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CHAPTER 1: CHAIRMAN’S FOREWORD AND
EXECUTIVE SUMMARY

VISION

The vision of the Ekurhuleni Housing Company (EHC) is to be the creative social and rental housing
agency of choice for the City of Ekurhuleni.

KEY POLICY DEVELOPMENTS

The EHC is fundamentally linked to the National Development Plan which after an extensive process of
research and canvassing of the views of South Africans on the challenges the country faces and the
goals the country should strive to achieve, national government released a diagnostic report in 2011.
Some of the challenges highlighted in this report include:

e Too few people work;

e Corruption levels are high;

e Spatial divides hobble inclusive development;

e Public services are uneven and often of poor quality;

e The public health system cannot meet the demand or sustain quality; and
e Infrastructure is poorly located, inadequate and under-maintained.

NATIONAL OUTCOMES

In 2010, Cabinet adopted the following 12 outcomes which are the politically determined priorities of
government as derived from the election manifesto of the ruling party and the Medium Term Strategic
Framework. Five priority areas were identified: decent work and sustainable livelihoods; education;
health; rural development, food security and land reform; and the fight against crime and corruption.
These translated into 12 outcomes to create a better life for all:

e animproved quality of basic education;

¢ along and healthy life for all South Africans;

e all South Africans should be safe and feel safe;

e decent employment through inclusive growth;

e askilled and capable workforce to support an inclusive growth path;

e an efficient, competitive and responsive economic infrastructure network;

e vibrant, equitable, sustainable rural communities with food security for all;

e sustainable human settlements and an improved quality of household life;

e aresponsive, accountable, effective and efficient local government system;

e environmental assets and natural resources that are well protected and enhanced;

e a better Africa and a better world as a result of South Africa’s contributions to global relations;
and

e an efficient and development-oriented public service.
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The EHC Social Housing Policy, and Breaking New Ground Strategy which states that residents should
live in a safe and secure environment and have adequate access to housing. Furthermore, the EHC
contributes to “Outcome 8: Sustainable Human Settlements and Improved Quality of Household Life”,
which relates to the provision of 80,000 well-located affordable rental accommodation by 2020. From a
provincial standpoint, the EHC is aligned to the Gauteng Sustainable Human Settlements Strategy
(SHSS) by supporting Housing Typology Strategic Lever to improve housing location, type and choice in
Gauteng.

On a municipal level, EHC has aligned its strategy with the Ekurhuleni Human Settlements Development
Plan. The plan includes the Integrated Residential Development Programme which plans to develop a 5-
year target of 100,000 units, inclusive of social and rental housing through two sub-programmes; the
Social Housing Programme and the Urban Renewal Programme.

Through the Social Housing Programme, two projects have been completed: Delville and Chris Hani
Village, both of which have provided affordable and decent rental accommodation for indigent city
dwellers.

The Urban Renewal Strategy of the City has impacted our environment by upgrading the inner-city public
spaces. Two projects, one in Germiston and one in Tembisa, have been implemented in which EHC has
been rigorously involved. These programmes have influenced the safety as well as the look and feel of
public spaces that will encourage further private investment in the city.

The EHC further aligns itself to the following Integrated Development Plan (IDP) strategies as set out by
the City of Ekurhuleni (COE):

Ekurhuleni Growth and Development Strategy (GDS)
The Ekurhuleni GDS focuses on the following outcomes:

e The prioritisation of housing infilling and densification;

e To enhance sustainability, the provision of housing needs to be integrated with engineering and
social services;

e The need to create a functioning property market through developing mixed income human
settlements; and

¢ The need to provide a range of alternative housing typologies and tenure options.

Ekurhuleni Metropolitan Spatial Development Framework (MSDF)
The Ekurhuleni MSDF focuses on the following outcomes:

¢ Promoting economic activity within the core development triangle;
e Linking disadvantaged communities to the core area; and
e Mixed-use, high density development along corridors and at nodes.

Ekurhuleni Densification Strategy

The densification strategy seeks to increase densities in the metro in support of a compact city approach.
It is envisaged to increase densities along movement lines i.e. railway stations; Integrated Rapid Public
Transport Network (IRPTN) - to increase accessibility of public transportation to a broader population and
increase contribution towards a cost effective and citywide public transport network.
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KEY SERVICE DELIVERY IMPROVEMENTS

The EHC has completed the first phase of organisational rationalisation that has produced a single entity
for the city that can focus on the delivery of our social and rental housing mandate. These include:

. Continued delivery of rental units (Chris Hani Village Phase 2).

. Approval of a model to take on the management of Council owned rental stock (3382 units)

. Endorsement of the mixed model strategy that includes both rental and social housing to be a
sustainable entity

. Board approval of a Guarantee agreement to facilitate the borrowing for new projects

A key challenge for Social Housing sector remains the meeting key service delivery targets which
includes the maintenance of existing stock and secondly the revenue collection in a depressed market.
Steps are in place to overcome these challenges including:

. The Company must mobilize funding from the shareholder to commence the refurbishment in
line with the approved building condition assessment.
. Use technology to enhance revenue collections and use the current legal recourse the

company has.
PUBLIC PARTICIPATION

Rental and social housing is considered a niche market, and therefore public participation is limited to the
surveys we conduct and the quarterly meetings held with tenants by management, which address house
rules, maintenance, and security issues. More information on this can be found in Chapter 3.

Accountability, in terms of public participation has improved through the Service Level Agreement with the
City, the structure of the Board and Management. Clear plans to implement our strategy is in place, and
risks are managed through our framework which provide for oversight and accountability.

FUTURE ACTIONS
The plans for the next five years include the pursuit of the following two strategies:

1. Pursue aggressively Greenfields and Brownfields development; with special emphasis on urban
renewal project to revive inner city areas that have decayed; and
2. Phase in the transfer of rental stock from the city to be managed by EHC.

This combined strategy must ensure that EHC has the ability to manage in excess of 8,000 units over the
next five years.

AGREEMENTS/PARTNERSHIPS

The partnership created with the Municipality of Breda in Netherlands must be pursued to develop
additional capacity and implement lessons from their Social Housing Policy. The company is encouraged
to arrange additional visits and exchanges that will improve internal capacity.

CONCLUSION

While the year was constrained by depressed market conditions the company continued to improve with
respect to:
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a) Collection of revenue;

b) Accelerating maintenance of old rental stock;

c) Approaching the phase in of council owned stock; and

d) Playing a key role in the Urban renewal process by using social housing to change the face of our
decaying cities.

For any social housing company to establish and maintain its success two challenges have to be met.
The first is that new affordable stock that also suits the requirements of the target market has to be
developed, while the second pertains to management — it has to be capable, efficient, agile and
committed. Management that meets these criteria must of course also excel in the crucial aspects of the
business such as collection and maintenance. | am very proud to say that in both these areas during the
past financial year, the EHC has performed very well. Several projects have been initiated, and stand at
various stages of implementation, and, as with any entity, their successful execution has been entirely
dependent on the capacity and quality of our people.

These achievements would be significant for any entity active in the marketplace. For the EHC they have
been even more noteworthy because of the difficulty of the environment in which we operate. On the
regulatory side, the social housing regulator has a CEO now and relationship has never being better,
while conditions in the wider South African economy have meant added business challenges in terms of
collections and the general flow of funds. On both these scores the EHC has performed notably well, with
collections meeting targets, and the grant funding for which we applied having been awarded. Thus,
despite certain constraining factors, and with the pressing need for social housing continuing unabated,
our productive interaction with developers has enabled us to ensure that the product being supplied is
affordable for our clientele.

As the Chairman of the Board of EHC my terms expires in June 2018, as we come to the end of the term
of office we acknowledge how the company has changed during that term. Our mandate to be a
developer and key player in the rental market has been broadened, and the support received from Clir
Lesiba Mpya and the absolute belief that rental housing can make a significant contribution to the
provision of adequate housing for the poor. We thank him and assure him that we are on a path that aims
to significantly deliver rental housing at scale and in so doing, improve the quality of life for the many
South Africans in low-income households.

The EHC Board'’s leadership and oversight through the changing and challenging times of the last year is
greatly appreciated. My sincere thanks go to all Board members and the shareholder representatives for
their professionalism and insight and their focus in engaging us to find solutions to the rental housing
challenges we face with regard to the unserved majority of the population.

The Executive team has seen some changes during the last year, but has been called upon to open their
minds to new ideas and provide the necessary foundation from which new rental markets could be
tackled. The team has risen to the challenge and all its members have given me their commitment, and
my thanks go to all of them. My heartfelt thanks go also to all the staff, many of whom have stayed the
course with the EHC and who have accepted the changes in the operating model and used their diverse
talents to make the provision of rental housing a reality. Finally | thank our CEO for his dedication and
unwavering energy in delivering housing in Ekurhuleni under difficult conditions.

Signature

Mr Zingisani Nkamana
Chairman of the Board
Ekurhuleni Housing Company
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COMPONENT B: EXECUTIVE SUMMARY BY THE CEO

1.1. CEO’S OVERVIEW

The Ekurhuleni Housing Company experienced a difficult 2017/18 financial year which was marked by
severe economic down-turn within the local environment. Notwithstanding this the company was particularly
successful in respect of maintaining its collections levels in the same year. The year under review saw the
company operating as a single entity and has produced a single set of excellent results as one consolidated
municipal entity.

Economic challenges continued to have a negative impact financial circumstances Social Housing
Institutions. Despite that, the year under review EHC managed to implement a high-profile social housing
project. The phase two development of the Chris Hani Village was nearing completion.

The Chris Hani Village Phase 2 will yield a further 192 social housing units which will be available for tenant
occupation in the 2018/2019 financial year, a créeche and 9 commercial units.

During the year the Vosloorus Social Housing Project that will yield 770 units has commenced construction
and the Clayville Extension 45 Social Housing Project has completed planning and design and will be
implemented in the 2018/2019 financial year.

The Block E project has now had the 18 units fully occupied. This project now contribute to the City of
Ekurhuleni by improving quality and standard of building in the inner city of Germiston that has decayed
over a period of time.

The Deville project of 112 units and the Chris Hani Village project of 144 units has now been fully occupied
by new tenants from the surrounding areas.

The EHC has consistently expended resources in hew project development which has resulted in detailed
designs been completed for Airport Park (144 units), Kempton Park ( 70 units) and Queen Street in
Germiston (84 units).

In the cases where tenants are struggling to pay, the EHC has taken the necessary steps to address the
defaulting tenants. Throughout the process EHC has managed to:

a) Use the court to obtain eviction orders and remove tenants using a legally sound process;
b) Replace defaulting tenants with those who are willing to meet their rental obligations.

Despite a financially constrained market, the EHC has been diligent in its role to deal with defaulters.
However, the EHC has been sensitive of the financially challenged market and attempts have been made
in collaboration with stakeholders, to find suitable accommodation for those who cannot afford to pay rent.

The EHC has a close working relationship with the Department of Human Settlements and reports directly
to the department. The department engages in high-level strategic discussions regarding the alignment of
the EHC’s business plan, with a view to support the EHC with the fulfilment of its mandate. The Department
of Human Settlements has been instrumental in advising and guiding the EHC, and this as assisted greatly
in aligning the goals of the departments and subsequently those of the EHC.

On a bi-monthly basis, the EHC operations department meets with the Department of Human Settlements
on core projects. Though this process the following has been achieved;

10
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e the management of council rental housing units from the CoE;
e the transfer of community rental units which were previously hostels in Tembisa,
e aguarantee agreement to assist EHC borrow capital at competitive rates.

During the year under review, the EHC has unquestionably performed exceptionally well against its service
delivery targets. The entity has assisted in the delivery of social housing units on time and within budget.
The collection rate was higher at 92% and the maintenance budget has been 100% expended during the
year.

The supply chain management processes have improved in response to project needs, the entity however
continues to review and refine its process to be more responsive and efficient. The tender committee’s
large volumes of tenders are processed and approved. Investments have been made available for the
upskilling of employees in the supply chain management department. Training of other functional areas
such as the finance department are underway. The MFMA training modules are being attended by key
senior staff members in order to capacitate them with the necessary knowledge and enable them to
effectively comply with the MFMA regulations.

The period of uncertainty, change and indecisiveness has been removed by the new Council that has
endorsed the role of EHC as the premier Social and rental housing for the CoE.

