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Findings And Recommendations
Finding:. The Department did not receive sufficient funds to fill critical vacant posts and
as a result was operating with only half of its posts filled which in turn impacted
negatively on the Departments ability to deliver on its mandate.
Recommendation: The Department’s human resource challenges have been
continually identified as one of the Department’s greatest setbacks to housing delivery.
The Department working with the Provincial Treasury is urged to address the former’s
vacancies by sufficiently budgeting for compensation of employees over the MTEF. The
Department and the Legislature are also encouraged to call for a review of the equitable
share formula in order to assist in addressing the housing backlog.
Finding: The Annual Report shows a positive change in the Department’s overall
expenditure trend. While the Department incurred under expenditure of 35% in the
2007/08 financial year, and 5% over-expenditure in 2008/09, there was only 0.06%
under expenditure in 2009/10.
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Recommendation: The Department must be commended for its significant
improvement in expenditure and financial management over the last 3 financial years.
These improvements must be maintained in order to secure much needed increased
budgets over the MTEF.
Finding: Programme 3’s expenditure is by far the most notable with a 100% expenditure
rate unlike in 2008/09 when it over spent its ‘Compensation of employees’ budget by
27% and under-spent its ‘Goods and Services’ line item by 38%. However, of all the
Programmes, it has the largest vacancy rate of 60%.
Recommendation: Programme 3’s vacancies need to be addressed with revisions to
the budget in the outer years of the MTEF.
Finding: In 2007/08, the conditional grant was under-spent by 49.3%. In 2008/09 the
conditional grant was over-spent by 6%. In 2009/10 100% of the conditional grant was
spent.
Recommendation: The Department needs to maintain this level of expenditure and
motivate for increased allocations to deal with its human resource shortages and
increase the rate of service delivery.
Finding: The Department’s internal controls were not of the standard required by the
PFMA and Treasury Regulations. Deficiencies in the internal control systems included
that management did not substantially fulfil its financial reporting responsibilities as set
out in section 77 of the PFMA and Treasury Regulation 3 and 27.2.
Recommendation: A strong functioning internal control system is critical for ensuring
that expenditure is appropriate. Weaknesses in financial reporting and a failure to
comply with applicable laws and regulations will result in expenditure failings and
resultant underperformance. Senior management and the Legislature need to ensure
that corrective action is taken where deficiencies are identified. Non compliance with the
applicable legislation regarding internal controls is a serious and continuous problem in
the Department. Senior management and the Legislature need to exercise oversight in
this regard and ensure that improvements are realised in practice.
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Introduction
The South African Constitution commits government departments to the progressive
realisation of socio-economic rights, including the right to education, healthcare, housing
and social welfare, within available resources. The PSAM defines social accountability
as the obligation by public officials and private service providers to justify their
performance in progressively addressing the above rights via the provision of effective
public services.1 In order to effectively realise these rights through the delivery of public
services, state departments and private service providers responsible for the
management of public resources must implement effective accountability and service
delivery processes. These include: planning and resource allocation processes;
expenditure management processes; performance monitoring processes; integrity
management processes; and, oversight processes. Together these processes combine
to form a social accountability system, which acts as the central pillar of a responsive
democratic state. The effectiveness of these processes can be established by
monitoring their information outputs. To evaluate the social accountability system, the
PSAM has developed a set of evidence-based tools for monitoring the information
produced annually by each process.
This Report focuses on the implementation of an effective expenditure management
process by the government department under review. It provides an account of what
funds were available and whether they were efficiently and effectively spent during the
financial year under review.
The Eastern Cape Department of Human Settlements is responsible for providing
adequate housing to qualifying communities of the Eastern Cape. The Department
operates through four main programmes:
•

•

•

1

Programme 1, Administration, provides essential services relating to finance and
supply chain management, strategic management, monitoring and evaluation,
communication and information services
Programme 2, Housing Planning and Research, is responsible for a number of
important activities, namely facilitating the development of housing policy and
legislation, coordinating housing planning, undertaking research which will inform
planning.
Programme 3, Housing Programme Facilitation and Administration, seeks to
respond to the housing question in the Province by planning and administering
provision of housing subsidies as well as facilitating, coordinating and managing
social housing.

