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GENERAL INFORMATION




1.1 FOREWORD
BY THE
MINISTER

The 2016/17 financial

year marked a difficult and
challenging period in our
country, in which we were faced
with low economic growth.

ThIS put a Strain on Mr Nkosinathi Nhieko (MP)
emp /Oymen t crea tion_ Minister of Public Works

While there are clear policy directives as a country aligned to the National Development Plan (NDP), the recent political
changes during the financial year called for a tightening of policy and delivery mechanisms to meet the long-term
objectives of government. These political and socio-economic changes had an impact on how we do business, which
affected the speed at which infrastructure projects were delivered across the country. Such external factors meant that
we had to find ways to weather the economic storms and maximise delivery with limited resources. The focus therefore
turned to strengthening the internal controls as part of Phase 2 of the Turnaround Plan — efficiency enhancement.
This phase is mainly driven by improvements in internal control, management practices and systems. The seven-year
Turnaround Plan is anchored in stabilisation, efficiency enhancement, growth and sustainability. The 2016/17 financial
year marks the end of the fifth year of the seven-year plan. The next two financial years will be crucial for the sustainability
and growth of public works.

The Department of Public Works (DPW) is guided by its mandate, with a focus on the provision of strategic leadership to
the South African construction and property industries, the management of state-owned and leased-in immovable assets,
and contributing to the national goals of job creation and poverty alleviation through public works programmes. Working
together with other national and provincial departments, we had a responsibility to support an efficient, effective, service-
oriented public service and an empowered, fair and inclusive citizenship.

To redress the racial spatial imbalances and integrate government infrastructure planning to create efficiencies, balance
the leased portfolio, save costs and ensure more accessible services to the public, various accommodation solutions within
identified government precincts were developed in collaboration with municipalities and sector departments.

The Department is expected to increase state-led infrastructure investment in order to massively improve the socio-
economic infrastructure within the country, with an emphasis on the use of local content and local companies. Furthermore,
the Department also needs to consider strategies to support the industrial policy through labour-intensive absorption
initiatives and maintenance, and the construction of critical government assets.

In addition, the Department developed, together with client departments, user needs and demands for accommodation.
This approach formed the basis of improved and informed planning in the provision of efficient and effective accommodation
to government departments.

| am pleased to present the progress of the Department and its achievements for the period under review.

In terms of infrastructure projects, the Department completed a number of infrastructure projects in the year under
review. All of these projects were completed in various provinces throughout the country and had a profound effect on
accessibility and service delivery to the South African public. We saw an increase in the number of police stations and
magistrates’ courts in areas that had never been serviced before. The upgrading of border posts spread across the
provinces adjoining other countries ensured much better control and improved service. The importance of the Department
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taking a lead in infrastructure projects is crucial in developing a sustainable economy and state infrastructure that will
progressively improve the quality of life of all South Africans.

Efforts in addressing backlogs in lease accommodation proved fruitful. Strategies have been put in place to improve
the provisioning of accommodation to other government departments. While it is acknowledged that some of the state
buildings are not in a suitable condition, efforts are underway to address these matters, such as the development of a
sustained financial model. In addition, discussions on the transformation of the property sector have ensued. This will be
done in line with the revised Preferential Procurement Regulations.

The Department contributes to government’s Operation Phakisa Project through the development of small habours
and coastline areas. This programme, while attracting investment for further development, continues to administer and
provide facilities management services to all proclaimed and non-proclaimed small harbours. This function includes
the management of state-owned coastal properties, including the admiralty reserves along the South African coastline.
We are already starting to see the fruits of some of our initiatives in the Operation Phakisa Project through the Small
Harbours and Coastal Properties programme. These initiatives have contributed to addressing poverty and creating
employment in rural communities, together with the intergovernmental partners.

On policy and regulation, the Department embarked on the review of the 1997 and 1999 Public Works White Paper
with the aim of addressing infrastructure backlogs, improving service delivery, creating employment and eradicating
poverty. The completion of this process will provide clarity on the Department’s role in oversight and performance
management in the public works sector, with specific reference to the mandate and functions of the national DPW, as
well as the provincial departments, and the concurrent nature of the public works function (as reflected in Schedule 4,
Part A of the Constitution, 1996).

While a lot of work still needs to be done, | must also reflect on the good achievements in the past financial years for
the main vote. This is a strong expression of improvements in internal financial controls and performance. Additionally,
such an opinion helps improve future planning for the Department. Lastly, while the main vote has improved significantly,
emphasis will be placed on the financial controls of the Property Management Trading Entity (PMTE) in the next financial
year.

On governance, oversight and intergovernmental relations and coordination, itis sufficient to note significantimprovements
in the Public Works sector on interrelated and interconnected functional areas.

Going forward, | have highlighted matters that need to be addressed. My strategic action plan for 2017 to 2018 will
enhance the existing Turnaround Plan towards growth and sustainability. The following will be critical towards that goal:

* Review the operating model of the PMTE.

» Finalise thefilling of all critical executive management positions and remove all positions additional to the establishment,
and address any irregularities pertaining to secondments and contract positions.

* Finalise the change management process in the Department to ensure stability and continuity.

* Finalise the establishment of the Programme Management Office and ensure that it is fully capacitated.

* Finalise all outstanding business processes and operating procedures.

* Launch and implement the Professional Services functions to build and create the capacity of the state to deliver and
de-tenderise the state.

« Conduct an analysis of legal cases and utilise alternative dispute resolution mechanisms to resolve the cases.

» Categorise cases in terms of individual, small, micro and large enterprises to detect their effect on the growth of small
and micro enterprises.

* Monitor the implementation of the Auditor-General’s recommendations.

» Develop the Communications and Marketing Strategy.

* Rebrand the image of the Department and its entities.

My task going forward will be to monitor progress on this action plan and measure its performance with our contributions
to government’s broader objectives and outcomes in line with the NDP.

I have full confidence that the Department will do well in the next financial year, given the stable foundation laid in
performing its tasks.

Minister of Public Works

Mr Nkosinathi Nhleko (MP)
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1.2 STATEMENT
BY THE
DEPUTY
MINISTER

The Department has continued
to make steady advances over
the past financial year across the |
different areas of its mandate. These [EIEECUIELLL

a3 dvances are an in tegra / pa rl_ 0 f Deputy Minister of Public Works
a wider process underway since

2012 in terms of the Department’s

Turnaround Strategy.

Five years ago, the Department was at the centre of several public controversies, there was a high degree of leadership
instability, and there were successive audit disclaimers. Initially, the Turnaround Strategy focused on restoring basic
stability, while dealing vigorously with wrongdoing. At the same time, a major organisational review and renewal process
was undertaken. This involved, among other things, reviewing the relationship between the Department's Head Office
and its 11 regional offices in order to achieve an appropriate balance between practical devolution and effective checks
and balances.

At the heart of the organisational renewal process has been the establishment of a ring-fenced trading entity, namely the
PMTE, directly answerable to the Minister through the Director-General. While there remain shared services across the
Department and the PMTE, the bulk of the former Department’s staff are now located within the various branches of the
PMTE. The objective of the PMTE is to provide the Department with a more professional and clearly focused capacity in
what is, after all, our core public service function — the management of government’s extensive property portfolio.

These restructuring processes have finally enabled us to have a completed Immovable Asset Register (IAR), a critical
requirement for any effective property management entity. Challenges in consolidating a reliable IAR were, in part, related
to the appropriate vesting of custodianship with different public authorities, bearing in mind the complex constitutional
changes that have taken place in post-apartheid South Africa, with four provinces becoming nine, and the abolition of
supposedly independent Bantustans.

At the beginning of the current financial year (1 April 2017), the Department’s immovable asset portfolio consisted of
29 322 land parcels with 93 943 buildings, making it the largest property management portfolio in the country.
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Naturally, the state of repair of much of our property portfolio is uneven, and our current focus is on greatly improving
efficiencies, enhancing collaborative work with the various client public departments, and establishing clear priorities.
Important strategic considerations as we manage our property portfolio going forward include a strong emphasis on
green buildings, ensuring that our buildings are increasingly energy and water efficient, as well as better spatial planning
so that we begin to more effectively consolidate user-friendly public precincts in our towns and cities.

The Department continues to be the lead coordinating department for government’s flagship Expanded Public Works
Programme (EPWP).

The EPWP, which has now achieved nearly three million work opportunities in the current administration, is a globally
innovative network of public employment programmes, involving four major sectors (infrastructure, social, environment
and culture, and the non-state sector). In the last-mentioned sector, government funds non-profit organisations as the
direct implementing agents of public employment programmes, including the locality-based Community Work Programme
(CWP). The Department is also the conduit for various public employment incentive grants in which all provinces and
every municipality in South Africa are participating. Apart from an overall coordinating and policy development role, the
Department is the lead department for the EPWP infrastructure sector.

Given the persisting, crisis levels of unemployment in our country, the NDP correctly envisages the EPWP as a sustained,
decades-long programme that requires expansion, with a target of six million work opportunities for the current (2014-2019)
administration. Over the past year, the EPWP has focused on several issues. Given the hundreds of public bodies
implementing EPWP projects, effective reporting has been a challenge, and the Auditor-General has raised a number
of issues. A second issue that we have increasingly sought to record and highlight over the past year is the very real
contribution these programmes can (and usually do) make to the economy by way of assets created and services
provided to poor communities. A third issue on which the EPWP branch has focused over the past year is the question of
the recruitment of participants. Clear guidelines have been developed with the intention of assisting project implementers
to guard against the dangers of clientelism and patronage in the selection of participants in the programmes.

The Department has a key responsibility for regulating the built environment professions and the construction sector. The
former occurs through the Council for the Built Environment (CBE) and six profession-specific councils, while the latter
is through the Construction Industry Development Board (CIDB). Given the historically skewed racial (and gendered)
nature of our professions, and the high levels of corporate concentration in South Africa, much of the transformational
focus for these public bodies needs to be on achieving greater levels of representivity and participation in the built
environment and construction sectors. Progress has been made, but not with the requisite speed and qualitative depth.
We are now in a different chapter of the Turnaround Strategy. All of the stabilising groundwork is in place. We are now in
a space in which we can focus less on emergency fire-fighting and much more on greatly improving both our efficiencies
and our transformative effectiveness. Of course, this does not mean that we can become complacent, still less relax our
vigilance.

“\3""“

Deputy Minister of Public Works

Mr Jeremy Cronin
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1.3 REPORT BY THE
ACCOUNTING
OFFICER

Mr Mziwonke Dlabantu

Accounting Officer

1.3.1 Overview

In January 2016, the International Monetary Fund (IMF) lowered its 2016 projection for global economic growth from 3.6%
to 3.4% following growth of 3.1% in 2015. Although this was projected to be slightly higher than the previous year, growth
still remains low. Against this projected growth, developed economies (which are generally more insulated from the negative
effects of commodity price shocks) continue to expand at a moderate pace, but progress is uneven. On the domestic front,
South Africa’s gross domestic product (GDP) growth forecast for 2016 was revised down to 0.9% from an estimated 1.7% at
the time of the Medium-term Budget Policy Statement (MTBPS). The weaker outlook was the result of lower commodity prices,
higher borrowing costs, diminished business and consumer confidence, and drought. South Africa’s economy is quite diverse,
challenged with low economic growth (contracted to 0.3% in the three months to December 2016), high unemployment (almost
27%), inflation at 6.1% (outside its target band of 3% to 6%), inequality and high levels of poverty.

These economic variables have had implications on the delivery of services by the Department. Low growth constrained the
fiscus, putting pressure on budget commitments and the delivery of services. Inflation clawed the nominal budget amounts
committed in the various programmes, thereby reducing the real amounts for services. The Department’s budget for the 2016/17
period was R6.5 billion, and at the end of the financial year under review, the expenditure was R6.4 billion. This translates into
spending of 98.3% of the total budget. For the period of 2016/17, the Department focused on policy support and coordination
among the three spheres of government through intergovernmental arrangements, the EPWP and through the PMTE, focused
on real estate management and construction project management. The achievements of these programmes are detailed in
the next section, informed by the theme set during the strategic planning session for the period under review: “Planning for
successful outcomes”.

1.3.2 Significant events and major projects

The socio-economic environment highlighted above presents the context in which the performance of the Department is to be
understood in the period under review. The programme structure of the Department remained consistent as reported in the
previous financial year, where the main vote focused mainly on policy and regulatory functions, intergovernmental coordination
(concurrent mandate) and the coordination of public employment programmes in meeting strategic and government priorities.
The PMTE represents the delivery arm of the core business of the Department, with emphasis on property management,
construction and facilities management.
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The significant and major achievements of the Department are presented in thematic form and discussed below.
. Policy and regulation

. Management practices, systems and internal controls

. Intergovernmental coordination and concurrent mandate

. Coordination of public employment programmes

. Property management

. Construction project management

. Facilities management

. Human Resources Plan and the capacity-building programmes

Policy and regulation

The public works sector is strategic in the realisation of government’'s development agenda, in particular with respect to the
following policy priorities; addressing infrastructure backlogs, improved service delivery, employment creation and poverty
eradication. This calls for a responsive and enabling policy framework, hence the need to review the over-arching 1997 and
1999 Public Works White Papers. The scope and complexity of reviewing the two White Papers necessitates complementing
the existing internal competencies with external capacity.

The Department has established a White Paper Task Team to oversee the Public Works White Paper project. The task team has
adopted a comprehensive framework to affirm the scope of the White Paper process and to define essential linkages to facilitate
participation by all stakeholders. The following thematic areas have been identified as fundamental to the White Paper process:

. Construction design and project management

. Immovable asset management

. Property management

. Facilities (maintenance) management

. Public employment and skills development programmes

. Transformation of the construction and property industries

. Regulatory environment of the construction and property sectors

. Capacity-building in the built environment and professionalisation of the public works sector

. Role and functions of the Department’s public entities

. Clarification of the Department’s role in oversight and performance management in the public works sector, with
specific reference to the mandate and functions of the Department and the provincial departments of Public Works;
and the concurrent nature of the public works function (as reflected in Schedule 4, Part A of the Constitution, 1996).

Experts in the aforementioned fields have been identified, and the process is underway to insource the essential capacity
through secondment. The Department is on target to finalise the new Public Works White Paper during 2018/19 financial year.

Draft Council for the Built Environment Amendment Bill

The Department has identified a number of challenges and shortcomings in the current regulatory scheme of the built environment,
namely slow transformation of the built environment profession sector, and specifically, increasing the number of registrations of
built environment professionals. As such, the Department developed a concept paper during 2016/17 to guide the review of the
Built Environment Professions Policy towards the amendment of the Council for the Built Environment Act, 2000 (Act No. 43 of
2000), and the six Professions Councils’ Acts. Considering that the Department has an existing Built Environment Professions
Policy, as well as a concept paper, it would be futile to review the policy, hence the decision to review the legislation.

Extensive engagements with key stakeholders and subject matter experts will be undertaken during 2017/18 financial year.
The draft Bill is expected to be gazetted for public comment during 2018/19 financial year.