Regardless of the increasing stock, more innovative, ground-breaking projects are required to change the
urban landscape of the CoE. The Germiston Intermodal Project is one such flagship project that must
receive attention in the new financial year that will change the social, economic and spatial environment of
Germiston Station.

1.2.1 ENTITY’S FUNCTIONS, POPULATION AND ENVIRONMENTAL OVERVIEW
Entity’s Functions

The EHC derives its mandate from the CoE. This mandate is informed by the national housing imperatives
that are dictated through the Rental Housing Act, Social Housing Act, and the MFMA. Its vision and mission
are underpinned by a set of values and goals, and they are tailored towards building an organisation that
provides superior, quality social and rental housing, and property management services to its clients within
Ekurhuleni. EHC provides and manages affordable rental housing for the lower income market and this
forms part of its efforts to eradicate the housing backlog in the Ekurhuleni Metropolis.

The core business of EHC therefore includes:

. Development of new social and rental housing;

. Refurbishment, upgrading and management of selected council-owned rental housing stock;
and

. Refurbishment of inner-city high density rental buildings and the provision of turnaround

strategies where necessary.

The rationale for the establishment of the EHC was to promote the creation of quality living environments
for low income residents. The EHC would thus derive and implement a plan for the development of
integrated social housing, medium density, rental housing and communal housing - in support of Inner City
Regeneration, and Urban Renewal in Ekurhuleni. The mixed model including rental and social housing has
been endorsed and supported by the CoE.

11
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11.2.2 POPULATION

The EHC has made notable contributions to the population of Ekurhuleni. New stock has been made
available in areas of high demand and the standard of social housing has been improved considerably, with
a view to reduce long-term maintenance costs. The EHC has also proven the benefit of the conversion of
old, derelict buildings into quality homes that directly address the needs of the community.

The main target market for the EHC is comprised of home-seekers whose household incomes meet the
criteria for the Restructuring Capital Grant (RCG) and institutional housing subsidy. Beneficiaries’
household income must be between R1,500 and R15,000 per month.

The profile of the target market is further defined by the individuals’ occupations in local commercial
industries such as teachers, police officers, nursing staff and people who work in the public sector. The
racial profile is mixed but our business model is based on an income profile and not race.

Using the 2011 South African census data, Ekurhuleni has the second largest number of households in the
Gauteng Province at 26%.

Social Upward Mobility Trends - Human Settlement Buildings
80,0%

60,0%
0,
40,0% B

20,0%

0,0%

Actonville Alberton Benoni Brakpan Germiston Nigel Springs Thokoza

M BelowR3500 mR3501toR7500 ®R7500toR15000 L4R15 000+

The social housing market is estimated to consist of approximately 324,000 units in Ekurhuleni. To grow
and contribute to this market, the EHC is expected to develop a significant portion of housing units. To
direct our future contribution CoE with respect to Social Housing must be directed by spatial orientation of
existing infrastructure and developmental plans of a city. The graphic below indicates potential
opportunities.

12
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Ekurhuleni Regions

The graph below represents the number of households earning a monthly income between R1 600 and
R15 000 (100% = 1.2m):

Using the Social Housing Regulatory Authority (SHRA) requirement for social housing units, the average
monthly rental of R2 000 is worth approximately R8 billion annually. This represents a substantial
potential market and possible growth for suppliers in this market.

_— e —— == — = Rate the following aspects regarding your rental unit to your level of
CURRENT UNIT & MONTHLY RENT satisfaction
Closet Space (rooms) ] Ty 27.6 3.
Are you satisfied with your current rental unit? Current Unit—Flat / apartment with own kitchen & Availability of power sockets JiEX) . 80 120
W Dissatisfie bathroom (93.9%)
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What is your current monthly rent? Are you coping with your current monthly rent? Lighting 22 i 25.9 3.
™ RLSOL- “ R001 - 5 2 % y .
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e Walls & Ceiling 31.0 207 69
= d
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0.0%
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ey ‘What do you like about your neighbourhood?
364%

Close to work
Rate the following exterior and interior building aspects to your level of ‘The Neighbours.
satisfaction Itis Quiet

General appearance of building | s attractive

Intercom System Sense of community
Shared Interior (lobby, stairways, halls etc.) Near the shops
Mailbox

Near local schools
Exterior of building (gardens, grass etc.) s
Lighting (external & internal)

Rz Good children's play areas
Functionality of elevators

Cleanliness outside the building

Close to family
Parking options
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Security Measures

Wieastlked like W Most Liked
Laundry Facilities
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£
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Environmental Overview

The Political Economic Social Technological and Legal (PESTL) environmental analysis framework was
used to analyse macro factors influencing the EHC mandate. The results are tabulated as follows:

accommodation presents more
opportunities to diversify.

ANALYSIS FACTOR ENVIRONMENTAL FACTORS

Palitical POSITIVE NEGATIVE
Political will-power from local Elections impede process
government to support social execution such as evictions
housing. and rental increases.

Economic Constrained bank lending, Continued receipt of grants
including prices increase the income could be seen as a
pool of potential social housing | proxy of social housing non-
tenants. viability. For instance,

precedents were seen with the

Provincial Institutional Subsidy | Brakpan bus company. A
guantum has been increased weakened economy leads to
from R50k to R110k per unit. the loss of jobs.
MINMEC considerations on
RCG potential increase from
R125k to R155k.

Social Increasing demand for student | Increased tenant association

resistance impedes evictions,
petitions are a common way of
resistance in this regard.
Perception of social housing
degrading neighbourhoods, the
"Not in My Back Yard" Is a
perfect example.

Tenants tend not to appreciate
the property that they occupy.

Technological

Innovative building
technologies reduce capital
and maintenance costs.

There is the green building
agenda, to be realised in the
long term.

The Ekurhuleni broadband
infrastructure can enhance
revenue.

Green building agenda (in the
short term).
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Ekurhuleni Broadband
infrastructure can enhance
revenue

Legal

Considering the SANS 10400
regulation, energy efficiency
requirement decreases costs in

Current income threshold by
the regulator leads to
affordability issues and non-

the long term. adherence to regulations.

With cognisance of the SANS
10400 regulation, energy
efficiency requirement
increases costs in the short
term.

1.3 SERVICE DELIVERY OVERVIEW

Through completion of the Chris Hani Village Phase 2 (244 Units) and the commencement of Vosloorus
Social housing Projects (700 units), the EHC has directly contributed to service delivery through its target
of improving housing stock.

The City of Ekurhuleni’s strategy to encourage urban renewal is well within the EHC’s focus, and through
the maintenance of its older units, we managed to preserve the city’s heritage while also reversing the
effects of urban decay.

The EHC is committed to investing in aging stock and this includes painting, plumbing, tiling and general
maintenance of these properties.

Production of New Units

During the year under review, the EHC has ensured that 244 units will come on stream as a result of work
to be completed in the next financial year. There has also been an impressive amount of work done to
satisfy tenant requirements, particularly with regards to maintenance and the replacement of geysers.

The EHC has also replaced rebuilt a boundary wall that was about to collapse, additional bio-metric
systems we fitted to the rental complexes and pest control measures implemented in all complexes. The
EHC has made great improvements to the lives of its tenants and has raised the level of service delivery
standards considerably.

Challenges

The biggest challenge that the EHC experienced in service delivery, has been the delay of projects’
completion times especially from local communities that not happy with affordable housing typologies
located close their bond homes
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The companies collections while has remained stable, more effort is required to improve and get it to
98%. This will means more effective credit control, better screening of tenants and improved evictions
timeously.

The lengthy processes of supply chain delayed the completion of projects, and it continues to affect
projects significantly. However, management is working on modifying policies and streamlining the supply
chain processes to speed up projects.

Capacity constraints were experienced during the year under review. A number of policy modifications
were made which necessitates staff training on how new systems work, and how to apply the policies and
processes to improve efficiency. The training of staff in this regard, remains a key priority for the EHC
management.

1.4 FINANCIAL HEALTH OVERVIEW

The financial sustainability of the entity, in comparison to previous financial years reflects a stable and
improved future outlook. The collections rate of the entity has improved, and the ability to spend money
on existing properties has also improved.

The sources of other funding mechanisms such as from the SHRA and grants has been enhanced.
Operational grants received from the COE has increased during the financial year, from R5 million in
2016/17 to R8 million in 2017/18. Furthermore, an additional R28 million RCG grant has been approved
from the Social Housing Regulator, and R10 million was funded from the CoE towards the refurbishment
of Block E project.

The 2017/18 financial year faced economic challenges, with improved increase in rental revenue through
the acquisition of new assets. The past year resulted in a net operating profit of R76,5million The gross
operating income achieved for the year amounted to R144,6million and operating expenses of
R68,2million were incurred for the year under review. The overall income increased due to the increased
grants received during the year, however the gain in income was set off by the increased provision for
taxes of R39,7million resulting in a net profit of R36,7million for the year (2017:R4,4million net loss).

The projects’ pipeline is healthy and projects are being converted, thereby contributing to the ability of the
EHC to become a self-sufficient entity. During the year under review, the contribution of key projects
includes:

. Clayville Project, which is comprised of 350 units;
. Vosloorus Social Housing, with 700 units; and
. Rental transfer stock, of 3383 units.

More information on the projects we have completed during the financial year can be found in Chapter 3
of this report.

Challenges

Financial constraints have been a challenge, even though the entity was able to obtain additional funding
to finance projects. The packaging of project application to get funding is major challenge, to this end an
application has been submitted to the SHRA for specialized assistance in this regard.

The entity is currently pursuing three sources for funding:
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. Funding from the CoE, for strategic projects that contribute to the City’s key priorities.

. Funding from the Social Housing Regulator, to fund social housing projects.

. Funding from commercial banks through loans. As indicated, this will require a guarantee
agreement from the City with the Board’s approval, and is still pending approval from the
CoE.

1.5 ORGANISATIONAL DEVELOPMENT OVERVIEW

The implementation of the Performance Management System has been successfully completed with
senior management. The system was implemented for senior management, and the policy
implementation of this appraisal system worked well and bonuses are being awarded based on that.

The second phase of the performance with staff will commence on 01 July 2018, the exercise has
presented the following three challenges:

. Lack of understanding of the process by employees;
. Understanding the rate scale and implementation; and
. The implementation in terms of aligning strategy with individual plans.

The HR department is working on resolving these challenges, and is expected to complete the first phase
of implementation by December 2018.

In the IT department, the migration from the MDA financial system to the Solar System has almost been
completed and has been a success so far. Training of staff and the migration of existing data from MDA
to Solar is in progress, and once complete, will mark the successful completion of the migration. During
the year a Service level Agreement has been drafted in consultation with CoE. This will provide for a full
suite of service to be provided by the shareholder.

1.6 AUDITOR GENERAL 2017/2018

The external audit was completed by 31 November 2018. During November 2018, the Auditor General
issued reports on the financial statements for the EHC. The audit outcome was as follows:

Germiston Phase Il Housing Company t/a EHC: Unqualified
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1.7 STATUTORY ANNUAL REPORT PROCESS

1 Consideration of next financial year's Budget and IDP process plan.
5 Implementation and monitoring of approved Budget and IDP commences (In-
year financial reporting).
3 Finalise the fourth quarter Report for previous financial year. July
4 Submit drafted Annual Report of the year 2017 /2018 to Internal Audit and
Auditor-General.
5 Municipal entities submit draft annual reports to MM.
6 Audit and Performance committee considers draft Annual Report of entities,
where relevant.
Entity submits draft Annual Report including consolidated annual financial
7 . August
statements and performance report to the Auditor General.
8 Annual Performance Report as submitted to Auditor General to be provided
as input to the IDP Analysis Phase.
9 The Auditor-General audits the Annual Report, including consolidated Annual September -
Financial Statements and Performance data. October
10 | Entity receive and start to address the Auditor General’'s comments.
11 | Audited Annual Report is made public. November
12 | Oversight Committee assesses Annual Report.
13 Commencement of draft Budget or IDP finalisation for next financial year. Januar
Annual Report and Oversight Reports to be used as input. y
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COMPONENT A: POLITICAL AND ADMINISTRATIVE GOVERNANCE
GOVERNANCE OVERVIEW

The EHC Board regards corporate governance as the essential foundation for effective operations,
legislative compliance, impeccable conduct, openness and transparency. The EHC complies with
governance and this is in line with the COE’s policies, as well as internal governance policies within the
entity.