Constitution of the Republic of South Africa, sections 26, 27 and 29.
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•

Programme 4, Housing Assets Management, manages rental and social housing
stock, maintains housing assets and an asset register, and assists in the
acquisition of land for housing development

Broad overview of Expenditure
Table 1: Expenditure over the last six years2

Financial Year
2004/05
2005/06
2006/07
2007/08
2008/09
2009/10
Total

Total Budget
R’000
666,946
666,327
821,136
616,082
1,168,801
1,531 715
5,471,007

Expenditure
R’000
660,648
666,327
695,835
395,340
1,228,255
1,530,764
5,177,169

Variance:
(over)/ under
expenditure
R’000
36,298
0
125,301
220,742
(59,454)
951
293,838

% of
(over)/under
expenditure
R’000
5.2
0
15.2
35.8
(5.1)
0.06
5.37

Table 1 shows the Department’s significant under-expenditure in the years prior to
2008/09. More recently there has been a positive change in the expenditure pattern. The
Department’s under expenditure in the 2007/08 financial year of 35%, followed by the
Department’s 5% over-expenditure in 2008/09 as well as the meager 0.06% under
expenditure in 2009/10 reveal a significant improvement in expenditure trends. In order
to ascertain where the budget needs to be spent more efficiently and effectively, it will be
considered in greater detail below.

2

Eastern Cape Department of Housing Annual Reports, 2004/05, 2005/06, 2006/07, 2007/08, 2008/09,
2009/10.
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Table 2: Expenditure by Economic Classification3
Economic Classification
Current Payments:
Compensation of
Employees
Goods and Services
Transfers and Subsidies
Provinces and
municipalities
Departmental agencies
and accounts
Payment for capital
assets
Machinery and
equipment
Total

Adjusted
Final
Voted for
Virement
Appropriation
Appropriation
2009/10 R'000
R'000
R'000
R'000

Actual
Expenditure
R'000

Variance
R'000

Variance as a
% of Final
Appropriation

141,171
63,342

‐92
‐873

‐356
‐410

140,723
62,059

140,723
61,107

0
952

0

1,315,665

514

356

1,316,535

1,316,536

1

0.07

11,537
1,531,715

451

410

12,398
1,531,715

12,398
1,530,764

0
951

0
0.06

1.53

A further breakdown of the Department’s overall expenditure by economic classification
(Table 2 above) highlights important areas of improvement from the previous financial
year. No line items have been largely under- or over-spent in 2009/10. The
‘Departmental agencies and accounts’ line item incurred over expenditure of R59 million
in 2008/094 whereas in 2009/10 this was improved remarkably to only incur over
expenditure of R1000.
In the 2009/10 financial year there are no rollovers of expenses from the previous
financial year which may have an adverse effect on resource availability going into
2010/11. The Department is urged to continue to ensure that as few of the Department’s
expenses are accrued and subsequently rolled over into the next financial year.
Another significant improvement in expenditure concerns compensation of employees.
This is the second largest line item with a budget of R140 million. In 2008/09, this line
item had the largest percentage over-expenditure of 13%5 which was perhaps not
surprising given the Department’s priority of filling posts after it split from the Department
of Local Government in the 2008/09 financial year. The Department’s 2008/09 budget
for compensation of employees was therefore placed under significant strain to
accommodate additional personnel who were recruited.
Encouragingly in 2009/10 the Department has managed to spend its entire
compensation of employee’s budget with no over or under-expenditure reported. The
notes to the Department’s financial statements do however emphasize the possible
3