Draft Amendment Construction Industry Development Board (CIDB) Amendment Bill

The Construction Industry Development Board Act, 2000 (Act No. 38 of 2000) is set for review in order to reaffirm the
CIDB'’s relevance and effectiveness, as well as to enhance the legislation in order to ensure that the construction sector is
well regulated. Extensive engagements with key stakeholders and subject matter experts have been conducted as part of
developing an informed and evidenced-based Draft CIDB Amendment Bill. It is envisaged that the draft Bill will also be ready
to be gazetted for broader public consultation during 2018/19.
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Management practices, systems and internal controls

The Department has acquired an enterprise resource planning (ERP) system (Archibus) with an integrated end-to-end
asset management capability in order to fully manage the property portfolio throughout the asset life cycle. This capability
includes inter alia the asset register, lease management and capital budgeting. Archibus incorporates different modules and
applications to accomplish consolidated workflows with other systems, including the accounting system (SAGE), geographic
information systems (GIS), mobile applications and the data analytic system (SAS).

This solution address functional built environment management and transaction capabilities, where the GIS and mobile
applications will allow for real-time data collection, conditional assessments and visual representation of the data across
all divisions within the Department. Suppliers will have the ability to upload invoices digitally, real estate portfolios will be
managed digitally and customer user requirements will be processed online. This includes the establishment of a Customer
National Operations Centre (CNOC) to proactively manage immoveable assets leading to automatic reconciliations of billing,
chargebacks to customers, as well as new validation and verification processes.

The ERP Worx4U system further enables performance management at all levels of the PMTE, using proactive dashboards and
decision support systems through the complementary implementation of business analytics and data mining using SAS, which
will ultimately allow for the real-time management of assets and activities. The asset register is still maintained and updated
manually. The leasing-in module and payments modules are ready for implementation and will go live by the mid-2017/18. The
other modules will follow suit.

Management Practice Assessment Tool (MPAT)

The Management Practice Assessment Tool (MPAT) is a tool that benchmarks good management practice. MPAT assesses
the quality of management practices across a comprehensive range of management areas. In each management area,
performance is assessed against the management standards established by the relevant regulatory departments, the
National Treasury for financial management and the Department of Public Service and Administration (DPSA) for human
resource management and development. The Department has improved it performance on MPAT since its inception in 2012.
To successfully track the performance of MPAT over time, the Department created an MPAT index, where each KPA is
allocated weights. The minimum score is 1 and the maximum score is 4. The MPAT index is calculated based on the final
scores of the MPAT released by the Department of Planning, Monitoring and Evaluation (DPME). Figure 1.1 shows the
performance of the Department according to this index since 2012.

MPAT SCORE
N

2012 2013 2014 2015 2016
MPAT PERIOD

Figure 1.1: MPAT index (2012-2016)

The 2012 MPAT index is 1.57, meaning that the Department performed in the fair category of compliance level.
The index improved slightly in 2013 from 1.57 to 1.98. However, the category of the compliance level remained unchanged.
The index dropped slightly in 2014 (1.78), but picked up in 2015 (2.86) and 2016 (2.9). Overall, the Department’s level of
compliance has improved over time. The improvement in MPAT scores is a reflection of the improved efficiencies within
the Department in line with the second phase of the turnaround strategy.
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Intergovernmental coordination and concurrent mandate

South Africa has an intergovernmental system that is based on the principle of cooperation between the three spheres

of government: local, provincial and national. While responsibility for certain functions is allocated to a specific sphere,

many other functions are shared among the three spheres. The intergovernmental coordination in the Department is
underpinned, inter alia, by the following key elements and principles:

» Accountability: Where national government may intervene in provincial and local government matters, depending on
whether the relevant sphere fails to carry out an executive obligation.

» Transparency and good governance: While political executives are responsible for policy and outcomes, the
accounting officers are responsible for implementation and outputs.

* Broadened access to services: The Constitution and current government policy prioritises broadening access to
services. The responsible spheres are expected to design appropriate levels of service to meet customer needs in
an affordable manner, explore innovative and efficient modes of delivery, and leverage public and private resources
to fund infrastructure.

Municipal debt

The Department spearheaded a project to verify debt owed to municipalities by government departments both nationally
and provincially to ensure settlement by departments. The project focused on verifying debt reported in terms of Section
71 of the Municipal Finance Management Act, 2003 (MFMA) (Act No. 56 of 2003). In terms of the debt reported as at
31 March 2015, municipalities were owed a total of R96 billion by households, business and government. National
and provincial government departments accounted for only 5.4% (R5.2 billion) of the total debt. The balance of 94.6%
(R90.8 billion) is owed to municipalities by the private sector and households.

A National Intergovernmental Task Team (NIGTT) on Debt, comprising the Office of the Presidency, the DPW, the
provincial departments of Public Works, the Department of Rural Development and Land Reform (DRDLR), the
Department of Cooperative Governance (DCoG), National Treasury and South African Local Government Association
(SALGA), was established to coordinate and oversee the government debt verification and settlement process. By the
end of the financial year, R4 billion of the reported R5.2 billion debt was verified for all the government departments.
Of this R4 billion, an amount of R3.8 billion was confirmed and signed off by the different municipalities as valid.

Table 1.1: Payments made by the Department (property rates and municipal services)

Property rates Municipal services
National debt per custodian 2015/16 2016/17 2015/16 2016/17 T°ta'|§,336:‘e"ts
R'000 R'000 R'000 R'000
Department of Public Works 685 069 249 129 120 607 16 244 29 584 415 564
Department of Defence 73 040 50 308 21 451 11 093 1842 84 694
Department of Rural
Development and Land Reform 308 490 5603 888 28 - 6519
State Security Agency (1929) - - - - -
Department of Water and 89 683 7 453 20 4914 , , 27 944
Sanitation
Department of Agriculture, 9953 2197 1436 . 3 3636
Forestry and Fisheries
Total debt for national 1164 307 314 690 164 873 27 365 31 429 538 357
custodians

The Department’s obligation with regard to the above is a net amount of R685 million. When other custodian
departments are added (as the DPW was responsible for payments on some of their properties in the past,
the Department’s obligation is R1.164 billion. During the 2016/17 financial year, an amount of R196 million
was paid towards this historical municipal debt. The total paid to date (in 2015/16 and 2016/17) towards this historical
debt is R538 million, which represents 79% of the Department’s debt, and 46% for the Department and other custodians
(see Table 1.1 above).
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Oversight and concurrent mandate support

The oversight function of the Department continues to be an important tool for accountability purposes. This function
is done through a number of forums, such as the Minister and Member of the Executive Committee (MEC) Forum
(MinMEC), chaired by the Minister, the Government Immovable Asset Management Act (GIAMA) Implementation
Technical Committee (GITC), the Chief Financial Officers (CFOs) Forum, the Asset Register Management and the IDMS
and National and Provincial Planning, Monitoring and Evaluation (NAPROV) Forum. Through these intergovernmental
structures, various decisions were taken that affect the sector to ensure alignment to policy and the strategic intent of the
sector, guided by an approved policy framework on the oversight function.

The Department provided support, guidance and coordination to the public works sector in terms of planning and
performance management processes. The planning process of the provinces was done in June 2016, where customised
performance indicators (CPIs) in interrelated and interdependent programme areas were developed. These areas
include property and construction management, the asset register, facilities management and job creation. This further
saw the development of the integrated Programme of Action for the sector. Performance through these interventions
is monitored on a quarterly basis. The importance of performance information in the sector assists in determining the
impact of the sector in terms of property management, facilities management and the creation of work opportunities in
various segments of the economy.

Coordination of public employment programmes

The total work opportunities created for the 2016/17 financial year is 779 251. Of this number, national departments
contributed 287 219 (36.85%), provincial departments 317 628 (40.76%) and municipalities collectively contributed 174
404 work opportunities (22.38%) towards the annual performance of the programme."

The programme reported the following achievements: 45.35% achievement for the youth against a set target of 55%;
66.42% was achieved for women against the set target of 55%; and to people with disabilities was 1.66% against a set
target of 2%.

The EPWP cuts across a number of sectors and areas. Therefore, successful realisation of the objectives of the EPWP
objectives will be achieved through partnenerships. The Department and the International Labour Organisation (ILO)
partnered to capacitate EPWP officials on an international programme known as “Start and Improve Your Business”. This
training programme focused on imparting skills to generate business ideas and start-ups, and to improve small businesses.
Through this partnership, 27 EPWP officials were certified to provide training to participants on the programme.

These efforts are aimed at ensuring that EPWP participants were able to improve livelihoods beyond the EPWP.
Furthermore, 316 small businesses and cooperatives were trained across the various EPWP sectors. Small businesses
formed by EPWP participants were often provided with development support through engagements with various key
stakeholders, such as the Department of Small Business Development (DSBD), the National Youth Development Agency
(NYDA), the National Empowerment Fund (NEF), the National Development Agency (NDA) and the Small Enterprise
Development Agency (SEDA).

The environment and culture sector, within the context of intergovernmental relations, partnered with the Buffalo City
Metropolitan Municipality to pilot a coastal safety and protection project in the metro as part of the Operation Phakisa —
Marine Protection Services’ job-creation aspect. An initial funding support of R2.4 million was set aside for the payment
of wages, Unemployment Insurance Fund (UIF) and to purchase protective clothing for 46 EPWP workers in various
coastal protection projects in the metro.

Another partnership was with the Department of Communications on the Digital Migration Programme. As part of the
collaboration, 2 780 youth will be trained as Set Top Box installers so as to assist in the Digital Migration Programme.
The work opportunities created contributed to the overall EPWP.

A Memorandum of Agreement (MoA) was concluded with the Financial Services Board (FSB) in the year under review in
which EPWP participants across Gauteng, Limpopo, Mpumalanga and North West were trained on consumer education.
This partnership is seen as critical to provide financial education to participants in the EPWP in order to ensure socio-
economic sustainability and mitigate the risk of EPWP participants being financially exploited. Through this partnership,
4 026 EPWP participants were trained on the programme. To date, only five provinces have been trained. Engagements
are under way to ensure that the partnership is extended to the remaining provinces.

' This information was not audited as it did not appear in the Annual Performance Plan.
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Training in four EPWP sectors, such as the infrastructure, social, non-state, and environment and culture sectors has been
part of the EPWP since its inception. It is implemented in all nine provinces and across all three spheres of government.
The EPWP endeavours to provide accredited training to its beneficiaries in the form of short courses, skills programmes,
learnerships and artisan development programmes. In the 2016/17 financial year, 3 265 EPWP participants were trained
on skills programmes. EPWP participants were trained on more than 31 courses, which included mixed farming systems,
environmental practice, horticulture, construction road works, child and youth care support, library practice, the provision
of palliative care and community house building. The training programme has also provided artisan training opportunities
that are aligned to the scarce skills within the economy. Examples of the trades that participants were trained on included
those of auto electricians, automotive body repairers, boilermakers, diesel mechanics, motor mechanics, fitters, and
turners and electricians.

In 2016/17, 22 artisans passed their trade tests (six electricians, one diesel mechanic, one auto-electrician and 14
boilermakers). In addition, over 6 000 youth were recruited by the national and provincial DPW to participate in the NYS
programme. The youth were trained in artisan trades in the built environment for a period of one year. The training of the
youth on the NYS programme contributes towards the skills development of the youth. The Department signed an MoU
with the NYDA to provide opportunities for the training of 100 youth as artisans in partnership with the Services Sector
Education Training Authority (SSETA).

It is worth noting that some of the challenges facing the programme include the non-reporting of work opportunities
created through own funding (Municipal Infrastructure Grant (MIG)) by public bodies. This may reflect a situation where
municipalities have not incorporated the EPWP principles during their planning and budget processes. Poor reporting
by key programmes, such as the Community Works Programme (CWP) and the infrastructure programmes at municipal
level, contributed to such low figures. Critical to this programme is record keeping. Poor record keeping by public bodies
leads to an inability to comply with reporting requirements. There were also delays by reporting bodies to capture the
data on the EPWP reporting system (EPWP-RS) before the end of the quarter. This may have been due to lack of
capacity to collect all the required documentation for reporting. As a result, some of the projects were excluded from
reporting, since they did not meet all the EPWP requirements.

Going forward, a series of interventions is already underway to address these challenges, such as conducting quality
assessment workshops to identify and correct inconsistencies on the reported data on a quarterly basis, conducting pre-
audits in all regions to prepare the public bodies for audits, and ensuring tight management of conditional grants to lead
to full compliance and the meeting of the targets of funded public bodies.

Property management
Real Estate Investment Services
The management of immovable asset management is guided by the Government Immovable Asset Management Act, 2007.

The Department gives effect to GIAMA through various programmes, such as Real Estate Investment Services, which
comprises the User Demand Management, Planning and Precinct Development Services and Real Estate Investment
Management sub-programmes.

Government’s planning for infrastructure is informed by the User Asset Management Plans (UAMPs). These plans
provide an informed approach to planning in providing short-, medium- and long-term accommodation requirements of
client departments in support of their services delivery objectives. Strategic accommodation requirements encompassed
in the UAMP are then matched against the supply of custodian assets as articulated in the Custodian Asset Management
Plan. Various acquisition methodologies are investigated to address the gap in accommodation requirements. The
acquisition model that is then implemented contributes to the socio-economic imperatives of government.

In the year under review, 42 client departments were assisted to develop UAMPs. Of the 42 clients, only 10 have capital
infrastructure projects. The Department assisted these 10 clients to submit signed-off infrastructure worklists for project
programming and implementation.

Planning and Precinct Development (PPD) seeks to redress racial spatial imbalances, guided by the National
Development Plan, as well as to integrate government infrastructure planning to create efficiencies, balance the
leased portfolio, save costs and ensure more accessible services to the public. The core mandate of PPD is to develop
government accommodation solutions within identified government precincts in collaboration with municipalities and
sector departments to ensure efficiencies for the state.
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The Department developed a Strategic Spatial Framework to assist with spatial targeting. This resulted in 40 urban
and 40 rural municipalities being selected from the 232 municipalities in the country for government precinct planning.
During the 2016/17 financial year, planning activities commenced in 20 municipalities including, urban and rural towns. The
PPD completed government precinct plans for Tshwane, Ethekwini, Howick and Mount Fletcher in 2016/17. Completed
precinct plans are on state-owned land with costed concepts and site clearance processes that are underway.

The GIAMA objectives are addressed in that state’s immovable asset portfolio is utilised for government precinct
development, ensuring accessible services to the public, reduced lease cost and serving as a catalyst for economic and
social development in urban and rural areas.

The leasing portfolio in Tshwane, where all government head offices are being clustered in precincts, is currently over 1
million m2. Recently acquired township approval in one of the precincts will facilitate the development of three new head
offices, which will reduce the lease footprint by approximately 350 000 m? in the next three years.