In July 2015, nine members of the Board of Directors were appointed. Thereafter, one director resigned
and during the year under review, the EHC had a total of eight directors on the Board.

Currently, there are three portfolio committees who are responsible for various functions of the entity. The
three portfolio committees are Audit, Finance and Risk Committee; Remuneration (HR) Committee and
Operations Committee. Responsible for the entity’s audits are The Audit, Finance and Risk Committees.
Internally, the Finance and Risk Committee reviews all finance and audit-related reports, after which they
are sent to the COE’s Audit Committee for further review.

The entity reports to the MMC of the COE. Two executives within the entity, namely the CEO and the CFO
implement strategy and oversight for the entity, and report to the relevant committees within the COE.

2.1 POLITICAL GOVERNANCE

The oversight committee, made up of parties who govern the city, scrutinises quarterly reports produced
by EHC on performance, service delivery targets and developmental matters. These are matters that the
committee attended to - with regards to the consolidation of the EHC during the financial year. The board
has a relationship with the MMC, the board is delegated by the MMC. MMC sits on the board, Head of
Depart (HOD) for human settlements provides guidance and strategic input into the entity.

2.2 ADMINISTRATIVE GOVERNANCE

The EHC ensures that its processes and practices are regularly reviewed, to ensure compliance with legal
provisions, the use of funds in an economic, efficient and effective manner and adherence to good corporate
governance practices. To this end, the year under review has seen a continued effort in the review of our
policies to ensure that they remain relevant and in line with best practice. The Board and Management pride
themselves for having focused their efforts on ensuring that the organisation functions within processes,
and a credible governance framework - which enable us to deliver on our mandate. These efforts indicate
EHC’s determination to maintain an ongoing evolutionary process, its endeavour to continually advance
corporate governance within the organisation. The Board is committed to ensuring that the solid foundation
that has been laid to enable the company in accelerating the delivery of its objectives.
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BOARD CHARTER

The Board is constituted and functions in terms of the Board Charter, which includes and outlines matters
of ethics, procedure and the conduct of Board members. A review of the Board and sub-committee charters
was concluded in 29 October 2015.

GOVERNANCE POLICIES

A declaration of interest policy was instituted by the Board in April 2014 and this declaration is aligned to
the COE policy. It is reviewed annually and continues to be implemented. Registers of disclosure and
declaration of interests of directors and employees are kept and updated in line with the requirements of the
Companies Act. During the period under review, several policies were reviewed and approved by the Board.

BOARD OF DIRECTORS

The Board of Directors comprises eight members. The overall role of the Board of Directors is to provide
strategic guidance for the entity and oversight on governance policies. The composition of the Board as at
01 July 2016, and the roles its members have on the sub-committees are laid out in the table below:

Race Gender

Board member Capacity Board Committee Membership

L. Vutula Non-Executive A M Board Chairperson
Deputy Board Chairperson

F. Segole Non-Executive A F Member — Finance & Risk
Committee, Member — Remuneration
Committee

K. Maithufi Non-Executive A M Chalrp_erson — Finance & Risk
Committee

A Makhado Non-Executive A F Chairperson — Operations Committee

M. Ngobeni Non-Executive A F Member — Finance & Risk Committee
Member — Operations Committee

L. Netshitenzhe Non-Executive A F
Member — Remunerations Committee

Z. Nkamana Non-Executive A M Chawpgrson — Remuneration
Committee

T. Limako Non-Executive A M Member — Operations Committee

The term for the current board of directors will end in May 2018. The COE will be responsible for the
appointment of the new Board of Directors in the next financial year.
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SUB-COMMITTEES

There are three Board sub-committees including:

. Finance and Risk Committee;
. Remuneration (HR) Committee; and
. Operations Committee.

Audit, Finance and Risk Committee (FinRisk)

The Finance and Risk Committee is supported by the CFO, and has the right of access to all the information
it requires, and to consult both internal and external auditors directly. The Risk and Finance Committee is
mandated and delegated by the Board of Directors. In terms of this authority, the Audit and Finance
Committee must ensure that the Entity remains financially viable, meets the present and future needs,
obligations, and must properly assess risk.

The Remuneration (HR) Committee (RemCo)

The Human Resources Committee deals with the recruitment of staff, remuneration, and conditions of
service. It operates within a framework which balances the mandates of the Board, and the confidentiality
of staff conditions of service. The Human Resources Committee operates within general policy laid down
by the Board, this could be due to the decisions by the independent board, or referrals by the committee to
the board.

Operations Committee (OpsCom)

The Operations Committee receives is mandated and delegated by the Board. In terms of this mandate, the
Committee has the authority to review housing management, maintenance, tenant relations, marketing and
public relations policies, and furthermore make recommendations to the Board.

The Operations Committee has the authority to approve and recommend a development strategy to the
Board, ensuring that it responds to housing needs in the EHC's area of operations. Additionally, the
Technical Committee is tasked with approving and recommending an annual development programme to
the Board, taking into account both subsidised and un-subsidised projects.

BOARD RESOLUTIONS

Minutes of the meetings, including resolutions from the Board of Directors, are circulated to members of the
Board for consideration and approval. The required number of meetings for the reporting period is a
minimum of four and these has been achieved. The board has met to deliberate on company business,
including but not limited to, the approval of quarterly reports, policies and to review Board and sub-committee
charters.

BOARD MINUTES AND PROCESSES

Minutes and appropriate minute books are kept for all meetings of the Board of Directors and its Committees.
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REMUNERATION OF DIRECTORS

The table below indicates the remuneration of Board members at 30 June 2016, with emoluments calculated
according to sub-committee meetings attended during the year under review.

No. of Meetings

Designation Attended Amount
L. Vutula Chairperson 6 R 390 000
F. Segole Non-Executive Director 13 R 360 000
K. Maithufi Non-Executive Director 10 R 360 000
L. Netshitenzhe Non-Executive Director 9 R 360 000
Z. Nkamana Non-Executive Director 9 R 360 000
A. Makhado Non-Executive Director 8 R 360 000
M. Ngobeni Non-Executive Director 8 R 360 000
T. Limako Non-Executive Director 8 R 360 000
TOTAL R 2910 000

COMPANY SECRETARY

It is the responsibility of the Company Secretary to support the company’s directors, and other officers of
the company on issues relating to governance and compliance. Additionally, the Company Secretary
continuously sensitises the company’s directors and offers of relevant laws and legislation, relevant to and
affecting the company. This includes any deviations from the legislation. The Company Secretary function
extends to guiding the company, and directors individually and collectively with their responsibilities, duties
and powers. Risk management forms part of the Company Secretary’s focal areas, as a member of the
COE risk management structure the Company Secretary oversee the overall application and approach
thereof.

The EHC Board regards corporate governance as an essential foundation, ensuring effective operations,
legislative compliance, impeccable conduct, openness and transparency are built.
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CORPORATE ETHICS AND ORGANISATIONAL INTEGRITY

The company has implemented its Financial Management Policy, Supply Chain Management Policy and
Human Resource Management Policy, which provide a framework for the ethical conduct of the company
and its employees. To augment this determination, the company has developed a Code of Conduct referred
to as The Code, which has been fully endorsed by the Board and applies to all directors and employees.
The company is committed to the regular review and update of The Code, to ensure that that it reflects the
highest standards of behaviour and professionalism. It is a requirement for any Director and Executive
Management at any meeting of the Board of Directors and its sub-committees, to declare and sign a
declaration of conflict of interest - should any matter being discussed compromise their objectivity. Should
such conflicts exist, the director concerned is excused from the proceedings.

INTERNAL AUDIT

Internal audits were carried out by COE in each quarter of the year under review. Findings on internal
controls were dealt with immediately. No issues were reported which in the opinion of the auditor general,
are likely to have a material impact on the presentation of the financial statements.

The final internal audit for the year under review has been instituted and will be completed during the course
of the 2017/18 financial year.

FULL ACCREDITATION

The EHC has maintained the accreditation status of Conditional Accreditation, moreover, the Conditional
Accreditation Status will enable the entity to access grant funding for new developments and acquisitions.
The EHC is now eligible to apply for Social Housing Investment Programme (SHIP) as advertised by SHRA
and will have access to both a Restructuring Capital Grant (RCG) and an Institutional Subsidy. In the new
financial year, the EHC has initiated a process to address conditions that require attention with the regulator
to improve our accreditation status.
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Mr. Luthando Vutula

BOARD CHAIRPERSON

Mr. Zingisani Nkamana

REMCO CHAIRPERSON

\. 750

Mrs. Lusanda Netshitenzhe

EHC BOARD MEMBERS

Mrs. Fikile Segole Mrs. Andani Makhado

DEPUTY BOARD
CHAIRPERSON

OPSCOM CHAIRPERSON

Mr. Kego Maithufi Mr. Themba Limako

FINRISK CHAIRPERSON

Mrs Mbavhalelo Ngobeni
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EHC EXECUTIVE MANAGEMENT

Dr. Arumugam (Morgan) Pillay Mr. Dumisani Dlamini Adv. Kgabo Sebola
CHIEF EXECUTIVE OFFICER CHIEF FINANCIAL COMPANY SECRETARY
OFFICER

2.3 COMPONENT B: INTERGOVERNMENTAL RELATIONS
GAUTENG DEPARTMENT OF HUMAN SETTLEMENTS

EHC has created a relationship with the provincial Department of Human Settlement. Through this
relationship, both the Chris Hani and Delville projects received institutional grants. Additionally,
relationships with the Department of Human Settlements has yielded projects like Clayville Ext. 45, and
Driehoek Ext 4.

SOCIAL HOUSING REGULATORY AUTHORITY (SHRA)

The relationship with the SHRA continues to gain momentum. Two grants have been approved in the
financial year under review. Additional projects have been submitted to the SHRA for consideration, while
there are many problems that result from regulation and compliance. However, the relationship remains
strong and effective. Through this partnership, the EHC has become a significant Social Housing Institution.

2.4 COMPONENT C: STAKEHOLDER MANAGEMENT AND PARTICIPATION

This refers to the many ways in which companies connect/engage with and involve stakeholders and the
community in the development and implementation of community initiatives. Engagement covers a range
of participation options, ranging from information sharing and consultation to active involvement in
decision-making processes.

The process works best between stakeholders that have an established relationship based on trust and
mutual respect. Nurturing and maintaining positive relationships ensures that engagement and
consultation are as efficient as possible and misunderstandings are minimised.
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It is important to engage and manage stakeholder relationships because it is particularly vital for
community development and social investment programmes and strategies.

EHC has stakeholder relationship with the following departments:

. South African Police Services — Social Department
. Divisional Head : Women Directorate

° Divisional Head : Youth Directorate

. SANCA (Social issues e.g. Drug abuse)

2.5 IDP PARTICIPATION AND ALIGNMENT

The COE, as the governing body for the Ekurhuleni region, uses the IDP to ensure that the operations of
the municipality are geared towards meeting the objectives and targets set out in the IDP. The EHC under
the guidance of the COE, in line with the IDP, develops an annual plan called the Service Delivery Budget
Implementation Plan (SDBIP). This SDBIP is a tactical plan that defines the tactics, initiatives and allocation
of resources to meet the mutually agreed targets, overall business objectives and strategies that have been
defined during the strategic planning and target-setting process. The SDBIP is primarily an implementation
and management tool for the EHC.

As a municipal entity, it is important to separate between the EHC’s mandate and its strategic goals and
those of its parent municipality operates. In terms of the MSA, the COE must meet the constitutional
obligation by ensuring that its residents have access to proper houses. To this end, the municipality must
put together a Sustainable Human Settlements Plan to assist in the provision of a sound strategic context
to the issue of housing demand and supply.

The COE approved a Human Settlements Development Plan (HSDP) which covers a five-year period from
2015 to 2020. The HSDP is aligned to national, provincial and local strategies, and to a large extent and is
informed by the following:

e Outcome Eight Delivery Agreement;
e Provincial Sustainable Human Settlements Strategy (SHSS); and
e COFE’s GDS, SDF and IDPs.

In compiling the HSDP, the COE conducted a housing needs assessment in various functional areas
throughout the metropolitan area; and also identified well-located land for housing development purposes.