Eastern Cape Department of Human Settlements, Annual Report 2009/10, p. 33
Eastern Cape Department of Housing, Annual Report 2008/09, p. 34
5
Eastern Cape Department of Housing, Annual Report 2008/09, p. 34
4
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existence of contingent liabilities (relating to compensation of staff) as a result of
employees having submitted claims to the Department for promotion.6 The AuditorGeneral has noted this process and the fact that the Office of the Premier is currently
investigating the validity of such claims with the outcome of the investigation as yet
unknown.7
Although the Department should be commended for not over spending its compensation
of employees budget in the 2009/10 financial year, the Accounting Officer (AO) reports
that by the end of the 2009/10 financial year only 397 posts were filled out of the 904
posts available meaning that 507 posts were still to be filled which translates into a
vacancy rate of 56%.8 This vacancy rate is contradicting the information provided
elsewhere in the Annual Report concerning recruitment. Section 5.2 of Part 5 of the
Annual Report shows that a total of 430 people had been employed as at April 20099
and not 397 as stated in Section 2.6, Part 2 of the Annual Report,10 making the vacancy
rate 48%. The Department needs to clarify where the Department’s vacancy rate
currently stands. If the vacancy rate is indeed 56%, this is marginally worse than the
Department’s vacancy rate of 52% in the previous financial year.11
The reason given for ongoing high vacancy rate is explained by the Department as
follows: “the budget constraints experienced by the department had far reaching
limitations on recruitment and filling and this resulted in the stagnation of our human
capital… the current fiscal does not come any closer in assisting this process, hence a
need for additional financial resources to cover the department’s human capital
investment”.12 The Department is encouraged to support the MEC for Finance’s call for
the review of equitable share formula by National Treasury.13
Other proactive measures include partnering with Provincial Treasury and the Office of
the Premier to manage the budget they have been allocated more efficiently and
effectively by “tightening up procurement and human resources planning and
practises”14, cutting expenditure on non-core goods and services15 and equipping
municipalities to fulfil more housing responsibilities thereby relieving some of the
pressure on the Department’s human resources. Limited budget constraints may also
6

Eastern Cape Department of Human Settlements, Annual Report 2009/10, p.135.
Eastern Cape Department of Human Settlements, Annual Report 2009/10, p. p.106.
8
Eastern Cape Department of Housing, Annual Report 2009/10 p.29. These figures are contradicted by the
number of staff recruited during the financial year, reported as 408 according to page 155 of the 2009/10
Annual report
9
Ibid,p.155
10
Ibid, p.29
11
Eastern Cape Department of Housing, 2009/10 Operational Plan, p.7
12
Eastern Cape Department of Human Settlements, Annual Report 2009/10,p.29
13
2010 Budget Speech by MEC for Finance, M. Jonas delivered on 3 March 2010, p.10
14
Eastern Cape Overview and Estimates of Provincial Expenditure 2010/11, p.V
15
2010 Budget Speech by MEC for Finance, M. Jonas delivered on 3 March 2010, p.10
7
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affect the Department’s ability to retain or attract staff. The Department is therefore
strongly encouraged to increase the compensation of employees budget over the MTEF
as a strategy to attract and retain much needed critical staff particularly in the technical
industry.
Departmental Expenditure by Programmes
Table 3: Budget and Expenditure per programme for the Department of Human
Settlement, 2009/1016

Programme
1
Administration
2
Housing
Planning &
Research
3
Housing
Programme
Facilitation &
Administration
4
Housing Asset
Management
Total

Total Budget
(R’000)

Expenditure
(R’000)

Variance (R’000)

Percentage of
(over) / under
expenditure

1,424,622

1,423,671

951

0.06

15,437

15,437

0

0

82,846

82,846

0

0

8,810

8,810

0

0

1,531,715

1,530,764

951

(0.06)

The above table reveals that all programmes performed well ranging from 99.94% use of
funds to 100%. This financial year all programmes spent their entire budget except for
Programme 1 which under spent its budget within an acceptable range of 0.06%.This is
a huge improvement from the 5% over expenditure in the previous financial year. The
most notable improvement in expenditure by Programme is within Programme 3. This
Programme is responsible for promoting effective and efficient housing delivery by
implementing and monitoring housing projects. Although Programme 3 showed a 100%
expenditure rate in the 2008/09 financial year, a closer look highlighted areas that
needed to improve expenditure. For instance in 2008/09, Programme 3 over spent its
16