In the Tshwane Northern Gateway, three strategic parcels of land are in the process of being acquired from the City
of Tshwane, after which site establishment will commence. The town planning processes have been initiated for the
development of a head office within the Tshwane Capital Hill Precinct, to be planned and executed in conjunction with the
City of Tshwane. In commissioning service installations, an estimated 3 500 jobs will be created. The acquisition of land
for the development of the Government Printing Works in Tshwane has the development potential of 70 000 m? to the
value of R700 million. The site enablement process is at an advanced stage. The redevelopment of the old HG De Witt
state-owned site in Tshwane is a project of 20 000 m? to the value of over R500 million. The site clearance commenced
in early 2017 for Head Office development.

The PPD has identified a government precinct in the Johannesburg CBD with a development value of R380 million. A
precinct is being planned in Polokwane to accommodate the DPW regional offices and, in future, other administrative
client departments. The first phase of the development comprises a building of 5 000 m? to the value of R130 million. It
is estimated that the project could lead to the creation o 30 additional jobs.

In Mbombela, a government precinct is planning to accommodate social cluster clients in a development with an extent
of 6 000 m? to the value of R108 million.

State-owned land of 16.6 ha has been identified for client departments in Durban for a security cluster with a development
potential of 170 000 m2. The estimated value of the project is R853 million and it could lead to 110 new job opportunities.

Land exchanges were completed in Howick and Mount Fletcher, where social cluster precincts will be developed within
the next two to three years. The PPD completed the government precinct plans for these towns and the proposed office
development will serve as a catalyst for economic development in these rural areas. Site clearance processes are
under way, after which construction will commence. For these precincts, the number of jobs to be created in the site
establishment phase is estimated at 100.

The Real Estate Investment Management sub-programme is mandated to increase the value of the immovable asset
portfolio under the custodianship of the Department with the objective to inform asset management decisions through
optimal investment solutions and to measure the level of performance of the immovable asset portfolio that informs
property and portfolio strategies. Furthermore, the programme ensures compliance with GIAMA in the development of
the Custodian Asset Management Plan (CAMP) for the Department’s portfolio in consideration of the assessment of
building performance and the facilitation of approval for disposals that are responsive to government’s socio-economic
objectives. The period under review marks the seventh year of the Department’s updating and enhancement of its CAMP,
based on the information provided in the UAMPs received. Further work in the new financial year will ensure continued
improvement of the CAMP to comprehensively reflect the state of the Department’s immovable asset portfolio and all
planned projects and associated initiatives within it.

This programme is also entrusted with the development stages of the National Infrastructure Maintenance Strategy
(NIMS), for which the National Immovable Asset Maintenance Management Framework (approval pending) has been
developed. Endorsement will be sought from MinMec in the new financial year to apply the NIAMM to the Public Works
sector in alignment with the development of a sector maintenance strategy. Thereafter, Cabinet approval will be sought
to roll this out to all government infrastructure sectors, as was the intention of NIMS when launched in 2008.

During the year under review, the programme continued its efforts to clear backlogs in relation to requests for disposals
and feasibility studies that inform investment and disinvestment decisions. In this regard, approval was granted to
dispose of 12 land parcels totalling 263.0849 ha as follows:

* Human settlements: 244.2896 ha

» Socio-economic development: 18.7953 ha (including servitudes for water, electricity and road infrastructure construction)
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Additionally, 230 feasibility studies and 290 property valuations were finalised to inform property investment decisions
that, in time to come, will accommodate client departments in efficient and contemporary accommodation, within which
they will undertake their line function services to the community at large.

The completed 230 feasibility studies relate to acquisition and disposal requests. Based on viable options identified,
the analysed future acquisition-related projects will result in a forecast total capital outlay (investment value) of
R11.4 billion with a total return (saving) of R5.4 billion over an initial period of 10 years, while improving the PMTE
balance sheet.

In respect of disposal-related projects, these will result in an immediate total income of R77 million with a possible saving
of R115 million of expenditure over a period of 10 years.

Acquisition projects include the following categories, among others: new purchase and tenant installation, state-owned
refurbishments and new constructions, while disposal-related projects, among others, provide for the registration of
servitudes, donations, sale and long-term lease-out.

Of the 290 property valuations conducted and finalised to inform investment decisions, valuations were compiled to
inform rental tariffs for the letting of 60 properties, amounting to R8 192 246 per annum.

It is anticipated that, for the 2017/18 financial year, valuations will increase in respect of assisting benchmark rentals for
leased-in properties and in the form of rental reviews apart from valuations related to new accommodation requests for
client departments.

During the year, 723 municipal values for state-owned immovable assets under the Department’s custodianship were
appraised during the contestation of municipal valuation rolls to lodge objections where necessary. The values reflected
in these municipal valuation rolls were inspected and found to be fair and reasonable. Therefore no objections were
lodged, resulting in justifiable invoices paid and expenditure maintained within the Department’s municipal rates and
taxes budget.

Moving forwards, and as most local authorities are currently in the process of compiling valuation rolls as guided by the
MPRA, it is anticipated that the Department, through its in-house Valuation Unit, will assess all the municipal valuation
rolls that would be open for inspection during this cycle.

Successful objections to municipal values will translate into significant savings in the Department’s municipal rates and taxes
expenditure, thus improving efficiencies and freeing scarce financial resources for other key infrastructure requirements.

During the year under review, the performance of over 400 buildings was measured in identified areas, inter alia,
efficiency, economy, financial performance, effectiveness, physical condition, functionality and utilisation. Key issues
that were found in the performance assessment indicate that there is very high consumption of energy and water in
most facilities, compared to industry standards. Upon further assessment, it was concluded that there is a significant
maintenance backlog in most facilities, arising from limited resources to ensure adequate maintenance. This contributes
to the continuous deterioration of facilities, which has a negative effect on service delivery and the depreciation of property
values. The Department, therefore, has prioritised the initiative to determine and levy appropriate accommodation
charges from all its occupants for the use of facilities under its custodianship in order to increase maintenance budgets
and address the maintenance backlog. Regular maintenance, including the refurbishment of state-owned facilities, will
most certainly improve immovable asset performance and directly enhance the Department’s portfolio value.

Real Estate Information and Registry Services

The Real Estate Information and Registry Services programme was established to provide credible immovable asset
information that informs investment decisions and portfolio management and to ensure the efficient management and
control of the Immovable Asset Register (IAR). The programme commenced with the recruitment of critical resources
required for the IAR's maintenance. The Department initiated the migration of the IAR to a GRAPA-compliant asset
management solution that is integrated with finance, projects and leasing administration modules. The IAR's data is also
ready for incorporation into the UAMP preparation process in line with GIAMA.

A reliable and comprehensive IAR, integrated with the rest of the business and its financial and property management
processes, remains a critical success factor to the full operationalisation of the PMTE. The majority of the land parcels
recognised to date (29 329) have been assessed. It should be noted that the PMTE is but one of several state land
custodians, as the DRDLR and the provinces, together, are custodians of some 80 000 further land parcels, either
already vested or deemed to be under their control by virtue of applicable state functions assigned in terms of the
Constitution. Not all state land has been correctly vested by the respective state land custodians, hence there may still
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be some movement of properties among state land custodians and the PMTE. The PMTE continuously monitors state
land allocations among state land custodians in terms of the concurrent mandate, and adjusts its IAR for movements
once the relevant property research is complete and confirmed.

A significant amount of work has been done over the past four years to ensure that a credible and compliant IAR is compiled
and implemented in the organisation. This included extensive research on properties, gathering a sufficient portfolio of
evidence and assessments thereof. During this reporting period, this extensive and complex IAR has, for the first time, been
comprehensively tested through audit processes. The outcome of such processes should be indicative of the areas where
further attention should be given to improving the quality and usefulness of data. However, the PMTE is dependent on a
number of stakeholders to provide accurate and reliable data in order to maintain its IAR. These include the Deeds Office
for title deeds and required data feeds to perform relevant research, updates and reconciliations, the Office of the Surveyor-
General for Surveyor-General diagrams and other key custodians to confirm property holdings or changes. While the PMTE
has a close working relationship with such stakeholders, there have been challenges with obtaining the required data or
information, which may result in adjustments required to the IAR. This includes information about properties expropriated
and changes to deeds data in respect of state land transactions and attending to properties incorrectly vested.

Processes have been implemented to ensure that the Department’s IAR is complete, accurate and correctly valued going
forward. This entails reconciling the IAR against the deeds records, IARs of the provincial DPW and the register of the
DRDLR, and the Land Administration web system on a regular basis. Ongoing maintenance of the IAR also includes the
timely processing of additions, disposals, transfers and the capitalisation of completed capital projects. The predefined
information fields in the IAR were populated to comply with National Treasury’s minimum requirements, GRAP standards
and the PMTE’s business requirements. The information collected for the IAR is continuously reviewed and updated in
line with business processes and the applicable Immovable Asset Management Policy.

Reporting and accounting for the state’s immovable assets is steadily improving, given the collaborative efforts between
the national and provincial custodians in respect of immovable assets for these custodians, but will require ongoing
collaboration among state land custodians and the DRDLR until all state land custodians have deployed the required
processes, systems and resources, and are in alignment.

The PMTE has some 7 500 land parcels, which are not yet under the custodianship of the Department, and have thus
not been recognised in the IAR or in property, plant and equipment carrying value. These relate to land on which state
domestic facilities have been built, but the PMTE cannot currently prove that a binding arrangement exists, which would
enable it to recognise such an asset. Accordingly, the ownership of the underlying land will require regularisation to
ensure that eventually it is controlled by the correct custodian (substance over form). This work has commenced in line
with a structured programme and is required to be completed in time to ensure compliance with IGRAP 18 (applicable to
periods beginning on or after 1 April 2019).

Provision of quality functional accommodation

The Real Estate Management Services Management programme, as one of the core business programmes of the
PMTE, is responsible for the provision of quality functional accommodation to client departments through the allocation
of state-owned properties to client departments for public service. Where there are no suitable state-owned properties
that meet the client department’s needs, the provision of accommodation is done through the acquisition of leased
properties. The programme remains closely acquainted with the accommodation needs of the client departments in
order to deliver accommodation according to users’ specifications because it was specifically established to provide and
manage the real estate portfolio in support of government’s social, economic, functional and political objectives.

The historical procurement process, which was designed for goods and services, did not adequately address the acquisition
of properties, resulting in landlords charging government above-market rates. At the initial stages of transformation of
the PMTE, the National Treasury approved two dispensations according to which existing lease agreements that expire
could be extended without applying prescribed procurement processes. These dispensations however proved to be
unsustainable due to the strict conditions imposed as some landlords refused to comply with the conditions that were
set. Government did not have alternative accommodation.
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While government is the largest custodian of assets, approximately 15% of the unutilised state-owned properties are in
a poor condition.

The poor condition of state-owned properties leads to the following:

* The scarcity of suitable state-owned accommodation. This results in the need to acquire new state-owned property
or to acquire leased property.

* Properties remaining vacant and exposed to illegal occupation and vandalism. As the properties remain vacant, more
residents invade the unutilised properties and they become unavailable for use. Some vacant properties are exposed
to vandalism by the community.

» The inability to generate substantial revenue through the letting of state-owned properties. The programme is
expected to contribute towards the financial stability of the PMTE. This could be achieved through revenue generated
from letting unutilised state-owned properties to the private sector. The poor condition of the properties however limits
the market demand for it.

In terms of the transformation of the property industry, the procurement policies did not enable the Department to achieve
its transformation objectives by setting aside lease transactions for designated groups. The concept of setting aside the
procurement of leases for designated groups was viewed as unconstitutional as existing procurement policies did not
cater for this.

High cost of lease rentals

Property leases are, on avarage, concluded at costs that are above the market rates; hence the high rental expenditure
of approximately R4 billion per annum. There are a few landlords that dominate the lease portfolio in government,
preventing new entrants to the industry, especially previously disadvantaged groups (blacks, youth and women). Leases
that were renewed through National Treasury-approved special dispensations are coming to an end, and there is no
adequate procurement framework to deal with the acquisition of leases. To this end, the Department approved the
business case for the implementation of the lease framework. The Department conducted national roadshows where
stakeholder were engaged on the revised procurement approach and the establishment of a Register of Landlords, from
which the accommodation needs of client departments will be strategically sourced.

Furthermore, the Department obtained National Treasury approval on 9 March 2017 for lease portfolio renegotiations in
an effort to achieve a cost saving of R800 million per year towards market related rates and/or below.

Prestige portfolio

The Prestige portfolio provides fully furnished residential and office accommodation to Prestige clients. These include
the political office bearers, the Chief Justice and Deputy Chief Justice, Speaker of the National Assembly and Deputy
Speaker of the National Assembly, Members of Parliament, Directors-General and sessional officials. The delivery of
accommodation for Parliament (legislative seat) is managed and located in Cape Town, while the Executive (administrative
seat) is in Pretoria. This portfolio is responsible for the maintenance of the aforesaid accommodation, including the
Union Buildings and the Parliamentary Precinct. The Prestige portfolio is also responsible for the implementation of
security measures for Members of the Executive at state-owned houses, as well as in their private residences, which
are designated as official residences, national key points and other key state-owned buildings. Additionally, movable
infrastructure support to state functions or events is also the responsibility of this portfolio.

To effectively deliver on the services of this portfolio, the Department has signed a service level agreement (SLA) with
the Presidency. This approach will ensure a consistent level and standard of services and enhance a positive client
experience with Prestige through the set norms and standards for the provision of movable assets. These standards will
promote the equal treatment of clients, fairness and transparency. By bringing strategic partners on board, PMTE was
able to accelerate repairs and maintenance of immovable property in this portfolio which has contributed significantly to
improved intergovernmental cooperation.

Oceans economy: Operation Phakisa

Parallel to the repair programme is the Department’s participation in the Presidential programme, Operation Phakisa:
Oceans Economy - Unlocking the economic potential of South Africa’s oceans. To date, a number of government
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departments, banks, educational institutions, organised labour, community trusts and groups, as well as potential
investors and research entities, have convened to identify areas of cooperation and the further development of small
harbours and the country’s coastline.

In order to ensure that all role players are consulted and informed of the work to be completed, as well as to engage
on possible areas of partnership with various South African stakeholders (both private and within government), the
Department has begun with an extended consultation drive.

Municipal briefing consultations have been completed in four coastal provinces, and were attended by representatives

from coastal local and district municipalities, as well as the provincial government. Engagements with the private sector,

including investment companies, educational institutions, non-governmental organisations (NGOs), civic associations

and traditional leaders, took place in the Eastern Cape, Northern Cape and Western Cape. The same will be convened

in KwaZulu-Natal in due course. In these engagements the following areas were discussed:

. Education, training, skills development and legal matters

. Harbour and coastline security and employment

. Economic and infrastructure development and its alignment of proposed projects with spatial development
frameworks (SDFs) and integrated development plans (IDPs)

Small Harbours and Coastline Development

Historically, the development of harbours was skewed towards the Western Cape where all the 12 existing proclaimed fishing
harbours are located, together with various other small unproclaimed harbours. In order to keep the harbours in optimum
working condition, the Department initiated a repair programme under the Small Harbours and Coastline Development
programme. This repair programme has a budget for critical capital expenditure, as well as a portion for the maintenance of
the harbours until March 2019.