The table below looks at the various layers of strategies and guiding principles, from national, provincial to
local levels that have been taken into consideration in formulating the Social Housing Programme for the
COE and the Strategic Plan for the EHC. The identification of new social housing projects must also be
informed by these strategies and guiding principles.
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LINKAGE TO NATIONAL AND PROVINCIAL STRATEGIES:

NATIONAL/ PROVINCIAL STRATEGIES:

BNG:

Residents should live in safe and secure environment and have adequate access.

Outcome 8:
Sustainable human settlements and improved quality of household life.
Sub-output 4 of Outcome 8:

Provision of 80,000 well-located affordable rental accommodation by 2020

Gauteng Sustainable Human Settlements Strategy (SHSS):

Housing Typology Strategic Lever: Improving housing location, type and choice in Gauteng.

COE (LOCAL STRATEGIES):

Ekurhuleni GDS:
Prioritisation of housing infilling and densification.

To enhance sustainability the provision of housing needs to be integrated with engineering and social
services.

The need to create a functioning property market through developing mixed income human
settlements.

The need to provide a range of alternative housing typologies and tenure options.

Ekurhuleni SDF:
Promoting economic activity within the core development triangle.
Linking disadvantage communities to the core area.

Mixed-use, high density development along corridors and at nodes.

Ekurhuleni Densification Strategy:

The densification strategy seeks to increase densities in the metro in support of a compact city
approach. It is envisaged to increase densities along movement lines i.e. railway stations; IRPTN so
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as to increase accessibility of public transportation to a broader population and increase contribution
towards a cost effective and citywide public transport network.

Ekurhuleni Human Settlements Development Plan:

Relevant Programmes:

e Integrated Residential Development Programme — 5-year target of 100,000 units, inclusive
of social and rental housing.

e Social Housing Programme.

e Urban Renewal Programme.

EHC Mandate & Strategy:

The EHC must develop institutional capacity to scale-up the delivery and management of social rental
housing through the following:

o Development of new rental stock on well-located land. New projects must be in the
restructuring zones in order to attract national and provincial grants.

o Development of infill projects within the inner cities throughout the metropolis in order to
improve densities, maximise use of existing infrastructure, and contribute to urban renewal.

e Manage public rental stock on the behalf of the COE thereby increasing efficiencies,
improving revenue collection, and ensuring that the affordable rental housing market is
functional and sustainable.

According to the HSDP the need for social housing in Ekurhuleni is very vast and in terms of the detailed
land identification process that the COE conducted, it is estimated that 37,570 (Restructuring Zone Social
and Rental Housing Study — June 2015) Social housing units will be required in the next 5-10 years in the
various parts of the Metro. This figure excludes CRU and rental housing opportunities identified within the
Integrated Residential Development Programme (IRDP). A study conducted by DEMACON (2015)
estimated the demand to be 60,000 units required over the next 10 years. In terms of the HSDP, the COE
has already identified 4 potential mega housing projects with an estimated 4,000 social and rental housing
units available in various parts of the Metro. The EHC is working in collaboration with HSD, and has already
completed the construction of two projects which are in the Germiston city centre, namely:

e Chris Hani Village (previously known as the Germiston Fire Station Social Housing Project) (Erf
808, Germiston South); and

e Delville Social Housing Project (Erf 948, Delville Ext 9).

Technical studies are also being conducted on:

e Inner city property — Supporting urban renewal programme;
e Driehoek — Supporting rental accommodation; and
e The Mega Projects - HSD priority projects that have a rental component.
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The EHC has successfully completed feasibility studies and pre-planning on a number of projects (see
Appendix A for details). The EHC is also pursuing partnerships with private developers to acquire additional
stock, and this may include various forms of partnerships including Turnkey Development and/or Build
Operate Transfer contracts.

COMPONENT D: CORPORATE GOVERNANCE

2.6 RISK MANAGEMENT

Six key strategic risks have been identified and are rated in the table below. These risks are aligned to the
company’s strategic objectives, and are regularly assessed and reported on to the Board in line with the
EHC'’s risk management framework.

Risk No: Risk: Impact: Likelihood: Inherent:
1 Tenant non-payment 5 2 10
2 Lack of project funding 4 3 12
3 Non-compliance (to regulation on tenants’ income 4 4 16

threshold including SHRA)

4 Ineffective eviction process and sub-letting 4 4 16

5 Low maintenance allocation 5 5 25

The terms used in the table can be defined as follows:

e Impact — the negative effect of a risk occurrence on the business of the company, a score of 1
indicating a negligible impact, and 5 a catastrophic impact.

e Likelihood - The likelihood or probability of the risk manifesting itself as an occurrence, a score of
1 indicating a remote likelihood of occurrence, and 5 indicating a very real chance.

e Inherentrisk — the combined rating of impact and likelihood indicates how critical the identified risk
is for the business of the company, with those in the higher scoring bands being the ones that
should be prioritised by management for attention, and by the board for continuous monitoring

The EHC is also a member of the COE risk management team and patrticipates in all forums to ensure
alignment and application of the risk.
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2.7 ANTI-CORRUPTION AND FRAUD

As part of the entity’s risk management strategy, the Risk Committee conducts quarterly reviews of Supply
Chain processes to identify any areas of irregularity so that they can be dealt with.

This function of the entity is shared with the COE and the hotline provided by the COE also aids in the
identification and resolution of any matters of corruption or irregularity. Furthermore, the EHC follows the
precepts, practices and processes of the COE in maintaining vigilance, and acting against corruption.

2.8 SUPPLY CHAIN MANAGEMENT
2017/18 OVERVIEW OF THE SCM DEPARTMENT

The 2017/18 the SCM department beef up its staff by recruitment of SCM officer to assist the SCM manager
with implementation, monitoring of SCM policy and its related regulations in quest for compliance, timely
and effective service delivery

Corporate governance

The year under review also as part of corporate governance, saw EHC review and update about 25 policies
cutting across all the business units of EHC.

In ensuring increased awareness in terms of compliance to MFMA, SCM policy, the SCM department
organised SCM training for all employees to skill up employees on the issues of procurement processes
and the importance thereof to our strategic direction.

Tenders awarded

In response to the requirements of SCM regulations relating to Supplier Database issue, SCM advertise
public to invite qualifying suppliers for various services to register in EHC approved database to foster
compliance as well efficient and effective operations.

The SCM department experience a number of adverse happening such as breaking into SCM offices for a
consecutive three times and reported as such to the SAPS for investment.

Nevertheless, a number of tenders were awarded namely:

Revamp of access control biometric system to ensure safety of EHC property as well as the tenants.
Security services for both old and new complexes

Cleaning services for the newly constructed rental stock (Chris Hani and Delville Ext.9).

Pest control and fumigation services at all EHC complexes.

Tax and legal opinion services to reduce tax liabilities in pursuit of converting EHC to a non-profit
organization.

Review and update of policy in pursuit of compliant and effective corporate governance.

7. ENS Africa appointed to provide legal advices on labour matters.

aprwDdPE

o

Comments on AG Report

SCM in response to the AG report on Supply Chain Matters, facilitated SCM training for all employees to
ensure compliance with the relevant policy and regulations.
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2.9 BY-LAWS

During the period under review, there were no applicable changes to by-laws that impacted the entity.
2.10 WEBSITES

The EHC has a basic, informational website that is managed through a service provider. The entity is in the
process of further developing the website to offer functionality to tenants, whereby the processing of tenant
applications is automated and feedback is processed through the same system.

There are also plans in place to use the website as an advertising platform for stock that becomes available
for occupancy.

2.11 PUBLIC SATISFACTION ON MUNICIPAL SERVICES
TENANT SATISFACTION ON SERVICES
In the period under review, there were no tenant satisfaction surveys conducted.

COE is the shareholder or executive authority of the Entity. Its primary responsibility is oversight of the entity
and to ensure accountability to the state and the communities. EHC performs municipal services on behalf
of the COE and form part of the metro’s institutional arrangements. The COE remains legislatively obliged
to ensure that municipal services are delivered in accordance with its objectives and legislative mandate.
EHC is thus subject to Ekurhuleni’s overall strategic and policy direction, while allowing for company boards
and management to exercise relative autonomy in the execution of their fiduciary duties and operational
responsibilities. Both the COE and the Board play a critical role in the governance of the entity. The Board
of the entity remains accountable to the COE and are expected to provide quarterly reports to the parent
municipality.

The relationship between the COE and EHC is governed by the regulatory framework and the corporate
governance framework for municipal entities. The relationship between the municipality and the municipal
entity is formalised through a Service Delivery Agreement (SDA). Developing and implementing detailed
service delivery plans are within the framework of the municipality’s Integrated Development Plan. The SDA
is revised and updated for the entity.

COE has formally allocated municipal representatives to facilitate communications between the council and
the Board of Directors. The municipal representative or representatives attend meetings of the Board of
Directors as non-participating observers or observers on behalf of the municipality. The municipal
representative or representatives exercise the parent municipality’s rights and responsibilities at
shareholder meetings.

The independent regulatory office is responsible for regulating, managing and monitoring the entities for
maximum shareholder returns, financial performance, and legislative and policy compliance. The office is
charged with the following specific responsibilities with regards to the Municipal Entity:

Monitoring enterprise governance, investment performance and business sustainability;
Monitoring corporate policies and practices of the Municipal Entities;

Playing a regulatory role;

Monitoring compliance with legislation and the municipality’s reporting requirements;
Monitoring service delivery and strategic alignment; and

Monitoring relationships and communication between the municipalities.

O O O O O O
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CHAPTER 3 - PERFORMANCE REPORT

EHC had one KPI indicator that relates to financial sustainability which relates to the collection rate, it measures the Total rent and municipality
charges collected over the period divided by Total rent billed and municipality charges. EHC has achieved 92% collection rate over the period
under review.

3.1 METROWIDE SDBIP PERFORMANCE

The table below outlines the activities with quarterly targets that were undertaken during the financial year:
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E billed met. control management.
sustainabilit
Y1 forthe year
excluding
arrears
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3.2 PROPERTY DEVELOPMENT DELIVERY PERFORMANCE

OVERVIEW

The Property Development Department within the EHC is responsible for identifying new social housing
opportunities that support the Strategic Plan. These opportunities should expand the EHC’s number of units
under its management. The department is also responsible for the management of construction of new
units, as well as refurbishment projects, where the property has been acquired for refurbishment or has
been commissioned to be converted into social housing.

PROJECTS

The department has implemented a number of key projects during the year under review. In partnership
with the COE and the Department of Human Settlements, the EHC has implemented the following social
housing projects:

Chris Hani Village

The Chris Hani Village social housing project, previously named the Germiston Fire Station ERF 808
project, until it was officially renamed to the Chris Hani Village by the COE. Chris Hani Village is located in
the South of Germiston, between Linton Jones and President Streets in Germiston. The village is aimed at
providing residential rentals to lower and middle-income earners.

Phase one was implemented during the 2016/17 financial year, from the end of March 2017 and a total of
144 units have been completed. The units are fully tenanted.

The second phase is currently under construction, and is scheduled for completion in September 2018.
Delville Ext. 9

The Delville Ext. 9 social housing project is situated on Sekel Street in Delville, it is comprised of three and
four stories of bachelor flats, one and two-bedroom units.

The project was completed at the end of June 2017 and consists of 112 units. Most of the units have been
tenanted.

Refurbishment of Block E

Block E is situated on the corner of Jack and Queens Street, in Germiston. Block E was identified as a point
of civic and historic interest through the urban renewal process in the Germiston Inner City. The property is
a heritage building, it was constructed in 1909 and was used as a primary school. The building was later
converted into training facilities for use by the South African Police Service, and at a later stage it was
repurposed educational use.

The building was transferred to the EHC, to be managed and maintained as part of rental stock. This
refurbishment project has been labelled as a mayoral priority project in the City.

During the year under review, the refurbishment and conversion of Block E into residential units has been
successfully concluded, at the end of June 2017. The 18 units are fully tenanted.
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FEASIBILITY STUDIES

During June 2017, the department, in partnership with the Department of Human Settlements, conducted
six feasibility studies which took 90 days to complete. The purpose of these feasibility studies was to identify
which projects can be taken into the next phase of pre-planning, and planning for development. As a result
of the study, it was envisioned that two out of the six projects can go into the next phase of project planning,
depending on budget availability. To date, three of the projects are at detailed design stage.