Eastern Cape Department of Human Settlements, Annual Report 2009/10, p.32
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compensation of employees budget by R11.6 million (or 27%) while under spending its
Goods and Services budget by R11.6 million (or 18%)17 This ended up negatively
affected pay for essential services such as training, consultants and specialized
services.18
It is pleasing to note that in the 2009/10 financial year, Programme 3 achieved 100%
expenditure for both the aforesaid line items which encountered expenditure problems in
the previous year. 19
The expenditure of the conditional grant will now be considered.
Table 4: Eastern Cape Department of Human Settlements, (IHHDSG) Conditional
Grant Expenditure during 2009/10.20
Division
of
Revenue
Act

Rollovers &
Adjustments

Total
Available

Amount
Received by
Department

Amount
Spent by
Department

Variance
as % of
Final
Appropria
tion

IHHSDG

R’000
1,313,378

R’000
0

R’000
1,313,378

R’000
1,313,378

R’000
1,313,378

R’000
0

Total

1,313,378

0

1,313,378

1,313,378

1,313,378

0

Name of
grant

The Integrated Housing and Human Settlements Development Grant (IHHSDG)
comprised 86% of the total adjusted 2009/10 Human Settlements budget.21 The Grant
funds the majority of departmental projects including land acquisitions for housing
development, unblocking projects, housing subsidies, delivery of housing units as well
as the upgrading of informal settlements. In 2007/08 the Grant was under-spent by
49.3%.22 In 2008/09 expenditure of the Grant improved drastically with the Department
managing to overspend its entire adjusted conditional grant allocation by 6%23 however
this was beyond the acceptable range of 2%. However R270 million of the 2008/09
conditional grant was withheld by the National Department as a result the Department
17

Eastern Cape Department of Housing, Annual Report 2008/09,p.75
Eastern Cape Provincial Treasury, Budget Statement II 2008/09,p404
19
Eastern Cape Department of Human Settlements, Annual Report 2009/10, p.115
20
Eastern Cape Department of Human Settlements, Annual Report 2009/10, p.140
21
The Eastern Cape Department of Human Settlements, Annual Report 2009/10,p.127.
22
The initial 2007/08 conditional grant allocation was R1.05 billion. R543 million was taken back by the
National Department of Housing due to under spending. Eastern Cape Department of Housing, Local
Government and Traditional Affairs 2007/08 Annual Report, p. 124
23
Eastern Cape Department of Housing, Annual Report 2008/09, p.149
18
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suffered ‘major setbacks’ including being unable to pay contractors for claims of more
than R66 million.24 This impacted upon the Department’s 2008/09 plans of building more
than 15,000 units in the province.25 The only explanation given by the Accounting Officer
(AO) with regards to the R270 million being withheld was that “the Department was not
informed prior to the withholding of the grant in terms of DORA.”26 The Department must
be applauded for its much improved 2009/10 conditional grant expenditure of 100%27
with no conditional grant funds being withheld.28 This is a positive sign that shows
improved housing delivery and improved communication between the provincial
Department, the National Department and Provincial Treasury, so as to avoid any major
setbacks from reoccurring in the 2009/10 financial year.
Internal Control
Improvements in the proper expenditure of the Departments budget will be achieved
where there is proper functioning of internal controls, alongside internal audit – both of
these mechanisms are overseen by the Audit Committee who report to the AO who is
dependent upon these mechanisms to make expenditure and senior management
decisions. During the year under review the following concerns were raised regarding
the effectiveness of these mechanisms by the following entities and persons:
The Audit Committee stated that the “the system of internal control applied by the
Department of Housing over financial and risk management is partially adequate and not
effective.”29
Problematic areas raised by the Audit Committee focused on staff shortages within the
Shared Internal Audit Services (SIAS) which is administered by the Provincial
Treasury.30 The SIAS is responsible for assisting the departments in the province with
internal auditing. This is of concern as inadequate human resources in the SIAS was
also highlighted in 2008/09 by the Audit Committee.31 The SIAS continues to face
human resource challenges and considerable attention needs to be given to solving
challenges of high staff turn-over and filling of critical posts over the MTEF.
Responsibility for this rests primarily with the Provincial Treasury who have now
repeatedly failed to address this problem of capacity within the SIAS.