The Small Harbours and Coastline Development programme was created to manage the utilisation and administration, and
provide facilities management services to all small harbours (proclaimed and non-proclaimed). This function includes the
management of state-owned coastal properties, including the admiralty reserves along the South African coastline. The key
objective of this programme is to identify areas for possible investment to promote localised job creation, economic growth
and the socio-economic development of communities and municipalities in the immediate vicinity.

The programme had an initial budget allocation of R400 million to run the repairs programme for the period 2015 to the end
of March 2019. With tight financial conditions, the programme has since reduced its national priority to building three new
small harbours in three provinces. Additional grant funding has been sourced from the Peoples’ Republic of China. This grant
funding will be used in the next financial year to conduct feasibility studies and provide concept designs for the development
of spatial and economic development frameworks (SEDFs) for three new small harbours at Port St Johns (in the Port St
Johns Municipality, Eastern Cape), Port Edward (in the Ray Nkonyeni Municipality, KwaZulu-Natal) and Port Nolloth (in the
Richtersveld Municipality, Northern Cape).

Construction project management

Construction Management plays a vital role in the Department’s value chain in delivering construction projects and ensuring
successful delivery within time, cost and quality. For the year under review, the Department undertook many construction
and maintenance projects, amounting to R4.8 billion. The recoverable capital expenditure (including construction expenses)
amounted to 86% (R2.8 billion) of the total budget compared to 97% in the 2015/16 financial year. The recoverable current
expenditure (planned maintenance) amounted to 104% (R885 million) of the budget compared to 135% in 2015/16. The
variations in the current year are a result of delays in capital projects and reclassification of projects from capital to current.
Non-recoverable capital expenditure is funded through a budget transfer from the main vote to the PMTE and amounts to
103% (R1.1 billion) of the budget.

In furthering the implementation of the IDMS from the development of UAMPs by client departments and the Custodial
CAMP, the Department developed six Infrastructure Programme Management Plans (IPMPs) and Infrastructure Programme
Implementation Plans (IPIPs). The initial performance target was four for each, therefore 150% performance achievement
was registered.

The abovementioned takes the implementation of the IDMS to an advanced practical level. This will yield improvements in

the planning, design and execution of accommodation solutions for the DPW’s clients over the Medium-term Expenditure
Framework (MTEF) period.
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The Department is currently facing the following challenges:

» Limited internal technical and professional capacity (project managers and technical professionals, such as architects,
engineers and quantity surveyors)

* The late confirmation of funds (budget) at every stage of implementing projects by client departments

» The imposition of a change of scope by client departments during the design phase and after site handover

» The poor performance of service providers, both consultants and contractors, on certain projects, resulting in the
extension of time, penalties and the cancellation of contracts

» Liquidation of contractors before the completion of projects awarded to them

To curb these challenges, the Department has put initiatives such as the following in place:

* The establishment of a supply chain management (SCM) war room, which tracks and monitors projects in the
evaluation and adjudication stages

* The institutionalisation of the IDMS in the Department including the provincial DPW, which includes a review of
processes and systems and achievements as follows:

- The Project Management Office assists in managing IDMS implementation.

- The National IDMS Steering Committee for both the national DPW and the provincial DPW, aimed at monitoring
implementation and identifying common challenges in the delivery of infrastructure and interventions.

- The alignment of the IDMS targets in the delivery value chain and development of measuring tools.

- Ongoing review of Spatial Development Infrastructure Framework (SDIF) by an in-house team, which includes
the service delivery model (SDM), business processes, standard operating procedures (SOPs), delegations,
delivery standards and unit costing.

- Implementing a generic functional structure, which is aimed at supporting infrastructure delivery, utilising the
IDMS approach.

» Utilisation of government entities such as the Independent Development Trust (IDT) (the Accelerated Schools
Infrastructure Delivery (ASID) school programme in Eastern Cape) and Coega (65 strategic projects for the Mthata
regional office).

* The implementation of a joint teams strategy between the DPW and major client departments, such as the South
African Police Service (SAPS), Department of Correctional Services (DCS), the Department of Justice and
Constitutional Development (DoJ&CD), the Department of Defence (DoD) and the Department of Home Affairs
(DHA). Joint teams are meant to deal with the joint identification and unblocking of challenges.

* The recruitment of retired professionals to assist with the mentorship of young professionals or graduates.

» The Department has held one-on-one sessions with all contractors and, in particular, with those that have been
underperforming to address challenges such as cash flow, lack of skills or capacity, and construction project
management.

In the period under review, the Department completed about 180 projects with a total value of R3.9 billion, ranging from
government buildings to police stations, prisons, border posts, Presidential guest houses, museums and magistrate
courts across the country. All of these projects were completed in various provinces throughout the country and have had
a profound effect on the accessibility and service delivery to the South African public. In particular, the increase in the
number of police stations and magistrates’ courts in areas that have never been serviced before are having an impact
on reducing crime rates where it has been established. The upgrading of border posts spread across the provinces
adjoining other countries has also ensured much better control and improved service.

Facilities management

Historically, the Department has never had a fully fledged facilities management function with a planned maintenance
programme. This resulted in reliance on unscheduled maintenance or reactive maintenance and a high backlog of
maintenance of state-owned buildings. In addition, there has been a challenge of utilisation fragmented and manual
systems, making it very difficult to respond to calls from client departments in good time. While existing business
processes relating to reactive maintenance is outdated, new revised business processes are being finalised for approval.
There are no clear guidelines or criteria to assess the existence and validity of complaints reported by client departments.
On safety issues, numerous safety incidents and contravention notices are pointing to the need for an increased focus
on occupational health and safety (OHS).

During the last financial year, the PMTE undertook an analysis of all maintenance services to fully understand the reasons for
the inefficiencies and weaknesses present in the facilities management environment. This particular function was therefore
prioritised to address fragmented and manual systems, poor facility conditions, ballooning unscheduled maintenance
expenditure and repeated audit findings.
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A comprehensive maintenance strategy is being developed to improve the condition of the state’s portfolio to meet the
requirements of client departments. The strategy focuses on both unscheduled and scheduled maintenance, with the aim
of developing skills and creating work opportunities, while aligning this with NIMS and GIAMA. The approach is also aimed
at reducing the number of unscheduled maintenance incidents and associated expenditure, while preserving the condition
of the portfolio.

During the year under review, the centralisation and direct control of the divisional budget for Facilities Management has
yielded greater accountability and visibility of current expenditure trends. This decision allowed greater visibility and control
of prior year commitments to suppliers. Furthermore, the procurement of information and communication technology
(ICT) tools to improve the automation of operations (the Facilities Management Enterprise System and Telemetry Remote
Monitoring) is a notable achievement. The enterprise management system went live during the year under review. However,
some challenges were experienced due to inter alia, dependencies that relate to more detailed information required that is
not yet available in the asset register.

The prioritisation of the property portfolio was done, which cuts across all client departments. This prioritisation allowed the

branch to frame a pilot project with the following highlights:

» Facilities Management will deliver a model for the top 300 facilities.

» A Critical Component Maintenance programme has been established (lifts, boilers and heating, ventilation and air
conditioning (HVAC)).

» Condition assessment has been completed for the top 15 facilities earmarked for total facilities management (Pretoria
region).

Since its inception, the Resource Savings Project has reached several significant milestones and is continuously delivering
on its objective. Such milestones include the following:

* The establishment of a National Baseline Committee

* The introduction of standardised business processes

» The approval of 85 water baselines and 29 energy baselines to date

* The incorporation of shared savings contract facilities within the Vodacom Telemetry Project

Human Resources Plan and the capacity-building programmes

During 2016/17, the Department managed to process and conclude a review of the organisational structures for both the
Department and the PMTE. The review of the organisational structure remains critical in the stability and growth phase
of the turnaround strategy. Key to the review was a requirement for both National Treasury and the Department of Public
Service and Administration to align the organisational structure within the allocated budget over the MTEF. The other
critical factor was the need to focus functional responsibilities to respond to the departmental mandate.

The Human Resources Plan responded to the various commitments arising from the State of the Nation Address
(SONA), budget votes, the Minister’s Policy Statement and the imperatives of the Turnaround Programme of the
Department. The Department created internal dedicated capacity within the PMTE through contract appointments to
cater for the added areas of responsibilities in relation to the Programme Management Office, Small Harbours, Green
Buildings and Water Treatment pending the finalisation of the review of the organisational structure. The appointment of a
water scientist and the collaboration between the Department and Rand Water resulted in the recruitment of certified water
processors. This contributed to the improvement of water quality at some of the water treatment plants to achieve Blue
Drop certification. Capacitation was also provided to strengthen the delivery of capital projects. Recruitment was done in
construction project management and other engineering disciplines. Capacity was also provided for the enhancement of
the IAR and, through this approach, the Department was - for the first time - able to appoint two property actuaries to inform
asset investment decisions. This capacitation model was applied to avoid bloating the post establishment and creating
long-term pressures on the compensation budget for the MTEF period. The appointment and extension of employment
contracts, as prescribed in the Public Service Regulations of 2016, and approved by the Minister of Public Service and
Administration, was aligned to the implementation of the new organisational structures. The Minister of Public Service
and Administration approved the extension of employment contracts to 30 September 2017 for those appointed in
existing functional areas within the DPW and PMTE, and to 31 March 2018 for employees identified as critical for the
turnaround interventions.

The DPW continued to contribute to high-level human capital development and to the creation of a pool of critical
skills, aimed at changing the profile of the workforce by growing a representative workforce for the built and property
environment, while growing the size and raising the quality of the human capital base needed to improve the quality of
life of all South Africans.
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Technical skills programme

Capacity building is important in every organisation. The identification, strengthening and linking of the Department’s
tangible resources is pivotal in the realisation of this vision. The review of the organisational structure recognised the role
of the Department in relation to its concurrent mandate support, and resulted in the creation of the Professional Services
branch, which will, among other things, drive the technical capacity development programme nationally in collaboration
with the provinces, other national departments in the same sector, relevant sector education and training authorities
(SETASs) and institutions of higher learning. To ensure operational improvement, a direct accountability model has been
adopted for each business area throughout the different functional areas. Various strategic positions have been filled and
various technical and professional experts have been placed in the property management environment.

The Department has commenced with implementing various technical capacity-building initiatives to address its specific
skills requirements. This called for partnership arrangements with the South African Property Owners’ Association
(SAPOA) and the Coega Development Corporation to reskill and upskill the employees through tailored programmes
that address the specific requirements of the Department. The partnerships involved the facilitation of training and
development, aimed at improving the skills and capabilities of employees. The alignment of the employees’ work plans to
these processes and programmes ensures maximum benefits in Facilities Management and Property Management, as
well as certificates for commercial property practitioners and professional development. To facilitate these programmes,
SAPOA has enlisted the help of the University of the Witwatersrand (Wits), the University of Pretoria and the University
of Cape Town (UCT) Graduate School of Business.

Internal Skills Development Programme

The Department had 1 909 beneficiaries participating in the skills development programme. Through forging strategic
networks, which led to additional funding, the skills development programme contributed to meeting the Department's
demand for skills. The various categories of skills sets included skills in the built environment (engineering, town planning,
urban design, property valuations, quantity surveying, construction project management, architecture and landscape
architecture) and property management or real estate.

The Department continued with the implementation of the retired professionals’ programme in order to close the
current technical and professional skills gaps and to provide the necessary mentorship, coaching and guidance to
young professionals towards professional registration with the relevant professional councils. To this end, 86 young
professionals acquired professional registration. The success of the programmes to increase technical capacity has
resulted in 32 young professionals securing external appointments and 54 remaining in the Department. These young
professionals are placed in the various areas of the PMTE, and provide much critically needed technical expertise. They
are deployed in various service areas. For example, water graduates and technicians are deployed to water facilities
and have been instrumental in improving the conditions in these facilities, with a special focus on compliance levels (the
registration of plants and personnel in KwaZulu-Natal and Mpumalanga with the Department of Water and Sanitation).

A total of 39 artisan trainees have acquired artisanship status, 18 are appointed in the workshop structures of the
Department, nine secured external placements, and 12 await appointment into the workshop vacancies pending the
finalisation of the structural review. The management trainees have been key in the Department’s efforts to have an IAR.
These trainees have been deployed in this area, and have contributed to the success registered.

The Schools Programme has ensured that the Department sponsors high-performing Mathematics and Physical Science
learners from disadvantaged schools in rural, farming and township communities. Since 2014, 296 students have been
awarded full-time bursaries to pursue studies in the built environment, property and facilities management. Through the
Bursary Care Programme, the Department has been able to register 87% success in this scheme. Of the remaining 13%,
4% comprises students who have been dismissed from their studies by the institutions due to poor performance, and 9%
comprises students whose bursaries have been suspended due to poor performance.

The ICT internship resulted in the appointment of 31 trainees to man the internal Works4u call centre. The Worx4U
call centre seeks to integrate and support all customer relations management activities by proactively improving
communication services and enhancing relations among stakeholders who are involved in the management of facilities
provided by the DPW’s Facilities Management Unit.

The recently approved communication strategy and plan is in place and ready to be rolled out. The communication
strategy and plan is informed by the four functions of communication in the unit: internal communications, media and
stakeholder relations, public relations and marketing, and programme communications (EPWP). The strategy also covers
the change management process and turnaround strategy of the Department. It gives clear communication initiatives
that are implemented in each quarter.
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Supply Chain Management overview

During the period under review, the SCM Unit, which operates as a shared service for both the DPW and the PMTE,
embraced and incorporated all SCM reform legislation promulgated by National Treasury in line with the National
Treasury Reforms Review of 2015.

The SCM Unit is strategically positioned to be one of the most significant trajectories for service delivery for the entire
Department, procuring infrastructure and property, facilities management and general goods and services. Over the past
four years, the entire SCM system has been subjected to an extensive review, customisation and business process re-
engineering to meet business needs, ensure compliance and enhance efficiencies.

With the support of the Office of the Chief Procurement Officer at National Treasury, an SCM reform package was
designed to put the Department’s SCM on a seven-year reform path. The reform trajectory for supply chain is mirrored
and remains aligned to the Department’s seven-year turnaround strategy. The Department has fully embraced the
implementation of the National Treasury Central Supplier Database (CSD) and has migrated its supplier database to the
CSD. This further ensures that the pool of suppliers to government as a whole is expanded.

The Department upgraded its electronic quotation system (Devolution) to interface with the CSD and allow full nomination
of suppliers electronically. The Department has also established a help desk to assist service providers to register on the
CSD. As part of the strategic sourcing initiatives and to benefit from economies of scale and quicker turnaround times,
the Department is implementing term (period) contracts for a number of commodities and services. These contracts
will be leveraged to target qualifying small enterprises (QSEs), emerging micro enterprises (EMEs), small, medium and
micro enterprises (SMMEs) and other designated groups.