CHALLENGES

During the 2017/18 year, there were a number of challenges experienced by the department. Firstly, due
to unforeseen circumstances, completion of Chris Hani Village Phase 2 was delayed.

Secondly, compliance with the Social Housing Regulatory Authority (SHRA) was under question. As per
the SHRA regulations, the minimum unit size should be 30m2, however, some units within this project were
constructed smaller which was explained as an attempt to dissuade tenants from sub-letting within rental
stock.

Below is the project pipeline with projects project status indicating the state of readiness of the projects
form planning, design and implementation in the short, medium and long term.

SHORT TERM PROJECTS

Project Name Project Stage Comments

1. Vosloorus Ext 9 (770 units) Implementation Consultants appointed in May
2017 and contractors appointed
in October 2017 by COE
through DBSA. Contractor has
taken over site and project is at
implementation. The official
project launch by MMC Human
Settlements is scheduled for 17
June 2018. Preparation of the
SHRA application for the CCG

in process.
2. Portion 62 Airport Park Detailed Design Feasibility study completed June
Ext.2 (144) 2017. Project at detailed design

stage. Discussions with the
SHRA on submitting application

for the RCG.
3. Germiston South Erf 96, 95, Detailed Design Feasibility study completed June
99, 1/100, R/100 and 90 (100 2017. Project at detailed design
units)

stage.
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Discussions with the SHRA on
submitting application for the
CCG.

4. Kempton Park Erven R2676
and 1/ 2676 (84 units)

Detailed Design

Feasibility study completed June
2017. Project at detailed design
stage. Discussions with the
SHRA on submitting application
for the CCG.

5. Clayville Ext 45 (452 units)

7. Lakeside Social Housing
Development (Benoni) (112
units)

Detailed Design

MEDIUM TO LONG TERM PROJECTS

Feasibility

SHRA application for the CCG
was submitted on 15 May 2017.
Contracting arrangements are
being finalized. A Section 32
was submitted to the CoE for
consideration on the
appointment of Valumax in the
implementation of the project,
based on the latter’s
appointment by the Gauteng
Human Settlements
Department. CoE has in
principle approved funding for
the project.

X

8. Delville Ext 3 (1176 units)

Land Acquisition

Feasibility study completed June
2017. Land acquisition in

Dinwiddie

process

9. Pirrowville Feasibility Feasibility study completed June
2017. Funding required to
proceed with the project.

10. Germiston South - Concept Subject to mutual agreement at

engagement stage. Land
belongs to the City.

11. Germiston Station
Intermodal (484 units)

Detailed Design

Subject to completion of the taxi
rank and development of a slab
on top of the taxi rank for social
housing development.
Procurement for implementation
2019/20
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12. Mega Projects — Leeupoort Projects are at various stages of

SH Development, Chief Albert reasiness for implementation.

Luthuli & Helderwyk SH Social housing implementation

Development to take place in the outer years
form 2020/2021.

Vosloorus Ext 9

Vosloorus Ext 9 is an integrated residential development project earmarked for the development of social
housing units and RDP walk ups. The project is located towards the southern part of the N3 freeway and
Barry Marais Road. The land on which the project will be developed is owned by City of Ekurhuleni (CoE)
and is approximately 11 hectares in size.

A total of 770 social housing units will be delivered through eight (8) blocks of ten (10) storeys high. The
units will comprise of a mixed typology of one and two bedrooms, with a kitchen, bathroom and living
area.

The MMC Human Settlements officiated the Sod Turning Ceremony for the project on 17 June 2018. A
contractor was appointed and the project is currently at implementation.
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3.3 COMMUNITY DEVELOPMENT DELIVERY PERFORMANCE
OVERVIEW

The Community Development department’s purpose is to implement and manage the EHC’s community
development strategies, policies and plans to support the development of sustainable communities, and
enhanced quality of life for all EHC tenants and surrounding communities.

e Community Development is a process where community members come together to take collective
action and generate solutions to common problems. The department seeks to empower individuals
and groups of people with the skills they need to effect change within their communities. These skills
are often created through the formation of social groups working for a common agenda. A set of values
and practices which plays a special role in overcoming poverty and disadvantage, knitting society
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together at the grass roots and deepening democracy in the EHC community and surround
communities.

TENANT PROGRAMMES

Through Community Development department, the EHC offers a number of programmes to tenants to
address their most urgent needs, such as employment and education. The EHC is proud of these initiatives
and is committed to conceptualizing and implementing programmes that add value to lives of tenants within
the complexes that the EHC manages. The current status on the approved program is as follows:

Thusanang Women’s Studio
Purpose

The programme aims to invest in women and to create a better life for their families. To affirm women as
role models to the community, women should be seen as leaders in their communities, and should therefore
be allowed to lead. Currently, there are high levels of unemployment, tenants are in debt and distressed.

This is why a framework of promoting tenant engagement, especially women in the working class is
essential. The programme is not only about building stronger communities but also about strengthening
community capacity. Tenants must be given financial management and literacy support, strategies and
activities in order to better their own circumstances.

The following is the current status with TWS:

Implementation Plan

Activity Description of Person
activity Responsible
1. NPO
Registration The registration is in In process CDO and Mrs
the office of Deputy Office of the
Director: New New
Registration Registraion of
Department of Social Social
Development - Development
NPO Chief Directorate:
Registrations for
submission at the
Social Economic
Development
2. Health Department of The findings are as CDO
certificate Environmental Health follows :
conducted an e Dish washing
inspection TWS sink to be
working space/shop installed
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e Proper kitchen
cabinets to be
installed
3. Sponsorship A request for Awaiting feedback CDO
sponsorship has been
sent to Pick n Pay
4. Cupboard Awaiting assistance On-going CDO and
Refurbishme with refurbishing the Technicians
nt kitchen cabinets in the
shop

TENANT TRAINING

Tenants are required to attend a tenant workshop before you move into the unit. Depending on the project
this may be a group workshop or may be on an individual basis. A copy of the tenant information guide
(booklet) is handed out to the tenants.

Tenants Training focus on the roles, responsibilities and obligations of the tenants and EHC as the
Landlord; the lease agreement, the procedures to follow; the tenants committee and other issues relating
to the tenants.

In the past financial year two new projects i.e. Chris Hani and Delville Ext 9 were completed and there
was a backlog of other tenants to be trained due to migration of the system from MDA to Solar which has
been attended and also the nature of filling the vacant projects.

TENANTS ENGAGEMENT

This is developing and implementing a tenant engagement programmes and plans including schedule of
quarterly meetings, communication processes and encouraging tenant suggestions. Guiding tenant
participation structures and providing administrative support such as conducting tenant election processes
(annually), minute taking and conflict resolution.

There is a general meeting for tenants to nominate and elect tenants to represent them on the tenants
committee. The tenants committee is a the link between the tenants and EHC. The primary role of the
tenant committee is to provide support to tenants, exchange information and assist in conflict resolution.

3.4 PROPERTY MANAGEMENT DELIVERY PERFORMANCE

OVERVIEW

The property management department covers facilities management and tenant services, which include:
Administration of waiting lists;

Allocation of tenants;

Lease administration;
Tenant training;
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Repairs and maintenance;

Cleaning and gardening;

Safety and security; and

General upkeep of communal areas.

Vacancy and Occupations Report
Background

One of the strategic objectives of the property management is to keep the occupation at a target of 95%.
Although the 2017/18 was achieved, this was not the case in the current financial year due to the reasons
provided in this report. Below is the report that reflects the consolidated vacancy and occupation rates for
the financial year 2017/18. It includes additional and newly-built 256 units at Christ Hani Village and Delville
Ext. 3 as well as existing 988 units, which brings the total to 1244 units under management for the current
year.

Table A:
VACANCY AND OCCUPATION PERFORMANCE 2017/18
Performance Q1 Q2 Q3 Q4 Actual Target Total

Indicators on
Quarterly basis

for 2017/18

Occupation 93.00% | 91% 9.8% 95% 96.86% 95% 100%
rate

Vacancy rate 7% 9% 9,2% 3.14% 3.14% 5% -

Many tenants are not willing to occupy old existing developments i.e. Delvile Ext 9, Airport Park and Pharoe
Park while there is an option of new developments. However, the last quarter has seen a nhormalisation in
the occupation of the old stock due to the new development being fully occupied as result we managed to
reach our target of 95%.This means that we reach 95% and more in the first quarter moving forward.

The below is previous financial year report represents vacancy and occupation 2016/17 and it should be
noted that is based 988 units under management.

Table B:
VACANCY AND OCCUPATION PERFORMANCE FOR 2016/17
Performance Q1 Q2 Q3 Q4 Actual Target Total

Indicators on
Quarterly basis
for 2016/17

Occupation 96.73% | 96.11% 96.27% 96.86% 96.49% 95% 100%
rate
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Vacancy rate 3.27% | 3.89% 3.73% 3.14% 3.51% 5%

COLLECTION RATE

The collection rate for 17/18 financial year is 92%. The quarterly collection target is 90%, meaning that
the target for the annual target was therefore achieved by 2%.

The gross debtors outstanding has increased by 25% from June 2017 (R10, 700,117.00) to June 2018
(R13, 383,830.00). This is mainly due to defaulters, economic constraints and increased number of tenants
defaulting on payments and over 120 days.

GENERAL MAINTENANCE

Due to the condition of the aging stock — some of which are almost 20 years old and badly maintained,
our maintenance division continue to demand a higher provision in the budget in order to keep with the
maintenance standard, one being preventive maintenance which was carried out in the this current
financial year of 2017/18 i.e. replacement of geysers, access control, building a water encashment,
rebuilding the fallen walls which were posing a threat in terms of security control and the installation of
marketing boards but due to financial constraints, most of the maintenance works was not implemented.

CLEANING AND GARDENING
A new cleaning and gardening service provider has been appointed on a 24-months contract.
SECURITY AND SAFETY

The safety and security of our tenants is our highest priority. We have appointed a new security service
provider that will manage our complexes for the next 24 months. We continue to improve the access control
systems and as a result, most of the tenants have been enrolled into our biometric system of identification.
We continue to engage our tenants concerning the security measures and improvements and we have
partitioned security within blocks, particularly at Block A.

CHALLENGES
Failure to conduct the customer service survey makes it difficult to assess the relationship and improvement

that we have carried out in the management of our complexes and the customer satisfaction towards our
tenants.

The Building Assessment Condition has been concluded and the provision of R47 million has to be made
available over a 10-year programme to address some of the backlog maintenance.
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COMPONENT K: ORGANISATIONAL PERFOMANCE SCORECARD

Strategic Objective

Key Performance Area

Key Performance Q1 Target Q2 Target Q3 Target Q4 Target

(KPA)

Indicator (KPI)

Portfolio Expansion Acquire rental
and Growth Mobilize funding from management Develop model Target not Council Target not
shareholder and contract for 3300 for taking on achieved approval achieved
government sources to public rental units EMM units under of Model to
finance portfolio from the EMM management take on
development and contract stock
2. Bevelop a selt- restructuring of the
Ustainable Business | Company Submit guarantee Submit Target not
odel proposal for board guarantee achieved
approval proposal to
council
3. Maintain and improve
e Gl Effective financial Maintain low vacancy 5% 7% 5% 9% 5% 9,2% 5% 3.14%
management and rates
reporting
Increase collection rate of | 90% 92% 90% 92% 90% 91% 90% 92%
billed rental (Sector
Average at 85%)
Implementation of 20% of 43% 30% of 29% 50% of 24%
maintenance plan maintenance maintenance maintenan
budget spent budget spent ce budget
spent
Board approved Target
condition achieved
assessment
Review business process Review Supply Target not Implement | Target not
Chain achieved revised achieved
Management SCM policy
(SCM) policy
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Strategic Objective

Key Performance Area
(KPA)

Key Performance
Indicator (KPI)

Q1 Target

ACTUAL

Q2 Target

ACTUAL

Q3 Target

ACTUAL

Q4 Target

ACTUAL

4, Improve customer

Maintain tenant

B M ication f Conduct 1 0 Conduct 1 Conduct 1 1 Conduct 1 1
g Effective community communication forums Committee Committee Committee Committee
development Meeting per Meeting per Meeting per Meeting
quarter quarter quarter per
- quarter
5. ild Institutional ) ) .
acit Review/revise Review/re | Target not
pacity continuously revised vise achieved
organizational structure organizatio
to respond to company nal
Effective management growth structure
of human capital to respond
to
company
growth
Implementation of Signed Target
Performance contracts for achieved
Management system Senior
linked to a fair rewards manager
system
Number of training and 3 3 3 8 Target not
learning initiatives achieved
funded for staff.
Achievement of Compliance with M T
inimum arget
Corporate Governance corporate governance
P ) P & of 4 Board achieved
Standards & Risk protocols MBS
Management per Annum
Update Target
Risk achieved
Registers
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Design of policies to Review policies and

support organization redesign operational and Update 8 Target
pp 8 gnop Polices. not

growth and support processes achieved

development
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CHAPTER 4 — ORGANISATIONAL DEVELOPMENT

PERFORMANCE

OVERVIEW OF CORPORATE SERVICES

The Corporate Services is responsible for the two main operational functions of the entity, namely Human
Resources and ICT.

