500 allowed for in terms of the discount benefit scheme, or asis more
latterly applied the value of a full subsidy for higher valued properties, normally
enables the full historic cost to be amortized fully.

Government officials have indicated that in those instances where purchase prices may
exceed the value of the available subsidy, the overrun is typically limited to no more
the R5 000 — R10 000. In such instances new homeowners are given up to 5 years by
the province to settle up outstanding monies owed.

Officials also indicate that banks and financial intermediaries have aso obtained
details of those with outstanding balances to offer them small loan arrangements.

In specific limited instances there may be potential to offer mortgagable products. For
example, there are approximately 70 properties in Power Park (Soweto) which have
values of between R40 000 — R65 000 which could be considered. Also as noted
previously there will be some demand for finance for homes to be transferred in
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Dobsonville Ext 2 (400), Naledi Ext 3 (150), Chiawelo Ext 3 (150) and Protea South
(100).

While the City of Johannesburg has some 15 000 attached housing units (of which some 2
939 have been identified for immediate attention) the complexities of processing sectional
title transfers in alow income housing environment offer considerable difficulties. Indeed,
it would seem fair to conclude that both the City and the Province are actively pushing
ownership solutions at al costs to shift the significant under-recovery on publically
managed rental stock from their budgets to those of the many families who simply cannot
afford ownership options. The long-term wisdom of thi
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7 CASE STUDY NO. 2: eThekweni (DURBAN)

1. BACKGROUND

eThekweni has a very strong and definite political mandate as far as the privatization of
public housing stock is concerned. In essence the administration is charged with
privatizing as many public housing units as possible to extend the perceived benefits of
homeownership to as many families as possible.

One also has the feeling that this drive towards privatization is being pushed as far and as
quickly as possible to stem the substantial annual deficits borne by the Municipality. Ina
paper presented in March 2005 by Y unus Sacoor (Deputy Director: Housing eThekweni)
he noted, for example, that out of an annual operating budget of R109,9m in 2004, his
council had in fact recorded a deficit of R35m.

To date eThekweni has transferred approximately 50% of its rental stock to ownership.

The other important leg of Council policy is to invest heavily in the upgrading and
refurbishment of rental stock still under council management. This clearly makes sense as
it facilitates privatization at a later stage when units are in a good state of repair. Up to
March 2005 the eThekweni Municipality has spent R110m on upgrading rental units.

2. PROGRESS

The figures below indicate that of an initial stock of 26 000 units less than half or 11 366
still remain for sale.

Table4: Initial Stock

Dwelling Type Original Stock Sold to Date Availablefor Sale
Flats 15765 3755 10 367
Duplexes 6 996 6151 845
Other (i.e. Saleable) 3239 3085 154
TOTAL 26 000 12 991 11 366
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The Municipality has taken advantage of the discount benefit scheme to enable property
transfers to beneficiaries. Since 1995 duplex units have been disposed of on this basis;
since 1997 flats have been privatised too in terms of sectional title legislation.

3. OBSERVATIONS

A total of 593 sectional title schemes will need to be established to privatize the
available stock of flats and other attached units. A total of 239 or 40% of these bodies
corporate have already taken ownership of their schemes. This aside Mr Sacoor from
the municipality concedes that the following problems are still prevalent:

- post care support

- sustainability of schemes already transferred

- affordability issues

- payment of levies

- difficulties with trustees and tenants in bodies corporate

- continuation of many social problems

Of the bodies corporate established it is notable that some 50% are working well; 25%
are acknowledging to be struggling; with 25% recognized to have major problems.

It is commendable that eThekweni places such a high emphasis on impacting on the
social issues around sectional title by high intensity educational drives and providing
post care support.

A magjor issueis clearly the high turnover of trustees to the point where trustee training
is being discouraged. Instead the greater use of managing agents is the preferred
strategy to improve the performance levels of bodies corporate.

Available figures indicate that the vast bulk transfers (using a historic cost approach)
takes place within the value of the discount benefit scheme (i.e. R7 500) and certainly
within the value of the full capital subsidy. In view of this it is not anticipated that
thereisor will be ademand for mortgageabl e finance in the eThekweni Municipality.
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8 CASE STUDY NO. 3: CITY OF CAPE TOWN
|(WESTERN CAPE)

1. BACKGROUND

The Cape Town has a very different approach to the management of its public housing
stock to both eThekweni, Johannesburg and Tshwane. Instead of pushing ahead
aggressively to encourage the ownership of public housing, Cape Town has adopted an
approach which views available public housing as a strategic resource to the City. On the
other hand it recognizes that only a limited proportion of current property renters would
make good ownership material. In view of this unitsto be privatized are carefully selected
and are the exception rather than the rule. In short, the vast majority of public stock in
Cape Town is destined to remain that way and only very limited privatization of public
stock will take place in Cape Town in the next 3 —5 years.

The different approach to the management of public stock in this city is clear from the
paper presented by Malcolm McCarthy at the Public Housing Stock Conference,
Johannesburg, March 2005. In this paper he noted that the purpose of public housing stock
in the context of Cape Town was to,

“Ensure the provision of well located housing opportunities for households on low
incomes through maximizing the efficient uses of the resources available over the medium
and long term; and

to contribute to the social and economic integration of Cape Town in a sustainable
manner.”

2. STATISTICS

* Rental units 42 000

(to be supplemented by 8 000 additional units from hostel conversions and 13 000
units from the N2 redevelopment programme).

In terms of the Transfer Tenure Option of the municipality only 2 000 flats are to be
made available for ownership over the next four (4) years. Units will either be made
available on a sectional title basis (i.e. individual title) or on a shared tenure or
cooperative basis.
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According to discussions with Ms Melanie Ravels of the Cape Town City Housing
Department the majority of the 2 000 units to be transferred consist of 2, 3 or 4 storey
walk-ups with the mgjority of units having a value below R7 500. Consequently, the
discount benefit scheme will be utilized.

3. RENTAL HOUSING POLICY
Notwithstanding the significant annual under recovery on rental housing stock (i.e.
over R240 million are present), Cape Town has not adopted a policy of large scale
disposal of assets.
Instead the City had adopted a diverse strategy to manage its public stock. Key
aspects of the policy are:

(@ Management of existing council rental stock: In this situation Council takes
core service responsibility for the management of its existing rental stock while
preparing for future transfer on the basis of best use of stock.

(b)  Tenure transfer for some tenants (TOP): Here the Council proactively supports
the transfer of ownership of some flats for tenants in freehold and group ownership.

(c) Development and management of new socia rental stock: By so doing the
Council actively facilitates the development and efficient management of new well-
located rental housing stock through public/private partnerships.

4. OBSERVATIONS

From the point of view of the banking movement there will not be a demand for
mortgageable products to support housing transfers in the jurisdiction of the City of
Cape Town.
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