24

Eastern Cape Department of Housing, Annual Report 2008/09,p.35
Ibid
26
Ibid
27
Eastern Cape Department of Human Settlements, Annual Report 2009/10,p.140
28
Eastern Cape Department of Human Settlements, Annual Report 2009/10,p.33
29
Eastern Cape Department of Human Settlements, Annual Report 2009/10,p.94
30
Ibid
31
Ibid, p.92
25

9

The Audit committee also indicated that they audited submissions which were riddled
with various deficiencies with regards to format, content and quality. They also
highlighted that the Department’s submissions to the committee partially complied with
the requirements of the PFMA and DORA.32
The AO expressed “reasonable satisfaction”33 with the SIAS and the Audit Committee
citing that their advice and support has been adding value to the Department.34 The AO
acknowledged the deficiencies with the Department‘s submissions to the Audit
committee and the AO committed to addressing these and improving their submissions
according to the Audit committee recommendations. The AO called on for more
assistance in the areas of risk management, planning and training from the SIAS in
order to improve the Department’s ability to deliver on its mandate.35 It is clear that the
SIAS needs to effectively deal with their human resource challenges in order to meet the
Department’s needs.
Contrary to the Audit Committee and AO’s claims of satisfactory fulfillment of its roles
and responsibilities arising from the PFMA,36 the Auditor General (AG) concluded that
“there was no evidence that the Audit committee and internal audit had fulfilled all of
their responsibilities contained in Treasury Regulation 3” as well as sections 76 and 77
of the PFMA.37
The Department received a qualified audit opinion for the 2009/10 financial year38 from
the Auditor General (AG). The AG emphasised deficiencies in the Departments reporting
against legal and regulatory requirements in and raised concerns regarding the
adequacy of internal controls. The AG discovered that the Department did not settle all
payments due to creditors within 30 days from receipt of invoices.39 The Department is
urged to ensure that all the Departments expenses accrued from transactions are
processed and settled as soon as possible to prevent expenses from being rolled over
into the next financial year and thereby placing financial burden on the subsequent
budget which is allocated.
The Department can further improve on compliance with laws and regulations
concerning reporting on their financial and performance management by accurately
reviewing information prior to submitting them for audit. The Auditor General has
recommended that the Department strengthen their preparation and management
32

Eastern Cape Department of Human Settlements, Annual Report 2009/10, p.95
Ibid,p.102
34
Ibid,
35
Eastern Cape Department of Human Settlements, Annual Report 2009, p.102
36
Ibid,p.94 &102
37
Ibid, p.107
38
Eastern Cape Department of Human Settlements, Annual Report 2009/10,p.106
39
Ibid
33
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processes of quarterly reports and other related financial documentation.40 The Auditor
General also raised problematic areas concerning consistency and reliability of financial
reporting in the previous financial year.41 This is an area that needs to be given more
attention in order to see improvement over the MTEF.
Non compliance with the applicable legislation regarding internal controls is a serious
and continuous problem in the Department. Senior management and the Legislature
need to exercise oversight in this regard and ensure that improvements are realised in
practice.
Conclusion
The Annual report shows a positive change in the Department’s financial management
and performance over the last two years. However this improvement can be jeopardized
if problems of high vacancy rate and insufficient funding continue to persist. The Annual
Report for the last two financial years has demonstrated how high vacancy rates and
insufficient operational and conditional grant budget has been an obstacle to fulfilling
service delivery commitments and meeting targets. If the provincial housing backlog of
approximately 750 000 units is to be eliminated by 2014 attention must be given to
addressing vacancy rates and ensuring that that there are revisions to the equitable
share formulae. Until the equitable share is revised to address funding constraints the
housing backlog will not be eliminated as planned.
The Department also needs to address weaknesses of inconsistent and sometimes
unreliable financial and performance reporting. It is vital that the Department reports
accurately on its expenditure and performance to ensure adequate accountability.

40
41

Eastern Cape Department of Human Settlements, Annual Report 2009/10 , p.107
Eastern Cape Department of Housing, Annual Report 2008/09,p.111
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