4.1 EMPLOYEE TOTALS, TURNOVER AND VACANCIES

The Human Resources department has performed well during the year under review, however, in its duties
of disposing key departments within the entity the department faced some challenges. The operations
division was considerably under-skilled, and as a result, it underwent a structure review and two building
maintenance technicians were recruited.

The entity currently has a total of 32 employees working within the organisation. The organisation’s
organogram is as follows:

BOARD
I Filled EMM
Internal
. Vacant Audit

Executive
Assistant

Driver /
Messenger

.Chlef EM: Manager
EM Financial Corporate
Operations I Offficer Services I
Senior
(&
Finance SUBply

Development
Manager

Property
Manager

Chain

Manager Manager

Technical

BOOk Communications
Maintenance

Revenue Offic
keeperx 2 Manager it

Clerk of
Works

Projects
Planner

Comm Dev
Officer

Procurement
Administrator Office

Billing Revenue
Clerk Officers Attendent

Housing

Projects
Administrator

Maintenance
Technicians

Leasing Receptionist

During the year under review, the entity had three vacancies that were filled, as per the table below:

Number of Department: Vacancy: Method Used to Fill

Vacancies Vacancy:

Available:

1 Corporate Support Executive Manager: External recruitment
Corporate Support agency was appointed

to fill this vacancy.
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Property Management Maintenance Technician | External recruitment
agencies to fill the
positions

The turnover rate of the entity is not noticeably high, and we are proud to have a high staff retention rate.
Should this change in future, we have a succession plan ready for implementation. This policy involves the
mapping of career pathways for employees in order to further their own careers within the entity, with the
potential for promotion. There is a good company culture within the entity and this ensures the turnover rate

remains low.

The employment equity of the entity remains balanced. The details of our employment equity status can be

found in the table below:

Key: A = African, C = Coloured, | = Indian, W = White, F = Female, M = Male, Y = Yes, N = No.

Executive Management

Gender
Department

Disability

Y/N?

1 CEO CEO'’s Office n n N
2 CFO Finance [ [ N
3. Vacant Corporate Support

Sub-Total 1 0 1 0 0 2 0
Senior Management
4 Company Secretary CEO'’s Office ] ] N
5 Supply Chain Manager Supply Chain - - N
6 Property Manager Operations ] ] N
7 Development Manager Operations ] ] N
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Finance Manager

Finance

Credit Control Manager

Finance

Sub-Total

Middle Management

10 | HR Officer Corporate Support
11 | Letting Officer Property
Management
12 | Executive Assistant CEO'’s Office
Community Development | Community
13 )
Officer Development
14 | Letting Officer Property
Management
15 | Letting Officer Property
Management
Sub-Total
Skilled
16 | Revenue Officer Finance
17 | Housing Supervisor Property
9 sup Management
18 | Revenue Officer Finance
19 Bookkeeper Finance
20 | Receptionist Corporate Support
21 | ICT Officer Corporate Support
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29 Technical Maintenance Property .
Officer Management

23 | Housing Supervisor Il\D/Ig)r?;g;Zment ] [

24 | Housing Supervisor I\P/Igjr?aegggment ] [

25 | Supply Chain Officer Finance ] [

26 | Supply Chain Officer Finance ] [

27 | Bookkeeper Finance ] u

28 | Secretary Finance [ ] (]
Sub-Total 10 8 5

Semi-skilled

29 | Office Attendant Corporate Support | = [

30 | Driver/Messenger CEO’s Office ] [

31 | Building Caretaker I\P/Ilzr?:g;tgment [ ] u

32 | Building Caretaker hPAZr?:g;tg/ment ] [
Sub-Total 4 1 3
Total 25 15 15
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4.2 POLICIES

The following policies were updated during the year under review:

EDC Policy Review 2018
Date of Last
Name of Policy Department Review
Acting Allowance HR 2018
Attendance Register HR 2018
Grading HR 2018
Induction HR 2018
Leave Administration HR 2018
Office Etiquette HR 2018

4.3 INJURIES, SICKNESS AND SUSPENSIONS
During the year under review:

¢ One official was boarded due to his illness and his salary is paid by the insurance company.

e There were two suspensions during the period, which is under investigation

e As mentioned in the updated policies section above, the leave policy was reviewed and this
included reviewed guidelines for sick leave. Generally, there is a low level of absenteeism due to
sickness.

PERFORMANCE REWARDS

A Performance Management System was implemented during the year under review. This has been
implemented in phases, with Senior Management being tested on the system first, before rolling it out into
the entire entity. The initial implementation was a success and bonuses are being paid based on the actual
performance of Senior Management.
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Final performance Scores Bonus Payment EHC Recommended

6 to b 6 of Annual Salary aximum o o of Individual
90% to 100% 14% of A | Sal Maxi f 9% of Individual
performance plus company
performance of 5%.(=14%)

80% to 89% 12% of Annual Salary
70% to 79% 8% of Annual Salary
60% to 69% 5% of annual salary
Below 50% 0% Bonus

COMPONENT C: CAPACITATING THE ENTITY WORKFORCE
4.5 SKILLS DEVELOPMENT AND TRAINING

Training has been streamlined to fall more in-line with the departments’ skills needs within the entity. The
following bursaries and skills programmes were approved during the 2017/18 financial year:

Bursaries
# | Name Department | Institution | Qualification Duration Year of Study
Maintenance Diploma in Business
1 | Technical Officer Operations INTEC Management 24 Months | 1st
Diploma in Public
2 | Secretary Finance Damelin Management 24 Months | 1st

Skills Programmes (Short Courses and Training)
No skills programmes have been approved in the 2017/18 financial year
4.6 COMPONENT D: MANAGING THE WORKFORCE EXPENDITURE

The table below shows the percentage of salary to total Opex.

Quarter 1 Quarter 2 Quarter 3 Quarter 4 YTD - Actual

Total Salary | R5 142081 R 6 244 439 R 4946 744 R 5115925 R 21 449 189
Cost

51




| Chepter 4

Actual R 13921 R 14 426 467 R 12 960 086 R61163568 | R 102471
358 479
% of Salary 37% 43% 38% 8% 21%
GRADING

Job Grading was implemented in two phases, one in February 2017 and the balance in July 2017. There
was an overall improvement in the salary scales, and the staff members enjoyed this benefit. Despite this,
the process of implementation and consultations with staff could have been handled better. In future, this
will receive attention with more focus on the correct calculation of amounts and verification before
implementation.

ICT

During the year under review, the ICT or IT department implemented the Solar System (or ‘Solar’) which
was provided by COE to assist with compliance with mSCOA. Solar is a complete IT solution that is
Windows-based and it addresses needs of the entity, including financial management, HR functions such
as payroll management, engineering requirements, general office administration and management. The
implementation of Solar within the entity has been seamless, and is 100% completed. Compliance to all
ICT-related licenses were ensured. ICT support was secured from City of Ekurhuleni and a SLA ( Service
Level Agreement) will regulate the support functions.

Additionally, the flood and fire risks in the server room was mitigated with flood and fire detection. The IT
department is working on an SMS-based system to notify responsible parties if the system detects changes
in temperature or water in the server. This will ensure the safety and security of the server room, the server
it houses and the data stored on the servers.
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CHAPTER 5 - FINANCIAL PERFORMANCE

5.1 COMPONENT A: STATEMENTS OF FINANCIAL PERFORMANCE

INCOME AND EXPENDITURE STATEMENT FOR THE YEAR ENDED 30 JUNE 2018

2017 (R)

ACCOUNT DESCRIPTION 2018 (R)

Restated

Income
Rental of facilities 35286 029 28222722
Retail rental 45 418 54 799
Transfers recognised 100 913 987 99 358 484
Recoveries 4 940 989 4034 127
Interest earned — external 2174760 1057 342
Interest earned - out standing debtors 1188 367 465 680
Other revenue 91 390 352 363
Gross income 144,640,942 133,545,517
Expenses
Employee related cost (21,449,189) (19,311,334)
Remuneration of Directors (2,910,000) (1,529,000)
Debt impairment (6,254,800) (2,872,457)
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Impairment of loan

Depreciation & asset

Finance Charges

Lease rentals

Municipal charges

Repairs & Maintenance

Loss on disposal of assets

Other expenditure

Gross Expenses

Surplus before taxation

Taxation

Net (Loss) / Profit after tax

(4,927,961)

(3,268,264)

(632,477)

(7,498,138)

(4,387,469)

(31,996)

(17,088,844)

(4,907,393)

(2,112,944)

(5,200,958)

(403,140)

(6,120,681)

(6,741,089)

(30,213)

(15,312,680)

(68,449,139)

76,191,803

(39,635,308)

(64,541,888)

69,003,629

(73,361,789)

36,556,495

(4,358,161)
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ABRIDGED BALANCE SHEET AS AT 30 JUNE 2018

Figures in Rand 2018 (R)

ASSETS

2017 (R)

Restated

Current Assets 39,924,900 24,112,858
Non-current Assets 198,645,514 134,407,217
Total Assets 238,570,414 158,520,075

LIABILITIES

Current Liabilities 50,118,560 31,358,681
Non-current Liabilities 47,823,806 31,269,194
Unspent conditional grant 20,862,707 12,683,355
Total Liabilities 118,805,073 75,311,230
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EQUITY

Contributions from shareholders 100 100
Accumulated surplus 119,765,241 83,208,745
Total Net Assets 119,765,341 83,208,845

GERMISTON PHASE Il HOUSING COMPANY (SOC) LTD

As of 30 June 2018, the consolidated entity of Phase Il had an accumulated surplus of R119, 8 million
(2017: R83, 2 million) and the entity's total assets exceeded its liabilities by R119, 8 million (2017: R83, 2
million).

The revenues for the year amounted to R144, 6 million (2017: R133, 5 million) against expenditure of R68,
4 million (2017: R64, 5 million) creating a R36, 5 million profit after tax (2017: net loss of R4,4 million). The
increase in revenue mainly arises from R100, 9 million grants received mainly from City of Ekurhuleni,
which included the non-cash grant of R67, 1 million for the Delville buildings. Other increases comparative
to previous years are mainly due to the increased rental income received from Chris Hani rentals as well
as the new Delville buildings.

The taxes payable to SARS are mainly arising from changes in legislation during 2017 whereby all
government grants (whether capital or not), are now taxed (excluding only a few exceptions). The tax
expense of R39, 6 million (2017: R73, 3 million) includes the raising of the deferred tax liability on the
Delville building, which was received as a taxable grant. Municipal services expenses amounted to R7, 2
million (2017: R6 million).

Included in the group total as previously reported in the Annual Report for 2016, is Germiston Phase I
Housing Company, Pharoe Park Housing Company, Ekurhuleni Development Company and Lethabong
Housing Institute. The consolidation of Germiston Phase Il Housing Company, Pharoe Park Company and
Ekurhuleni Development Company has been completed, and subsequently Pharoe Park, Ekurhuleni
Development Company and Lethabong Housing Institute have been liquidated as per the COE Council
Resolution.
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5.2 GRANTS

RECONCILIATION OF GRANTS RECEIVED

Operational Grants 33,829,258 - 33,829,258

Capital Grants — Human Settlements - - -

Capital Grants in kind (buildings) 67 084 729 - 67 084 729

Recognised in Income Statement 100 913 987 - 100 913 987

Capital Restructuring Grant (Capitalised in
Balance Sheet) - | 8179 352 8179 352

Total Grants Recognized during year 100913987 | 8179 352 109 093 339

Unconditional grants:

COE Operational grants are necessary to subsidise rentals of the social housing units and furthermore be
applied to the repairs and maintenance and other operational items. During the year, the company also
utilised some of the NHF grant in social housing operations.