A significant new development in infrastructure acquisition was the release in July 2016 of the “Standards for Infrastructure
Procurement and Delivery Management” (SIPDM) by National Treasury. The SIPDM is now aligned to the National
Development Plan (NDP) focus area of recognising differentiated streams of procurement that require different skill sets.

The Department is fully compliant with the cost containment measures introduced by National Treasury. The lack of a
pool of public sector, SCM-qualified practitioners, particularly in the built environment and property environment, has an
impact on the execution of the mandate of the Department.

Due to the lack of an integrated IT system for end-to-end procurement transacting, the utilisation of manual systems
remains a challenge.

1.4 OVERVIEW OF THE FINANCIAL
RESULTS

1.4.1 Main account
Programme revenue 2016/17

The table below depicts a comparison of the departmental revenue receipts against estimates and is compared to the
prior year performance.

Table 1.2: Revenue receipts

2016/17 2015/16
Estimates Actual (Over)lunder Estimates Actual (Over)/under
Departmental receipts amount collection Amount collection
collected collected
R'000 R'000 R'000 R'000 R'000 R'000

Sale of goods and services
other than capital assets 595 1261 (666) 578 994 (416)
I'grtﬁjrest dividends and rent on 1089 12 361 (11 272) - 2300 (2 300)
Sale of capital assets - 70 (70) - - -
Financial transactions in assets 1080 916 164 1300 3812 (2 512)
and liabilities
Total departmental receipts 2 764 14 608 (11 844) 1878 7 106 (5 228)
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The Department collected R14.6 million as per the different categories reflected in Table 1.2. The increase in revenue
mainly relates to interest to the amount of R12 million received on advance payments made to the IDT for the non-state
sector incentive and other projects implemented on behalf of the Department.

Budget allocation 2016/17

The Department’s adjusted appropriation for the year under review was R6.513 billion, which is an increase of 3% compared
to the 2015/16 financial year’s adjusted appropriation of R6.312 billion. The increase in the budget allocation was mainly for
increases in current payments and transfers and subsidies for the EPWP incentives and conditional grants.

As depicted in Table 1.3, the bulk of the appropriated financial resources (91%) are allocated to the EPWP (36%) and for
Property and Construction Industry Policy and Research (55%). These two programmes represent the major proportion
of the Department’s mandate or deliverables.

Table 1.3: Budget allocation per programme

Allocation as a

Budget allocation per programme R'000 percentage
Programme 1: Administration 516 006 8%
Programme 2: Intergovernmental Coordination 28 639 0%
Programme 3: Expanded Public Works Programme 2 319 500 36%
Programme 4: Property and Construction Industry Policy and Research 3553090 55%
Programme 5: Prestige Policy 95 564 1%
Total 6512799 100%

Expenditure analysis

A summary of the Department’s financial performance is provided in Tables 1.4, 1.5 and 1.6 below, which show the
overall budget and expenditure, as well as spending per economic classification.

Table 1.4: Overall expenditure analysis

2016/17 2015/16
Budget allocation
R’000 R’000
Budget allocation 6512 799 6 312 222
Actual expenditure 6 403 346 6 281 147
Actual: Spent budget (percentage) 98.3% 99.5%
Unspent funds 109 453 31075
Actual: Unspent budget (percentage) 1.7% 0.5%
Table 1.5: Expenditure analysis per programme
2016/17 2015/16
Final Actual Variance Expenditure Final Actual Expenditure
Departmental .. . e .
. appropriation expenditure as a appropriation expenditure as a
receipts
percentage percentage
R'000 R'000 R'000 % R'000 R'000 %
Administration 516 006 450 444 65 562 87.3% 480 334 479 150 99.8%
Intergovernmental 28 639 16477 | 12162 57.5% 46 015 44748 97.2%
Coordination
Expanded
Public Works 2319 500 2 301 446 18 054 99.2% 1953 369 1939 908 99.3%
Programme
Property and
Construction 3553089 | 3547048 6 041 99.8% 3742985| 3735387 99.8%
Industry Policy
and Research
Prestige Policy 95 565 87 931 7 634 92.0% 89 519 81954 91.5%
Total 6 512 799 6 403 346 109 453 98.3% 6 312 222 6 281 147 99.5%
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Table 1.6: Spending per economic classification — Department of Public Works

2016/17 2015/16

Final Actual Variance = Expenditure Final Actual Expenditure
appropriation expenditure as a appropriation expenditure as a
percentage percentage

R'000 R'000 R'000 % R'000 R'000 %

Departmental
receipts

Current payments

Compensation

470 261 438 827 31434 93.3% 454 959 435 858 95.8%
of employees

Goods and

. 431 859 366 092 65 767 84.8% 370 820 364 462 98.3%
services

Interest and

_ - - - 1573 1573 100.0%
rent on land

Transfers and subsidies

Provinces and

. 1425 668 1425 666 2 100.0% 1140 001 1139 399 99.9%
municipalities

Departmental
agencies and 3507 375 3 507 343 32 100.0% 3653519 3653 519 100.0%
accounts

Foreign
governments
and 28 234 28 234 - 100.0% 23273 23 363 100.4%
international
organisations
Public
corporations
and private
enterprises

- - - - 50 000 50 000 100.0%

Non-profit
institutions

Households 10 068 9579 489 95.1% 10 467 9 886 94.4%
Payment for capital assets

600 427 600 427 - 100.0% 535 147 535 147 100.0%

Machinery and
equipment
Software and
other intangible 6 057 6 057 - 100.0% 357 357 100.0%
assets

31451 19722 11729 62.7% 27 703 23180 85.0%

Payment
for financial 1399 1399 - 100.0% 44 403 44 403 100.0%
assets

Total 6 512 799 6 403 346 109 453 98.3% 6 312 222 6 281 147 99.5%

Departmental spending for the period under review was R6.281 billion, which represents 98.3% of the adjusted budget of
R6.312 billion. The underspending of R109 million mainly occurred in compensation of employees, goods and services,
and machinery and equipment.

Details of underspending per programme and economic classification are discussed below:
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Programme 1: Administration

The underspending of R66 million in Programme 1 relates to the following:

. Compensation of employees’ underspending of R13 million resulted from positions remaining vacant during the
financial year, and not being filled due to the review of the organisational structure.

. Goods and services’ underspending of R45 million was mainly due to lower municipal services costs resulting from
the implementation of the energy and water efficiency programme. The full implementation of the cost containment
initiative as directed by National Treasury also contributed to a saving in travel and subsistence, communication
and advertising expenditure. In line with the improved audit outcomes in the previous financial years, departmental
spending on audit fees decreased significantly due to the associated lower risk.

. Machinery and equipment’s underspending of R6.8 million was due to a delay in the planned acquisition of assets.

Programme 2: Intergovernmental Coordination

The underspending of R12 million in Programme 2 relates to the following:

. Compensation of employees’ under-spending of R6.3 million is mainly due to the delay in capacitating the newly
established Professional Services and Intergovernmental Coordination branches in line with the revised approved
organisational structure.

. Goods and services’ underspending of R3.8 million is due to low spending on planned activities for the newly
established branches resulting from delay in filling of vacant positions.

. Machinery and equipment’s underspending of R1.7 million is due to delay in planned acquisition of assets resulting
from unfilled vacant positions for the newly established branches.

Programme 3: Expanded Public Works Programme

Underspending of R18 million (equivalent to 0.8%) mainly relates to goods and services. The underspending was due to
a delay in the implementation of the social, environment and culture projects.

Programme 4: Property and Construction Industry Policy and Research

Underspending of R5.8 million in Programme 4 was on compensation of employees due to vacant positions that were
not filled during the financial year.

Programme 5: Prestige Policy

Underspending in Programme 5 related to R5 million for compensation of employees due to vacant positions in the
branch that were only filled in the latter part of the financial year. Machinery and equipment underspent by R2.6 million.

Monthly expenditure anlysis per economic classification
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Figure 1.2: Spending trends
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Expenditure was R537 million per month on average, with high spending of R1 billion and R1.2 billion in April and
October 2016 respectively. The high expenditure in April and October is due to transfer payments made to the PMTE.
High expenditure in the months of July, November and January relate to transfer payments made for EPWP incentives.

Virement

At the end of the financial year, the Department shifted funds between sub-programmes and economic classifications
in line with provisions of the PFMA. The set threshold of 8% between programmes was not exceeded. The funds were
then utilised as per the table below:

Table 1.7: Virement for 2016/17

Programme 4 Programme 5 Total

R'000 R'000 R'000
Compensation of employees - - -
Goods and services 459 (482) (23)
Transfers and subsidies - - -

Payments for capital assets 45 (45) —
Payments for financial assets 23 - 23
Total 527 (527) -

The following virement of funds were done:

. Programme 4 was increased by R527 000 through virement of funds from Programme 5 and was made available
for goods and services, payment for capital assets and payment for financial assets.

. Programme 5 was decreased by the same amount to fund expenditure in Programme 4 through a reduction of
R482 000 from goods and services and R45 000 from capital assets.

Unauthorised expenditure

No unauthorised expenditure was incurred. The report for the total cumulative unauthorised expenditure of R261.2 million
emanating from previous financial years has been submitted to National Treasury for further attention.

1.4.2 Property Management Trading Entity

As is the case with all other public sector institutions, the PMTE has been directly affected by the challenging economic
climate and the fiscal constraints faced nationally. During the 2016/17 financial period, National Treasury implemented
significant budget cuts of R250 million against augmentation funding of the PMTE and R92 million against DPW capital.
A further reduction of R447 million is projected over the MTEF period as per the 2017 Estimates of National Expenditure
(ENE) allocation.

This reduction in funding had a very significant impact on both the operational transformation of the trading account,
as well as the organisation’s financial sustainability. The PMTE is mid-stream of the seven-year transformation plan,
whereby the focus is on the enhancement of efficiencies within the institution. This can only be achieved if key drivers,
such as the systems, business processes and people skills, are fundamentally revised and enhanced to support the
new operating model of the PMTE. It is unavoidable that such transformation initiatives will involve substantial additional
resources to be deployed as seed funding to bring about such improvements in the shortest possible time. The funding
constraints experienced due to national and international dynamics will surely slow down the pace at which planned
improvements can be institutionalised.

The mentioned reduction in financial support from the fiscus will also have a direct bearing on the financial sustainability
of the PMTE as a trading entity, where its revenue needs to cover all capital and operational costs. In this regard, the
severe impact that budget cuts to the accommodation budgets of client departments have on the PMTE should also be
highlighted as a major external risk. Budget allocations for the accommodation costs of major client departments were
reduced significantly, which impacted on the PMTE's ability to effectively repair, refurbish and maintain its immovable
asset portfolio.

Consequently the upkeep of the entire immovable asset portfolio of the PMTE is not affordable as it is not
adequately funded in client departments’ baselines. The root cause of the funding gap can be attributed to the
historic determination of these baselines when the repair and refurbishment budgets of the DPW were devolved to
client departments in 2006. The calculation of the amounts devolved to client departments in 2006 was based on the
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information in the IAR at that time, and in particular, the floor space that they were then occupying. A tariff of R26/m?
was determined at that time, which would ensure that the PMTE remains financially sustainable. This charge was
however, reduced to R4.74/m? as it proved to be too costly to implement at the time.

As part of the devolution framework agreed to with National Treasury then, this significantly reduced baseline tariff
of R4.74/m? had to annually increase by 15%. However, as at 2016/17, this tariff has only increased to R14/m?. For
comparison purposes, it should be noted that, if the tariff of R26/m? that was initially required by the PMTE had been
applied since 2006, and had grown by 15% annually, the tariff should have been R57/m? in 2017 to ensure the financial
sustainability of the PMTE. Currently, only the equivalent of R14/m? is being recovered from client departments, which
represents a serious funding gap.

In response to the budget pressures that the PMTE is facing, it has implemented the following cost containment
interventions in support of its quest to enhance operational efficiencies:

. Renegotiations of the accommodation leases

. Shared water and electricity savings

. Facilities management and maintenance improvements
. Utilisation of unoccupied properties

These and other interventions to cut costs cannot be maintained indefinitely as it cannot, in isolation, ensure sustainability
of the entity as it also impacts negatively on the operational capability and the level of service that can be provided to
clients. Steps have therefore been taken to also enhance the revenue generation capability of the PMTE from sources
other than government.

Programme revenue 2016/17

Table 1.8 depicts a comparison of the estimated PMTE revenue compared to the actual receipts (excluding municipal
services revenue recovered in line with the agent-principal criteria).

Table 1.8: Revenue receipts

2016/17 2015/16
Revenue Final Act_ual Variance Percentage Final ActEJaI Variance Percentage
budget receipts recovered budget receipts recovered
R'000 R'000 R'000 % R'000 R'000 R'000 %
Accommodation
charges — 4145705 | 4227723| (82018) 102% | 4004181 | 3665573 | 338608 92%
leasehold
Accommodation
charges — 6772854 | 6493010 | 279844 96% | 6478695| 6403815 74 880 99%
state-owned
Augmentation 3389448 | 3389448 - 100% | 3524652 | 3524652 - 100%
m:::g;i:xfs: 171290 | 184783 | (13 493) 108% | 191411| 169504 | 21907 89%
Other 20 801 8 594 12 207 41% 29 279 88072 | (58793) 301%
?ec\’/';tft'c’" -| 259067 | (259 067) 100% | 244 945 (244 945) 100%
Total 14 500 098 | 14 562 625 | (62 527) 100% | 14 228 218 | 14 096 561 131 657 99%

Accommodation charges — state-owned

The revenue variance is largely attributable to intergovernmental accommodation charges invoiced for R217 million,
which was not recovered from client departments (primarily the DCS).

Construction revenue

Projected recoveries from construction contracts are budgeted for against state-owned accommodation charges. Revenue
from construction contracts relating to non-state-owned assets is, however, recognised separately as construction revenue
in the Statement of Financial Performance in accordance with GRAP. These contracts were identified during the process
of compiling the 2016/17 annual financial statements and related to the Department of Defence's endowment properties. A
separate budget allocation will be provided for in future for these non-state-owned assets.
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Budget allocation 2016/17

The PMTE'’s total allocation for 2016/17 was R14.5 billion. As depicted in Table 1.9 below, the bulk of these resources
(93%) are allocated to Construction Project Management, Real Estate Management Services and Facilities Management
Services. These line function programmes represent the major portion of the PMTE’s operations and are directed at the
entitiy mandate and deliverables.

Table 1.9: Budget allocation per programme

Programme R'000 Allocation as a percentage
Administration 786 050 5%
Real Estate Investment Services 116 521 1%
Construction Project Management 4 842 942 33%
Real Estate Management Services 5932 469 41%
Real Estate Information and Registry Services 86 836 1%
Facilities Management Services 2735 280 19%
Total 14 500 098 100%

Expenditure analysis

A summary of the PMTE’s financial performance is provided in tables 1.10, 1.11 and 1.12 below, which reflect the overall
budget and expenditure analysis per programme, as well as spending per economic classification (excluding municipal
services expenditure incurred in line with the agent-principal criteria).

Table 1.10: Overall expenditure analysis

2016/17 2015/16
R'000 R'000
Budget allocation 14 500 098 14 228 218
Actual expenditure 14 212 808 14 563 004
Actual: spent budget (%) 98.0% 102.4%
(Over-)/underspending 287 290 (334 786)
Actual: budget (over)/underspend (%) 2.0% (2.4%)
Table 1.11: Expenditure analysis per programme
2016/17 2015/16
Programme Final Actual Variance Percentage Final Actual Variance Percentage
allocation expenditure spent allocation expenditure spent
Revenue R'000 R'000 R'000 % R'000 R'000 R'000 %

Administration 786 050 623 937 162 115 79.4% 847 287 723325 | 123962 85.4%
Real Estate
Investment 116 521 108 330 8 191 93.0% 105 850 111 358 (5 508) 105.2%
Services
Construction
Project 4842 942 4473336 | 369606 92.4% | 4695272 4556989 | 138283 97.1%
Management
Real Estate
Management 5932 469 6 030959 | (98 490) 101.7% | 5695069 5759524 | (64 455) 101.1%
Services
Real Estate
Information 86 836 72277 14559 83.2% | 207745 38300 | 169 445 18.4%
and Registry
Services
Facilities
Management 2735280 2903 969 | (168,689) 106.2% | 2676995 3373508 | (696,513) 126.0%
Services
Total 14 500 098 14212808 | 287 290 98.0% | 14228 218 | 14 563 004 | (334,786) 102.4%
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Details of (over-)/underspending per programme is discussed below:

Programme 1: Administration

The underspending in Programme 1 relates to ICT orders for data centre upgrades and installation of UPS servers
not being executed before year-end. Delays were experienced with the roll-out of the Finance and SCM efficiency
enhancement turnaround projects due to unforeseen challenges encountered during the procurement process.
Compensation of employees was underspent following delays in populating the new structure.

Programme 2: Real Estate Investment Services
The underspending in Programme 2 relates to delays in populating the new structure.

Programme 3: Construction Project Management

The underspending in Programme 3 relates to unforeseen delays on PMO turnaround projects. Compensation of
employees was underspent following delays in populating the new structure. Slow expenditure occurred against the
DPW Prestige, Defence, and Arts and Culture projects in the Cape Town and Pretoria regional offices.

Programme 4: Real Estate Management Services

The overspending in Programme 4 relates to municipal services. The 2016/17 allocation was reduced based on
savings realised in 2015/16. Expenditure during 2016/17, however, increased significantly in the Cape Town and
Pretoria regional offices as historical credit notes resulting from previous incorrect billing were exhausted.

Programme 5: Real Estate Information and Registry Services
The underspending in Programme 5 relates to delays in populating the new structure.

Programme 6: Facilities Management Services

The overspending in Programme 6 relates to repairs. The budget is based on the planned projects roll-out of an
extensive project portfolio. Considering the poor condition of the portfolio, the extent of the repairs to be done at the
facilities is often underestimated. Itis extremely challenging to accurately cost the project activities at inception. Salaries
for the DOJ&CD'’s cleaners were paid at the Nelspruit Regional Office for new facilities that were acquired during the
2017/18 financial period, which were not catered for in the baseline. An advance payment was also erroneously
processed just before year-end to the DBSA as the implementing agent to execute various repair and refurbishment

projects. This payment should have been delayed until the start of the new funding cycle.

Table 1.12: Spending per economic classification

_ 2016/17 2015/16
Economic . . . .
classification Final Actual Variance Percentage Final Actual Variance Percentage
allocation expenditure spent allocation expenditure spent
Revenue R'000 R'000 R'000 % R'000 R'000 R'000 %
Current payments
. 0 0
g;fjg:]”lgga”d 250 657 252895 | (2 238) 101% | 210099 211672| (1573) 101%
gj\ﬁg? (privately | 4 seg679 | 4266 679 - 100% | 4097073 | 4078738| 18335 100%
Repairs 854 551 884767 | (30 216) 104% | 781151 1054100 | (272 949) 135%
zxi‘;d:nyce 1172504 | 1172157 347 100% | 1275001 | 1732331 | (457 240) 136%
Eﬂounri'gzz:/:f:t’)'l‘;es 273 916 356 464 | (82 548) 130% | 282457 232440 50017 82%
Property rates 1161796 | 1227927| (66 131) 106% | 1056178 | 1259470 | (203 292) 119%
Compensation of | 4 ye5783| 1366306 | 103477 93% | 1288773| 1140657 148116 89%
employees
Admin goods and
oS 705 421 639126 | 66295 91% | 720 244 607 878 | 112 366 84%
Construction costs - 259 067 | (259 067) 100% - 244 945 | (244 945) 100%
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2016/17 2015/16

Economic . . . .
T T Flna_l Actu_al Variance Percentage Flna.l Actu.al Variance Percentage
allocation expenditure spent allocation expenditure spent
Revenue R'000 R'000 R'000 % R'000 R'000 R'000 %
Capital payments
Capital
1093 388 1115754 | (22 366) 102% | 1204 786 1158 614 46 172 96%
non-recoverable
Machinery and 40 414 30065| 10349 74% | 30693 13250 | 17443 43%
equipment
Capital
3210989 2 641 601 569 388 82% | 3281673 2828909 | 452764 86%
recoverable
Total 14 500 098 | 14 212808 | 287 290 98% | 14 228 218 | 14 563 004 | (334 786) 102%

Material variance explanations per economic classification are as follows:

e Construction costs: Projected expenditure from construction contracts are budgeted for against capital recoverable.
Expenditure from construction contracts relating to non-state-owned assets is, however, recognised separately as
construction costs in the Statement of Financial Performance in accordance with GRAP. These contracts were
identified during the process of compiling the 2016/17 annual financial statements and were related to the Department
of Defence's endowment properties. A separate budget allocation will be provided for in future for these non-state-
owned assets.

* Repairs: The budget is based on the planned projects roll-out of an extensive project portfolio. Considering the poor
condition of the portfolio, the extent of the repairs to be done at the facilities is often underestimated. It is extremely
challenging to accurately cost the project activities at inception.

* Property rates: Approval was given to settle outstanding debts on arrear rates resulting from the rates verification
project. This resulted in substantial additional arrear payments being settled.

* Municipal services expenditure: The 2016/17 allocation was reduced based on savings realised in 2015/16.
Expenditure during 2016/17, however, increased significantly in the Cape Town and Pretoria regional offices as
historical credit notes resulting from previous incorrect billing were exhausted.

* Administrative goods and services: Underspending relates to unforeseen delays in the execution of various
turnaround projects.

¢ Compensation of employees: Compensation was underspent following the delays in populating the new structure.

* Machinery and equipment: Underspending relates to ICT orders for data centre upgrades and the installation of
UPS servers not being executed before year-end.

e Capital recoverable: Slow expenditure occurred against the DPW Prestige, Defence, and Arts and Culture projects
in the Cape Town and Pretoria regional offices, which led to the underspending on client infrastructure expenditure.

Bank overdraft of the PMTE

As previously reported, the current operating model of the PMTE directly contributes to the bank overdraft of the entity.
This is due to the fact that the PMTE incurs expenditure on behalf of the client departments, while their invoicing occurs
post-payment at the end of the relevant month. As a significant portion of the PMTE expenses relates to payment of
third-party contractual obligations and clients only settle these debts after 60 to 90 days, these costs directly contribute
to the bank overdraft on the PMG account of the PMTE.

Furthermore, the budgets for state accommodation charges of client departments are no longer ring-fenced as the
practice has been in the past when the principles of the devolution framework were agreed to. With the current economic
pressures mounting and the reduction of client departments’ allocations being a reality, client departments tend to
arbitrarily reduce their baseline allocations with regard to accommodation charges or utilise allocated funds for other
priorities. In the management of their budgets and cash flow, this inevitably results in delayed payments to the PMTE,
which also impacts on the high bank overdraft revolving at levels of around R1.2 billion.
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The above exposure emanating from the PMTE’s operating model is being addressed through the following:

. National Treasury has already supported the position of billing clients in advance so that the timing delay between
the payment of service providers and the recovery of funds from clients can be minimised.

. Interaction with client departments has commenced, which should culminate in signed service level agreements
agreeing to the following:

- the revised advanced billing for known and confirmed commitments;

- the payment of all liabilities within 30 days (rental, utilities costs, etc.);

- the phased implementation of itemised billing for state-owned accommodation, which will lead to reduced
disputes regarding the payment of invoices that was historically issued on the basis of the devolution of
budgets; and

- the payment of a once-off deposit for municipal services or utilities.

Steps taken to curb irregular expenditure

The PMTE is considered to be procurement-driven given its nature and operational mandate as they are responsible
for the vast accommodation needs of all national departments and other state institutions. The occurrence of irregular
expenditure therefore remains a high-risk area that needs to be tightly managed. An analysis done on irregular expenditure
reported in previous financial years indicates that over 90% of such cases resulted from non-compliance with SCM
processes. It was against this backdrop that an independent Inspectorate and Compliance directorate was mandated
to review all quotations and bid or tender processes before any award is made. This ensured that irregular expenditure
could be prevented, rather detecting it after the fact when legal obligations have already arisen.

The acquisition of leasing of accommodation in a system that is compliant with the constitutional provisions and SCM
processes has been one of the Achilles heels of the Department in the past. This regulatory framework formed the
basis on which the Department, together with National Treasury, developed the draft standards on leases as part of the
reformed leasing dispensation that better serves the operational needs of the Department. These standards will direct
how leases will, in future, be acquired in both national and provincial departments. It is envisaged that the standards will
be finalised and operationalised in the next financial year (2017/18). This is a step in the right direction as it will contribute
to curbing excessive costs occasioned by leases from the private sector.

The policy on the management of financial misconduct, which is one of deterrents used against irregular expenditure,
was also reviewed and implemented in the year under review. This policy has now been aligned with the latest guidelines
on irregular expenditure issued by National Treasury. In the application of consequence management, officials who have
been found guilty of financial misconduct are dealt with in terms of the policy. The reduction of the irregular expenditure
balance of the PMTE from R34.4 billion in 2013/14 to R3.5 billion in 2016/17 demonstrates the efforts and strategies
put in place to prevent and reduce the incidences of irregular expenditure. Similarly, the current balance of R3.5 billion,
which is a legacy of systemic issues that prevailed prior to the transformation of the Department and the PMTE, will be
investigated and finalised in terms of National Treasury’s directives in the next two financial years.

Exemptions and deviations received from National Treasury
Challenges with the implementation of itemised billing

During the 2016/17 financial period, the PMTE had an approval in place from National Treasury not to invoice client
departments by means of detailed itemised invoices setting out their actual occupancy of state property. The PMTE
therefore continued to invoice client departments on the basis of budgets devolved to them in 2006 irrespective of current
occupation. This approval to postpone the implementation of itemised billing expired on 31 March 2017.

In terms of the expired approval granted, the following key milestones had to be achieved before valid and accurate
itemised billing could be rolled out:

. Development of a credible immovable asset register

. Development of an integrated ERP system

. Confirmation by clients regarding their occupation of state accommodation

. Development of a user charge model by the PMTE

Due to a number of factors, the PMTE is not yet in a position to implement itemised billing.
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The PMTE embarked on a comprehensive programme to develop a complete, reliable and GRAP-compliant
IAR and completed the count (extent), physical verification and high-level condition assessment of the assets.
From the outcome of this project it became clear that the PMTE is responsible for an extensive property portfolio,
which comprises approximately 31 000 registered and unregistered land parcels on which there are approximately
92 000 improvements (buildings and structures). These are located throughout the country and are utilised by 52 client
departments, who are the key clients of the PMTE.

Up to the end of the 2016/17 financial period, client departments only confirmed occupation for 64 400 of these properties,
which approximates 70% of the portfolio.

Another key operational dynamic that should be considered is the fact that the IAR is not static as periodic deeds
downloads and reconciliation processes reveal additional assets that impact on the portfolio under the custodianship of
the PMTE. For example, subsequent to the abovementioned IAR rebuild project, an additional 2 000 land parcels were
identified from the state land analysis and reconciliation of national and provincial IARs against the deeds records. In
addition, provincial custodians transferred about 1 700 land parcels to the DPW in terms of section 42 of the PFMA. The
PMTE needs to confirm occupation of the remaining 2 800 properties (30% of the portfolio) and additional properties
(approximately 12 000).

The updated IAR was developed fundamentally to meet compliance and reporting requirements in terms of the PFMA
and GRAP. Further enhancements to the existing IAR are required to support the PMTE in its endeavours to improve
facilities management and, most importantly, to implement itemised billing. For example, a detailed technical analysis,
including all key components, is required to assess the condition of the asset portfolio and link the results of this
assessment to the existing information on individual properties in the IAR. This information is a key dependency for the
implementation of itemised billing.

Furthermore, as a key driver for the implementation of the user charge model, accurate and consistent building (and
components) performance information is required. Due to existing limitations (user charges can, at best, be estimated
based on international standards to operational costs of the immovable assets portfolio. Due to the level of deterioration
of the assets portfolio, this will, in all probability, be an underestimation of the actual cost to be incurred). An average
tariff will be determined per asset class and condition level through application of the user charges model.

In order to implement itemised billing that is realistic, accurate and affordable, sufficient information is now available on
which a system can be crafted. Due to the extent of the portfolio and the complexities involved, this will unfortunately not
be achieved in a short space of time. The original commitment to implement itemised billing for the entire portfolio by 31
March 2017 was indeed over-optimistic as insufficient information had previously been available on which an informed
decision could be based.

Because the Auditor-General of South Africa (AGSA) has stipulated that itemised billing is the only acceptable audit
evidence supporting the payment of accommodation charges, the PMTE anticipates a reduction in receipts in the next
financial year. The poor recovery of accommodation charges will then also impact negatively on the cash management
of the organization, as well as its financial sustainability. Management has therefore requested an exemption for a period
of five years to adequately address these functional and financial challenges. During this time, itemised billing will be
introduced in a phased approach to all clients. The PMTE is awaiting feedback and approval from National Treasury.
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1.5 FUTURE PLANS OF THE
DEPARTMENT

The future plans of the Department are conceptualised and developed in the context of the second and third phases of
the turnaround strategy: from efficiency enhancement to growth and sustainability.

Supply chain management

In addressing the dynamics inherent within the leasing of accommodation environment, National Treasury and the
Department have worked together in developing a supply chain management framework for leasing. This will be issued
as the Standards for Leasing and Letting, which will serve to standardise processes for leasing in government. The
Department has also adopted a methodology of using panels of landlords from whom accommodation can be sourced.
This will further be managed through an interactive IT portal to facilitate ease of transacting.