The capital grants from Human Settlements were mainly utilised in the Block E refurbishment project.

The grant in kind was the Delville building granted by the City of Ekurhuleni to EHC for social housing
purposes.

Conditional grant:

The Capital Restructuring Grant is received from SHRA as a conditional grant, to be used in the Chris
Hani project. EHC received a further R8.2million from SHRA relating to social housing projects and at
year end (30 June 2018) the conditional grant is sitting at R20million (R16million from SHRA and
R4million from GPF, all for social housing projects).
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5.3 ASSET MANAGEMENT

INTRODUCTION TO ASSET MANAGEMENT
The entity acquired one significant asset during the year which has been put into use during July 2017.

Treatment of the largest assets acquired during 2017/18:

Name Delville X9 buildings

Description Comprised of 112 units

Asset type Investment property comprising residential bachelor, one
bedroomed flats and two bedroomed flats.

Key staff involved Property development manager, Property manager

Asset value R67 million

Capital implications The building was received as a grant from COE. The building will
be depreciated in over 50 years.

Future purpose of asset Social Rental Housing units

Key issues Repairs, maintenance, and security.

Policies in place to manage asset | Planned maintenance targets have been set, to ensure that routine
maintenance takes place. This will ensure that the asset’s useful
life is preserved and met.

Security guards have been placed to ensure physical safety
measures.
All health and occupational certificates are in place.

Repairs and Maintenance Expenditure — 2017/18

R’000
Original Adjustment Actual Budget
budget budget Variance
Repairs and Maintenance Expenditure 5,065,535 - 4,387,469 -13%

The budget adjustment of R24m relating to Income tax due to SARS was paid in June 2018.
5.4 RATIO BASED ON KEY PERFORMANCE INDICATOR

The EHC is evaluated against two Key Performance Indicators: revenue collection and increased access
to social housing.

During the period under review, the EHC achieved a 92% collection rate which has decreased from 94% in
the 2016/17 financial year.

The rental collection rate on billed accounts for the year was at an average of 92%, and the occupancy rate
was 93%. The Board took a resolution to write off all debt older than two (2) years in line with approved
Debtors Management policy. Again, the recommendation to write-off the debt was after the examination of
these debts, the debts were seen as irrecoverable in order to maintain a clean debtor’s book.

Other ratios are discussed in the table below:

Ratio \ Ratio result Management Comment
Liquidity ratio Year end Sufficient
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Cost Coverage Year end Current cash balances,
excluding grants, are sufficient
to cover 1,79 month’s operating

expenses.
Total Outstanding service N/A EHC does not have any service
debtors debtors.
Debt Coverage Year end The number of times debt can

be accommodated within
operating revenue is sufficient.
Creditors system efficiency Year end The company’s policy is to pay
creditors within 30 days and
strict application of the MFMA
holds to this regard. The low
ratio of creditors to expenses is
proof that management is
keeping creditors balances to a

minimum.

Capital charges to operating N/A

expenditure

Employee Costs Year end The low employee costs ratio to

operational revenues shows
management’s efforts to keep
employee costs balanced,
between performance and cost
effectiveness.
Repairs and maintenance Year end Management’s commitment to

maintaining municipal assets is
evident from the level of repairs
and maintenance expenditure,
compared to total operational
expenses.
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COMPONENT B: SPENDING AGAINST CAPITAL BUDGET

5.5 CAPITAL EXPENDITURE

. . Original Adjustment .
Figures in Rand ENE e Budget Variance
Computer Equipment 461 343 - 458 028 -1%
Furniture/Office Equip 867 505 - 909 942 5%

Investment Property

- 0,
Refurbishment 831152 831151 0%

TOTAL 2 160 000 - 2199121 2%

Capital expenditure exceeded the original budget by 2%. Included in other PPE is the capitalisation of new
access control systems. This was mainly to replace the damaged and stolen equipment’s relating to the
access control system, hence the equipment budget was exceeded.

The Chris Hani building included in Fixed Asset additions was received from COE as a non-cash flow grant.
5.6 SOURCES OF FINANCE

The EHC generates revenues from rentals of residential units to tenants, while other sources are funding
from the COE and SHRA.

There was no debt funding at the end of the financial year.
5.7 CAPITAL SPENDING ON LARGEST PROJECTS
The capital budget spent on the largest project was Block E, amounting to R831 152.

The construction of Germiston Fire Station and Delville were both fully funded by the COE.
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COMPONENT C: CASH FLOW MANAGEMENT AND INVESTMENTS

5.8 = 5.9 CASH FLOW MANAGEMENT AND INVESTMENTS.

CASH FLOW STATEMENT FOR THE YEAR ENDED 30 JUNE 2018

Figures in Rand

Cash flows from operating activities

2018 (R)

2017 (R)

(RESEED))

Receipts

94,065,284

56,186,881

Payments

(77,623,055)

(46,181,134)

Net cash flows from operating activities 16,442,229 10,005,747
Cash flows from investing activities (2,113,527) (9,334,737)
Cash flows from financing activities 742,718 770,496

Net increase/(decrease) in cash and cash equivalents 15071 420 1441 506
Cash and cash equivalents at the beginning of the year 20 468 752 19 027 246
Cash and cash equivalents at the end of the year 35540172 20 468 752

The company achieved a positive cash flow of R15,1 million for the year, mainly as a result of the grants

received.

5.10 BORROWING AND INVESTMENTS
EHC had no external borrowings for the year.

The company keeps all surplus cash in call deposit accounts.

5.11 PUBLIC PRIVATE PARTNERSHIPS
N/A

5.12 SUPPLY CHAIN MANAGEMENT
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EHC policies and procedures were reviewed in the year under review, and the process is ongoing - as there
are policies that did not exist and need to be created.

5.13 GRAP COMPLIANCE

EHC has complied with accounting standards, laws and regulations with one exception relating to income
threshold bands that were approved by the Minister of Human Settlement, from R3,500 to R5,500 for
primary market, and R5,501 to R15,000 for the secondary market respectively. This approval has deemed
the EHC compliant with GRAP regulations.
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CHAPTER 6 — AUDITOR-GENERAL AUDIT FINDINGS

COMPONENT A: AUDITOR-GENERAL OPINION OF FINANCIAL STATEMENTS
YEAR -1

6.1 AUDITOR GENERAL REPORTS YEAR -1 (PREVIOUS YEAR)

6.1.1 Report on Financial Performance

Non-Compliance Issues Remedial Action
Budget not allocated to performance The KPI has been moved to Human
objectives. Settlement which currently holds the budget.

No evidence of approval by the board of
directors on the adjustments made to the
measurable performance objectives
included in the SDBIP.

6.1.2 Report on Financial Performance

Non-Compliance Issues Remedial Action

SCM: Non - compliance with the SCM Develop annual procurement plan that is aligned to the
Policy and SCM Regulations: During the approved annual budget.

testing of competitive bids, certain
procured services exceeded the Tender
threshold of R200 000, but did not go
through a tender process; resulting in
deviations and variations that were
presented to the board for ratification.
However the reasons provided were not
justifiable; as they were as a result of
improper planning.
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6.2 AUDITOR GENERAL REPORT YEAR
SUMMARY OF ISSUES RAISED BY THE AUDITOR GENERAL (AG) IN 2017/2018

Management has responded to all issues raised by the Auditor General, and these findings are classified
in-line with Operation Clean Audit requirements as follows:

Okay -
Municipal Entity :I'otal ’i\lnodisct:ttgds manageable
items issues
EHC 37 0 25
Total 37 0 0 25 0 12

AUDITOR-GENERAL 2017/2018

The external audit was completed on 30 November 2018 and any changes to the financial statements were
effected accordingly. The Auditor General has issued reports on the financial statements during November.
The audit outcomes were as follows:

Germiston Phase Il Housing Company — (P2) t/a EHC: Unqualified Opinion

COMPARISON OF THE AUDITOR-GENERAL REPORT OF 2017/2018 WITH THE REPORT OF
2016/2017

In evaluating the audit report for the year, it is important to reflect on the audit report of the previous financial
year. In that way, a distinction can be made on whether there is an improvement or regression in the
financial and performance management practices of the EHC.

The table below compares the Management Letter from 2017/18 to that of 2016/17 and this formed the
basis of the Operation Clean Audit programme.

The table shows the total number of items per section in 2017 and 2016 as well as the improvement as a
positive figure in the last column or a regression (weakened position) as a negative.

Improved /
SUMMARY 2017 2018 (Weakened)
Entit Total Affect Total | Affect | Old Total | Affect
y items | AR items | AR items items | AR
Germiston Phase Il Housing 29 1 37 8 4 (15) %
Company
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As part of the preparations for the 2018/2019 financial year end, a new OPCA plan is now being compiled.
This is based on the 2017/18 findings which include findings of 2016/17, currently not resolved. It aims to
resolve as many of these matters as possible before the finalisation of the next audit.

INTERNAL AUDIT

Internal audits were carried out in each quarter, and findings on internal controls were dealt with
immediately. Internal audit reports were submitted to relevant committees, for review on a quarterly basis.

No issues were reported which are likely to have a material impact on the presentation of the financial
statements and to the AG’s opinion.
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Glossary
GLOSSARY
EHC Ekurhuleni Housing Company
CoE City of Ekhuruleni
FinRisk Finance and Risk Committee
GDS Growth Development Strategy
HSDP Human Settlement Development Plan
ICT Information Communications and Technology
IDP Integrated Development Plan
IRPTN Integrated Rapid Public Transport Network
IT Information Technology
MFMA Municipal Finance Management Act
MINMEC Ministers and Members of Executive Councils Meeting
MMC Member of the Mayoral Committee
MSA Municipal Systems Act
MSCOA Municipal Standard Chart of Accounts
MSDF Metropolitan Spatial Development Framework
OpsCom Operations Committee
PESTL Political, Economic, Social, Technological and Legal
RCG Restructuring Capital Grant
RemCo Remuneration Committee
SCM Supply Chain Management
SDA Service Delivery Agreement
SDBIP Service Delivery Budget Implementation Plan
SDF Service Delivery Framework
SHIP Social Housing Investment Programme
SHRA Social Housing Regulatory Authority
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SHSS

Sustainable Human Settlements Strategy

SLA

Service Level Agreement
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APPENDICES
APPENDIX A — BOARD; COMMITTEE ALLOCATION AND BOARD ATTENDANCE
Name Quarter 1 Quarter 2 Quarter 3 Quarter 4
Bo | Fina | Re Proj | Bo | Fina | Re Proj | Bo | Fina | Re Proj | Bo | Fina | Re Proj
ard | nce mc ects | ard | nce mc ects | ard | nce mc ects | ard | nce mc ects
o] o] o] o
L. P N N N P N N N P N N N P N N N
Vutula
F. P P P N A |A A N P P P N P P P N
Segole
K P P N N P P N N A P N N P P N N
Maithuf
i
Z P N P N A N P N P N P N A N P N
Nkama
na
T P N N P P N N A P N N P P N N P
Limako
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M P P N N P [ N N [ P N N A P N N
Ngobe
ni
A P N N A P N N [ [ N N P P N N P
Makha
do
L P N P P P N P P P N P P P N P P
Netshit
enzhe

P — Present

A — Absent

N — Not a member
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APPENDIX B — COMMITTEES AND COMMITTEE PURPOSES
SUB-COMMITTEES

There are three Board sub-committees:

. Finance and Risk Committee;
. Remuneration (HR) Committee; and
. Operations Committee.

Audit, Finance and Risk Committee (FinRisk)

The Finance and Risk Committee is supported by the CFO, and has the right of access to all the
information it requires to consult both internal and external auditors. The Risk and Finance Committee
receives is mandated and delegated by Board of Directors. In terms of this authority, the Audit and
Finance Committee must ensure that the Entity remains financially viable, meet its present, future needs
and obligations, and must properly assess risk.