To ensure transformation of the property sector, the Department has developed a Property Management Empowerment
Policy that will serve to create an enabling, conducive and equitable environment for black people and black-owned
enterprises to improve skills and capabilities in this sector.

The Department's Projects Branch and Supply Chain Unit have reviewed all procedures and frameworks related to
the IDMS, and an Infrastructure Policy has been developed that links to the SIPDM system. This therefore places the
Department in good stead to be fully compliant to the SIPDM and to deliver infrastructure to enhance service delivery.
Panels with registered professions (quantity surveyors, engineers and architects) are being established to improve the
turnaround time for the procurement of infrastructure projects.

Financial sustainability of the PMTE

The expected reduction in financial support from the fiscus will have a direct bearing on the financial sustainability of the
PMTE as a trading entity in the medium to longer term. In terms of prevailing regulations, the revenue sources of the
trading account needs to cover all capital and operational costs on a year-to-year basis. In this regard, the PMTE has
not yet effectively repositioned itself as a fully fledged trading account in terms of which all potential revenue sources can
effectively be exploited. This fundamental switch from a government institution to a commercially focused enterprise will
take some time to implement in a manner that will be sustainable in the long term.

In this regard, it is fundamental to bear in mind that the current client base of the PMTE largely comprises public sector
departments and institutions. If the composition of the client base is not revised to accommodate more private sector
clients, the revenue-generating capacity of the PMTE will always be constrained by the prevailing affordability criteria of
the National Revenue Fund.

Steps have therefore been taken to also enhance the revenue-generation capability of the PMTE. This will, inter alia,
involve the establishment of a commercial hub on the establishment of the PMTE during the 2017/18 financial period,
from where new revenue-generation strategies will be identified and incubated in support of the optimal utilisation of
the immovable asset portfolio. Similarly, a framework and the key principles of a finance model have already been
conceptualised. This model will be developed during the 2017/18 financial period and will be used as a tool to quantify the
potential impact of the different revenue generation strategies, and will direct the PMTE towards financial sustainability
over the medium to longer term.

Expanded public works

The EPWP, in partnership with the Buffalo City Metro Municipality, will roll out the coastal safety and protection project
in 2018/19 to create additional work opportunities in the region. Traction in work opportunities is expected to grow over
time as more coastal municipalities adopt the concept and implement EPWP for coastal protection in their jurisdictions.
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The CBE was established in terms of the CBE Act, 2000 (Act No. 43 of 2000). This Act was passed in Parliament
in November 2000, along with the Acts regulating and re-establishing the six built environment professional councils
(BEPCs). The Act became operational in September 2001, following the establishment of the six BEPCs for architects,
engineers, landscape architects, project and construction managers, property valuers and quantity surveyors.

Some of the key functions assigned by the CBE Act include the following:

» Advise government on any matter falling within the scope of the built environment, including resource utilisation,
socio-economic development, public health and safety and the environment, and, for this purpose, carry out such
investigations as it or the relevant Minister deems necessary

» Facilitate interministerial cooperation concerning issues relating to the built environment

* Provide advice and consultation on national policy that could impact on the built environment, human resource
development in relation to the built environment professions, and the recognition of new professions

»  Comment, if necessary, on all proposed legislation impacting on health and safety in the built environment

» Advise the councils for the professions on matters of national importance where the needs of state, as communicated
to the Council through the relevant Minister, require joint and coordinated action by the built environment professions

» Ensure the consistent application of policy by the councils for the professions with regard to accreditation, registration,
the competence testing of registered persons, codes of conduct for the professions, principles for the determination
of fees in accordance with any legislation relating to the promotion of competition, and standards of health, safety and
environmental protection within the built environment

» Act as an appeal body with regard to matters referred to it in terms of law regulating the built environment professions

Statement of responsibility and confirmation of accuracy for the annual report
To the best of my knowledge and belief, | confirm the following:

* All information and amounts disclosed throughout this annual report are consistent.

* The annual report is complete, accurate and is free from any omissions.

* The annual report has been prepared in accordance with the guidelines on the annual report as issued by National
Treasury.

The annual financial statements (Chapter 5) have been prepared in accordance with the modified cash standard and the
relevant frameworks and guidelines issued by National Treasury.

The Accounting Officer is responsible for the preparation of the annual financial statements and for the judgements made
in this information.

The Accounting Officer is responsible for establishing and implementing a system of internal control that has been
designed to provide reasonable assurance as to the integrity and reliability of the performance information, the human
resources information and the annual financial statements.

The external auditors are engaged to express an independent opinion on the annual financial statements.

In my opinion, the annual report fairly reflects the operations, the performance information, the human resources
information and the financial affairs of the Department for the financial year ended 31 March 2017

Yours faithfully

o —
P il =
_pr®™ —

{ F

Accounting Officer

Mr Mziwonke Dlabantu
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PERFORMANCE
INFORMATION

Part A: Department of Public Works (main vote)
Part B: Property Management Trading Entity (PMTE)
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2.1 OVERVIEW OF DEPARTMENTAL
PERFORMANCE

The Department has two entities: the main vote and the PMTE. The main vote is mainly a policy, coordinating work
opportunities and providing technical support, and the management of intergovernmental relations among the spheres of
government. The PMTE, on the other hand, focuses largely on construction project management, property management
and facilities management. The programme structure of these entities is depicted below.

Table 2.1: Programme structure of the main vote and the PMTE

DPW programmes | PMTE programmes
Programme 1: Administration Programme 1: Finance and Supply Chain Management
Programme 2: Intergovernmental Coordination Programme 2: Real Estate Investment Management
Programme 3: Extended Public Works Programme Programme 3: Construction Project Management

Programme 4: Property and Construction Industry Policy and | Programme 4: Real Estate Management
Research

Programme 5: Prestige Policy Programme 5: Real Estate Information and Registry Services
Programme 6: Facilities Management

2.1.1 Overview of performance of the main vote

The performance of the main vote has been quite steady over the period under review, with two programmes facing
significant challenges. These include Programme 4 (Property and Construction Industry Policy and Research) and
Programme 5 (Prestige Policy). Programme 1: Administration, particularly Finance and SCM, are challenged on the
payment of invoices within 30 days and the awarding of bids within the prescribed timeframes. The challenges relate to
invoices withheld owing to internal approval as instructed by National Treasury. Programme 4 faced great challenges
regarding the legal drafting of the various bills. While the performance of Programme 4 was weak in the first three
quarters, performance picked up significantly in the fourth quarter, recording a 67% performance level. In terms of
Programme 5, there was no change in performance level of 25% for almost all quarters. The prolonged consultative

processes contributed to such levels of performance with regard to the development of Prestige Policies.

Main vote: quarter-on-quarter performance (2016/17 - %)
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Figure 2.1: Quarter-on-quarter performance on the main vote

Figure 2.1 presents a quarter-on-quarter analysis. The quarterly performance for the main vote averages about 68%
for the financial year under review. It should be noted that the changes in the level of performance over the quarters
represents the difference with regard to the quantum of targets per quarter.

41 Department of Public Works * Annual Report 2016/17




2.1.2 Overview of performance of the PMTE

The performance of the PMTE is slightly different from that of the main vote. It has six programmes that reflect the
core mandate of the entity. Over the period under review, Programme 2: Real Estate Investment Management and
Programme 5: Real Estate Information and Registry Services have maintained their performance at 100%. Programme
1: Administration, Programme 4: Real Estate Management and Programme 6: Facilities Management exhibited slowing
performance levels over time. The slowing performance levels of these programmes contributed heavily to the overall
performance of the PMTE. The weak performance of Programme 1 includes the non-development and systems
integration for the financial model, non-compliance to the time period for the settlement of invoices paid within 30 days
of receipt, and bids and quotations awarded within the prescribed timeframes. Programme 3: Construction Project
Management started off slowly, but improved from the third quarter. However, the programme still faces challenges
on approved infrastructure projects ready for tender and work opportunities under the EPWP projects. Programme 6
continues to face challenges with maintenance-related matters.

PMTE: Quarter-on-Quarter Performance (2016/17 - %)
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Figure 2.2: Quarter-on-quarter performance on the PMTE

Figure 2.2 presents a quarter-on-quarter analysis. The quarterly performance for the PMTE averages about 58% for the
financial year under review. It should be noted that the changes in the level of performance over the quarters represents
the difference in relation to the quantum of targets per quarter. Considering that the 2016/17 financial year represents
the second year of the operationalisation of the PMTE, the performance has considerably improved.

2.1.3 Service delivery model

The Department has developed a Service Delivery Improvement Plan (SDIP) for the medium term. The Department
has also commenced working towards the implementation of the service delivery operations or management framework
developed by the DPSA. The framework puts in place the capacity for planning, developing, implementing and
institutionalising service delivery tools, systems, processes, mechanisms and intervention programmes that are meant
to improve and institutionalise quality service delivery to all. For the period under review, consultation took place with
relevant stakeholders for service delivery inputs. These culminated in the development of terms of reference and project
charters. The process is still ongoing and the service delivery models for the main vote and the PMTE will be completed
in June 2017.

2.1.4 Organisational environment

The year under review has seen a number critical interventions that sought to enhance and strengthen the human
resources (HR) planning and management support to the core business of the Department. These interventions were
necessary because the Department continued to face scarcity of critical and technical professional skills in the built
environment. This was evident in the area of policy development. On the intergovernmental front, various agreements
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for joint service delivery with provinces and municipalities were signed. This sought to improve the relations with spheres
of government in interrelated matters pertaining the public works sector. To improve efficiencies, various systems had to
be implemented. This saw two modules implemented for all users, such as Sage and Archibus, and training took place at
Head Office and the Regional Office. Additional modules include GIS integration, Facilities Management Call Center and
Movable Assets. While challenges still exist in the prestige environment on policies and response times to mechanical
and electrical breakdowns, initiatives to improve these inefficiencies are underway.

The PMTE has finalised its revised organisational structure in collaboration with the DPSA and National Treasury. To ensure
operational improvement, a direct accountability model has been adopted for each business area throughout the different
functional areas. The PMTE has filled key strategic positions and placed various technical and professional experts in the
property management environment. A solid foundation was established during the stabilisation phase of the turnaround,
and significant progress has been made with regard to operationalising the entity.

These include the following:

. Successive improvements in audit outcomes

. The finalisation of a complete and credible IAR for the state

. Significant savings with the renegotiation of leases

. The development of a maintenance strategy that aims to improve the condition of properties

. Improvement in turnaround times for projects

. Separating the programme and organisational structures of the Department

. Better meeting the requirements of client departments, while contributing towards socio-economic priorities,
particularly empowerment and job creation

Although all high-level arrangements, strategies and plans for the PMTE are now in place, business processes, activities,
systems and policies are not yet adequately aligned to the high-level strategy of the PMTE and need to be effectively
reviewed to realise the PMTE’s goals and objectives. The PMTE also needs to fully comply with Treasury Regulation
19 (TR19) prior to the trading account being migrated to any new institutional form. In this regard, a status quo report,
focusing on assessing the current PMTE progress and initiatives in addressing TR19 requirements, has been developed
and an implementation plan will be implemented during 2017/18.

The PMTE business process review is underway and focuses on the consolidation of all existing business processes,
their evaluation, the mapping of new processes, their piloting and eventual implementation. The programme that
commenced in September 2016 includes the development of procedures required to support the business and will
result in SOPs for each line function. The programme covers the PMTE’s activities countrywide and encompasses all
disciplines contained in the six PMTE programmes. The programme assimilates and ensures alignment with various
other initiatives aimed at improving service delivery, such as National Treasury’s procurement reform, the internal SCM
reforms, the implementation of the Integrated Technology Platform and the capacitation of the new PMTE structure.
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Minster
Mr N Nhleko
Deputy Minster
Mr J Cronin

Director-General
Mr M Dlabantu

Head of PMTE
Mr P Serote

o . DDG: Policy Research Construction Real Investment
Administration and Regulations Management Services Management Services
Ms M Fatyela (Acting) Mr S Thobakgale (Acting) Mr P Chiapasco

Governance and (Acting)

Risk Management

DDG: Professional Real Estate Management
Mr | Fazel

Services Services
Mr M Gwazube Mr M Sithole (Acting)

User Demand
Management

Mr B Kgasoane (Acting)
Corporate Services
Mr C Mtshisa DDG: Intergovernmental Facilities Management Registry

Relations Services Management Services

Chief Financial Mr B Matutle Mr J Maroga Ms S Matthews

Officer . .
DDG: Expanded Public Supply Chain Planning and Precinct

Mr C Mokgoro Works Programme Managemeént Services Development

Mr S Henderson Ms A Chowan Ms S Subban

Figure 2.3: High-level organisational structure of the Department — main vote and the PMTE
Legislative and other mandates

The Department’s roles and responsibilities are determined by a range of legislative and other mandates, as described
below.

Constitutional mandate

The constitutional mandate for the Department is provided in Schedule 4, Part 4, of the Constitution of the Republic of South
Africa, Act No. 108 of 1996, which makes reference to functional areas of concurrent national and provincial legislative
competence. In executing its mandate, the Department also has to observe the principles of good cooperative governance

and intergovernmental relations, as provided for in Section 41 of the Constitution.
Legislative mandates

The legislative mandates of the Department are underpinned by the following Acts:

. The Government Immovable Asset Management Act, 2007 (Act No. 19 of 2007), aims to ensure competent

immovable asset management in national and provincial government in order to improve service delivery.

. The Construction Industry Development Board Act, 2000 (Act No. 38 of 2000), provides for the establishment of
the CIDB for the implementation of an integrated strategy for the reconstruction, growth and development of the

construction industry and other matters connected thereto.

. The Council for the Built Environment Act, 2000 (Act No. 43 of 2000), makes provision for the establishment of a
juristic person known as the Council for the Built Environment (CBE), the composition, functions, powers, assets,

rights, duties and financing of that Council and for matters connected thereto.

. The Professional Council Acts regulate the six Built Environment Professions (BEPs) to organise the built
environment professions to serve the imperatives of government, including transformation, public protection, good

governance, etc.

. The Public Finance ManagementAct, 1999 (Act No. 1 of 1999), promotes the objective of good financial management

to maximise service delivery through the proficient use of the limited resources.
. Other Acts listed in Annexure A.
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Policy mandates

The Department’s policy mandates are derived from the following:

45

DPW White Paper: Public Works, towards the 21st century (1997)

The White Paper (1997) documented the challenges facing the Department and continues to serve as an
overarching policy framework for the Department’s restructuring process. This has led to directing the Department
to meet government’s socio-economic objectives by becoming a client-orientated organisation that will focus on
policy and service reform, property investment, property and facilities management, and the implementation of the
programmes national DPW.

DPW White Paper: Creating an enabling environment for reconstruction, growth and development in the construction
industry, 1999

The White Paper (1999), sets out government’s policy objectives for the construction industry and focuses on the
need to enhance delivery, achieve greater stability, improve industry performance, create value for money and
facilitate growth of the emerging construction sector.

Construction Sector Transformation Charter, 2006
The Charter (2006) aims to do the following:

- Provide the construction sector with the first quantitative method of monitoring and evaluating the progress of
an enterprise towards achieving broad-based black economic empowerment targets, thereby contributing to
ending the malpractice of fronting.

- Expand the employment potential and absorption capacity of the sector by using labour-intensive approaches
where economically feasible and possible.

- Address skills development in a manner that accelerates the advancement of black people, women and
designated groups with particular emphasis on learnerships, as well as technical and management training.

Property Sector Transformation Charter, 2007

The Charter (2007) aims to promote the objectives contained in Section 2 of the Broad-based Black Economic
Empowerment Act, 2003 (Act No. 53 of 2003) (the B-BBEE Act) as these relate to the property sector and, in
particular but without limitation, to do the following:

- Promote economic transformation in the property sector to enable meaningful participation of black people and
women.

- Unlock obstacles to property ownership and participation in the property market by black people.

- Promote property development and investment in under-resourced areas, which enhances basic infrastructure,
encourages investment and supports micro and small enterprises.

- Facilitate the accessibility of finance for property ownership and property development.

DPW Broad-based Black Economic Empowerment Strategy, 2006

This strategy guides the Department to give effect to the B-BBEE Act by addressing enterprise development,
preferential procurement, skills development and employment equity.

Property Management Strategy on B-BBEE, Job Creation and Poverty Alleviation, 2007

The objective of this strategy is to do the following:

- Address skewed property and equity ownership in the property industry in the country.
- Promote black participation in the property industry through management, control and procurement.

Green Building Framework, 2001
This framework outlines the Department’s commitments to address key elements in the New Growth Path and the

IPAP by promoting sustainable development, reducing greenhouse gas emissions, promoting energy efficiency and
stimulating new green industries.
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PART A: DEPARTMENT OF PUBLIC WORKS (MAIN VOTE)

2.2 PERFORMANCE INFORMATION

OF THE DPW

Vision

Convenient access to dignified public services.

Mission

The Department is committed to the attainment of a transformed built environment sector by:

Providing strategic leadership to the South African construction and property industries

Establishing and ensuring compliance to policy and legislative prescripts for the:

- management of state-owned and leased-in immovable assets; and

- South African construction and property sectors

Providing strategic direction on the integration of priorities of the DPW

Contributing to the national goals of job creation and poverty alleviation through programmes of the DPW

Values

The Department’s values align with the values espoused in the Constitution. The core values that underpin the culture
of the Department are the following:

Innovation: by tirelessly seeking opportunities for service delivery improvement by thinking without restraint and
unconfined by old, non-functional, or limiting structures, rules, or practices.

Integrity: by consistently honouring our commitments, upholding ethical, honest behaviour and transparent
communication.

Motivation: by ensuring our best efforts and actions toward the realisation of our organisational goals.
Professionalism: by treating our clients with respect and delivering, reliably, against expectations.

Accountability: by discharging our duties in a responsible manner in compliance with the relevant legislative prescripts.
Results-orientated: by knowing what results are important and focusing resources to achieve them.

Teamwork: by respecting our diversity, while sharing a common purpose and working in cooperation with each other.

Strategic outcome-orientated goals

In order to execute its mandate, the Department has identified five strategic outcome-oriented goals that define its direct
service delivery responsibilities. These goals are to the following:

Transform the construction and property sectors through the development of policy and legislative prescripts
Provide oversight of the public works sector

Provide an oversight role in the implementation of public employment programmes (PEPs) through EPWP
standardised frameworks

Oversee the efficient delivery of identified services to prestige clients

Support service delivery in a smart, proactive and business-centric manner that is aligned to statutory requirements

The strategic goals, together with the goal statements, justification and links to other outcomes and the National
Development Plan (NDP) are as follows:

Table 2.2: Strategic Outcome-oriented Goal 1

Strategic Goal 1 To transform the construction and property sectors through the development of policy and

legislative prescripts

Goal statement To provide leadership to the South African construction and property sectors, while ensuring

transformation and regulation thereof through the development of the Public Works White
Paper and the Public Works Act.

Programme name Programme 4: Property and Construction Industry Policy and Research
Justification The Department is responsible for regulating and promoting growth and transformation in the

property and construction sectors.

Through the development of legislation and best practices, the Department contributes to
government-wide goals of transformation and skills development (Outcome 4 and Outcome 5).

SEIETEL S TECR ) 0508 To research and develop policies and legislative prescripts for the construction and property

sectors
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Table 2.3: Strategic Outcome-oriented Goal 2

Strategic Goal 2 To provide oversight of the public works sector

Goal statement To support the sector on concurrent functions through the Technical MinMEC sub-committees
(IDMS, AIR, GIAMA, Property Management, Finance, Monitoring and Evaluation) for the
coordinated and integrated implementation of priorities within the public works sector.

Programme name Programme 2: Intergovernmental Coordination

Justification Provinces are mainly responsible for implementation, in accordance with the nationally
determined policy and implementation guidelines. To ensure the efficient delivery of concurrent
functions, there must be proper coordination of policy, budgeting, planning, implementation
and reporting within the public works sector.

In accordance with Schedule 4, Part A and Part B, of the Constitution: Functional Areas of
Concurrent National and Provincial Legislative Competence, all spheres of government and
organs of state must collaborate to fulfil the legislative requirements for the effective, efficient,
transparent, accountable and coherent delivery of services.2

SEETELESTETCL TS0 G AT To ensure integrated planning and coordination of concurrent functions.

Table 2.4: Strategic Outcome-oriented Goal 3

Strategic Goal 3 To provide an oversight role in the implementation of PEPs through EPWP standardised
frameworks.

Goal statement Oversee the implementation of PEPs through labour-intensive delivery methodologies and
skills programmes for the participation of the unemployed and unskilled in delivering identified
services and the creation of assets.

Programme name Programme 3: Expanded Public Works Programme

Justification The Department is responsible for the overall coordination of the EPWP that is directed at
providing work opportunities and income support to poor and unemployed people through the
labour-intensive delivery of public and community assets and services.

Alignment with government’s strategic interventions to deal with the challenges of unemployment,
poverty, inequality and creating a more inclusive society as outlined in Outcome 4.

Related strategic objectives [ To monitor and evaluate the implementation of PEPs within the EPWP

. To support non-profit organisations (NPOs) to implement PEPs within the EPWP in the
non-state sector

. To support public bodies to implement PEPs within the EPWP in the infrastructure,
social, environment and culture sectors

. To provide strategic guidance on sector convergence and implementation frameworks

Table 2.5: Strategic Outcome-oriented Goal 4

Strategic Goal 4 To oversee the efficient delivery of identified services to prestige clients

Goal statement To set prestige policies, guidelines, norms and standards, and ensure the delivery of services
to prestige clients in accordance with the relevant frameworks.

Programme name Programme 5: Prestige Policy

Justification The Department is required to provide movable and immovable assets to prestige clients in
accordance with the Ministerial Handbook. These assets must be provided in the correct
quantities, at the required time and within the allocated budget.

Provide reasonable functional accommodation that facilitates the attainment of client
departments’ service delivery objectives.

SEETEL RS TETER (0] SR To improve the delivery of services to prestige clients.

2 Republic of South Africa. 1996. Constitution of the Republic of South Africa, 1996: Part 4

47 Department of Public Works * Annual Report 2016/17




Table 2.6: Strategic Outcome-oriented Goal 5

Strategic Goal 5 To support service delivery in a smart, proactive and business-centric manner that is aligned
to statutory requirements.

Goal statement Drive the efficiency enhancement phase (Phase Il) of the turnaround strategy of the
Department and the PMTE to improve efficiencies for rebuilding the Department by 2020.
Programme name Programme 1: Administration

Justification The turnaround strategy and its implementation is a prerequisite for the strategic performance
of the Department and the PMTE. The turnaround strategy is based on the need to
address critical and foundational aspects of service delivery, as well as to ensure immediate
improvements that can be used to elicit further success.

Prioritising the objectives set out in the NDP, including well-run and effectively coordinated state
institutions with skilled public servants who are committed to the public good and capable of
delivering consistently high-quality services.

SEEVER S (e TG o S Y50 To improve the delivery of services to prestige clients.

2.2.1 Programme performance
The Department has five programmes. The performance of these programmes is depicted in the tables below.
Table 2.7: Performance programme and its purpose

Programme | Purpose

Programme 1: Administration Provide strategic leadership, management and support
services to the Department

Programme 2: Intergovernmental Coordination Provide sound sectoral intergovernmental relations and
strategic partnerships. Coordinate with provinces on the IAR,
construction and property management, the implementation of
GIAMA and reporting on performance information within the
public works sector

Programme 3: Expanded Public Works Programme Coordinate the implementation of the EPWP, which aims to
create work opportunities and provide training for unskilled,
marginalised and unemployed people in South Africa.

Programme 4: Property and Construction Industry Policy Promote the growth and transformation of the construction and
Regulation property industries. Promote a standardised approach and best
practice in construction and immovable asset management in
the public sector.

Programme 5: Prestige Policy Provide norms and standards for the prestige accommodation
portfolio and meet the protocol responsibilities for state
functions.

Performance Grid

Green - Target achieved and beyond. It may be quantified as follows: anything | 90% and above (excellent performance)
achieved above 90% in terms of outputs/deliverables.

Yellow - Progress above 50% but not fully achieving the target. This means that | 50-89% (good performance)
some output/deliverable has been achieved, but not achieved fully as per the
target. An example: achieving six projects out of 10 = 60%

Orange - Progress below 50% of target. This means that some activity has | 11-49% (weak performance)
started, but has not yielded any output. It may also reflect completed activity,
but that is not output. An example: compiling stakeholder management inputs
towards the final draft document etc.

Red - No achievement at all - nothing was done at all and may be qualified as | 0-10% (poor performance)
follows: anything between 0-10%
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Table 2.8: Linking the performance with budget for the main vote

Final

2016/17

Actual

Variance

Expenditure

Final

2015/16
Actual

Expenditure

Programme appropriation expenditure as a appropriation expenditure as a
percentage percentage
R'000 R'000 R'000 % R'000 R'000 %

Administration 516 006 450444 | 65562 87.3% 480 334 479150 99.8%

g‘;irr%?r‘]’:trizr:ema' 28 639 16477 | 12162 57.5% 46 015 44 748 97.2%

Expanded

Public Works 2319500| 2301446| 18054 99.2% 1953369 | 1939908 99.3%

Programme

Property And

ﬁgﬁztt:‘;cggﬁcy 3553089 | 3547048 6 041 99.8% 3742985| 3735387 99.8%

and Research

Prestige Policy 95 565 87 931 7 634 92.0% 89 519 81954 91.5%

Total 6512799 | 6403346 109453 98.3% 6312222 | 6281147 99.5%

Departmental spending for the period under review is R6.403 billion, which represents 98.3% of the adjusted budget
of R6.513 billion. Underspending of R109 million is attributed to compensation of employees, goods and services, and
machinery and equipment.

Spending per programme and economic classification is discussed below:
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Programme 1: Administration

The underspending of R66 million in Programme 1 relates to the following:

. Compensation of employees’ underspending of R13 million resulted from positions remaining vacant during the
financial year, and not being filled due to the review of the organisational structure.

. Goods and services’ underspending of R45 million was mainly due to lower municipal services costs resulting from
the implementation of the energy and water efficiency programme. The full implementation of the cost containment
initiative as directed by National Treasury also contributed to a saving in travel and subsistence, communication
and advertising expenditure. In line with the improved audit outcomes in the previous financial years, departmental
spending on audit fees decreased significantly due to the associated lower risk.

. Machinery and equipment’s underspending of R6.8 million was due to a delay in the planned acquisition of assets.

Programme 2: Intergovernmental Coordination

The underspending of R12 million in Programme 2 relates to the following:

. Compensation of employees’ under-spending of R6.3 million is mainly due to the delay in capacitating the newly
established Professional Services and Intergovernmental Coordination branches in line with the revised approved
organisational structure.

. Goods and services’ underspending of R3.8 million is due to low spending on planned activities for the newly
established branches resulting from delay in filling of vacant positions.

. Machinery and equipment’s underspending of R1.7 million is due to delay in planned acquisition of assets resulting
from unfilled vacant positions for the newly established branches.

Programme 3: Expanded Public Works Programme

Underspending of R18 million (equivalent to 0.8%) mainly relates to goods and services. The underspending was due to
a delay in the implementation of the social, environment and culture projects.

Programme 4: Property and Construction Industry Policy and Research

Underspending of R5.8 million in Programme 4 was on compensation of employees due to vacant positions that were
not filled during the financial year.

Programme 5: Prestige Policy

Underspending in Programme 5 related to R5 million for compensation of employees due to vacant positions in the
branch that were only filled in the latter part of the financial year. Machinery and equipment underspent by R2.6 million.
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PART B: PROPERTY MANAGEMENT TRADING ENTITY

2.2 PERFORMANCE INFORMATION

OF THE PROPERTY
MANAGEMENT TRADING ENTITY

Vision

Convenient access to dignified public services.

Mission

Effective management of the state’s immovable assets to contribute towards economic and social development and
transformation of the built environment.

Values

We align our values with the Constitution, as underpinned by the following culture drivers:

Innovation: by tirelessly seeking opportunities for service delivery improvement by thinking freely and not being
bound by old, non-functional or limiting structures, rules and practices.

Integrity: by consistently honouring our commitments, upholding ethical, honest behaviour through transparent
communication.

Motivation: by having an attitude that brings out our best efforts and actions towards the realisation of organisational
goals.

Professionalism: by treating our clients with respect and reliably delivering against expectations.

Accountability: by discharging our duties in a responsible manner in compliance with the relevant laws.
Results-orientated: by knowing what results are important and focusing resources to achieve them.

Teamwork: by respecting diversity while sharing a common purpose and working together in cooperation with each
other.

2.2.1 Programme performance

The Property Management Trading Entity Department has six programme,s and the performance of these programmes
is depicted in the tables below.

61

Department of Public Works * Annual Report 2016/17




Table 2.9: Performance in the programme and its purpose

Programme ‘ Purpose

Programme 1: Management To provide leadership, strategic management, governance and
administrative support to the PMTE.

Programme 2: Real Estate Investment Management To achieve an efficient and competitive real estate portfolio
for the state through effective planning, analysis and informed
investments.

Programme 3: Construction Project Management To provide effective and efficient delivery of accommodation

needs for the DPW and client departments through construction
and other infrastructure improvement programmes.

Programme 4: Real Estate Management Services To provide and manage the real estate portfolio in support
of government’s social, economic, functional and political
objectives.

Programme 5: Real Estate Information and Registry To develop and manage a complete, accurate and compliant

IAR to meet service delivery objectives for the state, the DPW'’s
and the PMTE’s business requirements.

Programme 6: Facilities Management To ensure that immoveable assets used by government
departments and the public are optimally utilised and maintained
in a safe, secure healthy and ergonomic environment, while
contributing to job creation, skills development and poverty
alleviation.
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