The Remuneration (HR) Committee (RemCo)

The Human Resources Committee deals with the recruitment of staff, remuneration, and conditions of
service, and recruitment of staff. It operates within a framework which balances the mandates of the
Board, and the confidentiality of staff conditions of service. The Human Resources Committee operates
within general policy laid down by the Board, this could be due to the either as a result of decisions by the
independent board, or referrals by the committee to the board.

Operations Committee (OpsCom)

The Operations Committee receives is mandated and delegated by the Board. In terms of this mandate,
the Committee has the authority to review housing management, maintenance, tenant relations, and
marketing and public relations policies, and furthermore make recommendations to the Board.

The Operations Committee also has the authority to approve and recommend a Development Strategy to
the Board, ensuring that it responds to housing needs in the EHC's area of operations. The Additionally,
the Technical Committee is also tasked with approving and recommending an annual development
programme to the Board an annual development programme, taking into account both subsidised and un-
subsidised projects.
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I Filled
. Vacant

EM

Operations

APPENDIX C —ENTITY STRUCTURE
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APPENDIX D — FUNCTIONS OF MUNICIPALITY / ENTITY

The Ekurhuleni Housing Company (EHC) derives its mandate from the City of Ekurhuleni (COE). This
mandate is informed by the national housing imperatives that are dictated by the Rental Housing Act, the
Social Housing Act, and the MFMA. Its Vision and Mission is underpinned by a set of values and goals
geared towards building an organisation that provides superior quality social and rental housing and
property management services to its clients within Ekurhuleni. The EHC provides and manages affordable
rental housing for the lower income market as an integral part of efforts to eradicate the housing backlog in
the Ekurhuleni Metropolis. The main target market comprises of home seekers whose household incomes
meet the criteria for institutional housing subsidy that is available to beneficiaries whose total household
income is between R3500 and R15000 per month.

Therefore, the core business of EHC includes the development of social and rental housing; refurbishment,
upgrading and management of selected Council-owned rental housing stock; refurbishment of inner-city
high density rental buildings; and the implementation of the necessary turnaround strategies. The rationale
for the establishment of EHC, was to promote the creation of quality living environments for low-income
residents in the form of institutional housing by a dedicated institution for integrated social housing
development, including medium density, rental housing and communal housing in support of the Inner-City
Regeneration and Urban Renewal through the acquisition of land and buildings for housing development
in Ekurhuleni.

The major shareholder, the COE signed a Service Delivery Agreement (SDA) with the EHC. The EHC will
be utilised by the COE as a vehicle to perform the municipal service of providing social housing. The EHC
will therefore be assisting the COE to perform its functions and powers. To complement this, this particular
practice is described and contemplated in terms of the Systems Act, in particular section 86(E). The plan
is to ultimately have the EHC perform the role of property developer and manager of housing units whilst
strengthening the organisation to take up its full mandate.

The Medium Term Strategic Framework (MTSF) for National Human Settlements Department has set the
five-year targets for social housing for the 2014-2019 period. Under sub-outcome 1: Adequate housing and
improved quality living environments, the target is to produce 27,000 social housing units, 10,000
community residential units (CRU) and 35,000 affordable housing units. EHC has set realistic targets in this
plan to align with the MTSF.

To date, the EHC’s other duties include overseeing administrative processes, accounting and financial
management, tenant liaison, policy and guideline formulation, capital raising, agency role and any other
functions that COE may require in applying the principles of social and rental housing in Ekurhuleni. The
EHC is currently managing 1224 rental units in the Germiston area. In doing so, the EHC provides a service
that includes rent collections, maintenance and security for the units. The EHC has an intention to develop
more rental units to meet the growing demand in Ekurhuleni. The EHC is strongly committed to ensuring
that low and moderate-income households can have housing access to parts of the municipality - where
they were previously excluded, to promote social, spatial and economic integration through social housing.
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APPENDIX E — WARD REPORTING

Not Applicable
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APPENDIX F — WARD INFORMATION

Not Applicable
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APPENDIX G — RECOMMENDATIONS OF THE MUNICIPAL AUDIT COMMITTEE
YEAR O

Not Applicable
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APPENDIX H - LONG TERM CONTRACTS AND PUBLIC PRIVATE
PARTNERSHIPS

Not Applicable
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APPENDIX | —=ENTITY/ SERVICE PROVIDER PERFORMANCE SCHEDULE

AWARDS IN RESPECT OF ADVERTISED COMPETITIVE BIDS

(GOODS, INFRASTRUCTURE PROJECTS OR SERVICES IN EXCESS OF R200 000 INCLUDING
ALL APPLICABLE TAXES)

FOR THE 2016/2017 FINANCIAL YEAR

Service Provider
Cleaning Services 4,050,000 Open November 24 months December 2020
tender 2017
Security Services R9,450,000 Open February 24 months 31 March 2020
tender 2018
Tax and Legal R547,000 Open June 2018 Once off Once off.
Opinion tender
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APPENDIX J — DISCLOSURES OF FINANCIAL INTERESTS

Disclosure of Financial Interest

Period 1 July 2017 to 30 June 2018

Services

Position Name Description of Financial
Services

Non-Executive Director Mr L Vutula Nil
Non-Executive Director Mrs F Segole Nil
Non-Executive Director Mrs L Netshitenzhe R 287.000
Non-Executive Director Mr K Maithufi Nil
Non-Executive Director Mr T Limako Nil
Non-Executive Director Mr Z Nkamana Nil
Non-Executive Director Mrs M Ngobeni Nil
Non-Executive Director Mrs A Makhado Nil

Chief Executive Officer Dr A Pillay R 250.000
Chief Financial Officer Mr D Dlamini Nil
Executive Manager: Corporate | Mr M Matsuma Nil
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APPENDIX K (I1): REVENUE COLLECTION PERFORMANCE BY SOURCE

Quarterly

EHC YEARLY COLLECTION REPORT: 01 JULY 2017 TO 30 JUNE 2018.

PURPOSE

To report on the collection rate for the Year ending 30/06/2018.

EXECUTIVE SUMMARY

The targeted collection rate is 90%. The actual collection rate achieved for the entire year is 92%,
overachieved by 2%.

Factors that contributes to EHC not getting 100% collection rate are as follows:

1) Late payments by tenants - due financial constraints
2) Tenants Strike upon receipt of rental increase letters

3) lllegal Tenants & Subletting in old buildings evicted — high risk with big volumes of overdue
4) lllegal tenants- that we evicted after EHC performed Audit verifications of our tenants in our Units

DISCUSSION

The debtor’s collection report for the entire financial year 2017/18 is reflected from the table below:

Table 1:
/ Arrears B/f Total Billing, Total Due Receipts Arrears C/f
(Rent +
Recoveries)

20170 | 9406 325.42 | 3342 038.56 12 748 363.98 321436455 | 9533999.43
7

20170 | 9533999.43 | 3403113.31 12 937 112.74 2998 828.79 | 9938283.95
8

20170 | 9938283.95 | 3300 785.83 13 239 069.78 3037 859.28 | 10201 210.50
9

20171 10 200 3266 861.48 13 467 452.98 2649 437.99 | 10880 437.10
0 591.50

20171 10 880 3211 910.87 14 092 347.97 2982 405.68 | 11 368 262.23
1 437.10

20171 11 368 3472179.88 14 840 442.11 3492481.40 | 14887 191.31
2 262.23

20180 14 887 3470 440.94 18 357 632.25 3398534.21 | 13077 617.99
1 191.31
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20180 13 077 3492 760.40 16 570 378.39 2 665897.00 | 13 955 336.06
2 617.99

20180 13 955 3574 836.36 17 530 172.42 3547 141.46 | 14 392 455.54
3 336.06

20180 14 392 3509 482.00 17 901 937.54 3263029.26 | 14 638 908.28
4 455.54

20180 14 638 3559829.11 18 198 737.39 3149419.08 | 15049 318.31
5 908.28

20180 15 049 3587 088.46 18 636 406.77 3391889.18 | 15244 517.59
6 318.31

Totals 147 328 41 191 327.20 188 520 054.32 37 791 287.88 153 167
727.12 538.29

Billing vs. Receipts & Collection Rate Yearly Report 2017 / 2018 Fin Year

45000 000,00
40000 000,00
15000 000,00
30000 000,00

25000 000,00

m Total Billing

20000 000,00
B Total Recelpts

15000 000,00 u Collection Rate (%)
10000 000,00

5 000 000,00
201707 | 201708 | 201709 | 201710 | 201711 | 201712 | 201801 | 201802 | 201803 | 201804 | 201805 | 201806 | Totds
m Total Billing 33420 | 34031 | 33007 | 32668 | 32119 | 34721 | 34704 | 34927 | 35748 | 35094 | 35598 | 35870 | 41191

= Total Recelpts 32143 | 29988 | 30378 | 26494 | 29824 | 34924 | 33985 | 26658 | 35471 | 32630 | 31494 | 33918 | 37791
® Collection Rate (%)) 96% 88% 92% 81% 93% 101% 98% 76% 99% 93% 88% 95% 92%
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APPENDIX L — CONDITIONAL GRANTS RECEIVED EXCLUDING MIG

SRHA R 16 000 000

GPF R 4 200 000

Conditional grants earmarked for social housing projects which will be undertaken in the 2018/19 financial
year.
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APPENDIX M: CAPITAL EXPENDITURE — NEW & UPGRADE/RENEWAL

PROGRAMMES

APPENDIX M (1): CAPITAL EXPENDITURE - NEW ASSETS PROGRAMME

Capital Expenditure-Upgrade/Renewal programme

Figures in Rand

Year-1 Year 0 Planned Capital Expenditure
Original Adjustment | Actual

Description Actual Budget Budget Expenditure | FY+1 FY+2 FY+3
Capital Expenditure by
Asset Class
Other Assets
Computer Equipment 517 400 | 461 343 - 458 028 636 000 674 160 714 610
Furniture/Office Equip 293 958 | 867 505 - 909 942 413 000 438 000 464 280
Other Equipment 1099245 | - - - - - -
Intangible Assets
Computer Software 259612 | - - - - - -

2170215 | 1328848 0 1367 970 | 1049 000 1112160 1178890
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APPENDIX M (I1): CAPITAL EXPENDITURE — UPGRADE/RENEWAL PROGRAMME

Capital Expenditure-Upgrade/Renewal programme
Figures in Rand

Description Year-1 Year 0 Planned Capital
Expenditure

Actual Original Adjust Actual FY+1 FY+ | FY+3
Budget ment Expenditure 2
Budge

Capital Expenditure by
Asset Class

Investment Properties

Refurbishment- Pharoe Park 6 872 940 831 151
Block E 831 152 - - -

-Chris Hani village Phase 1 -
grant in kind 78 349 067 - - _ _

-Chris Hani village Phase 2 - 90 975 000
grant in kind - - - - -

-Delville-grant in kind 67 084 729

Other capital expenditure- - 7 500 000
monetory

85 222 007 831 152 - 67 915 880 98 475 000 - -
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APPENDIX N — CAPITAL PROGRAMME BY PROJECT YEAR O

Capital Programme by Project Year O

Figures in Rand

Description Original Adjust Actual Actual - Total Actual Variance | Varianc
budget ment Expenditure grantin kind % e%
Budget (Act-Ad)) (Act-
OB)
Computer 458 028 458 028 0% -1%
Equipment 461 343 - -
Furniture/Office 909 942 909 942 0% 5%
Equip 867 505 - -
Investment 831151 67 084 729 67 915 880 0% 8071%
property 831 152 -
2160 000 - 2199121 67 084 729 69 283 850 0% | 3108%
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APPENDIX O — CAPITAL PROGRAMME BY PROJECT YEAR O

Not Applicable
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APPENDIX P — SERVICE CONNECTION BACKLOGS AT SCHOOLS AND CLINICS

Not Applicable
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APPENDIX Q — SERVICE BACKLOGS EXPERIENCED BY THE COMMUNITY
WHERE OTHER SPHERE OF GOVERNMENT IS RESPONSIBLE FOR PROVISION

Not Applicable
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APPENDIX R — DECLARATION OF LOANS AND GRANTS MADE BY THE
MUNICIPALITY

Not Applicable
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APPENDIX S — NATIONAL AND PROVINCIAL OUTCOMES FOR LOCAL
GOVERNMENT

Not Applicable
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