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Report by the Accounting Officer to the Executive Authority and the Members of the Provincial 
Parliament of the Western Cape. 
 

1. General review of the state of financial affairs 
 
The mandate of the Department is to facilitate the creation of sustainable human settlements 
and to empower local government to fulfil its constitutional mandate. To this end the Department 
has finalised its Human Settlement Strategy, called Isidima (“giving dignity”), and has engaged 
with the Five Year Strategic Agenda for Local Government. These two key strategic initiatives 
have informed the day-to-day work of the Department. 
 
During the 2007/08 financial year the Department made good progress with the Isidima Strategy. 
The Strategy was formally launched in June 2007, and a detailed implementation plan was 
developed. One of the highlights of Isidima is the list of lead and pilot projects that are intended 
to showcase Isidima best practices. One of these is the Grabouw Sustainable Development 
Initiative, which has developed a holistic development plan for Grabouw that encompasses 
various aspects of social and economic development. Another highlight is the land rationalisation 
study, which has identified national, provincial, and municipal land that is suitable for human 
settlements. 
 
To support the roll-out of Isidima, a Geographic Information System (GIS) Unit has been 
established. This unit integrates the Department’s spatial information with that of other 
departments and enables our department to plan in a coherent manner for sustainable and 
integrated human settlements. Another useful planning tool is the Housing Demand Database, 
which is nearing completion. The first phase has focused on surveying households in informal 
dwelling units (including back yard dwellers), and the second phase will focus on overcrowding.  
 
In 2007/08 we set a target of building 16 000 houses and servicing 18 000 sites. We are proud 
that we managed to overshoot our targets: in 2007/08 delivery altogether totaled 18 064 
serviced sites and 16 093 housing units. This translates into concrete improvements for over 
34 000 families. 
 
The Department has facilitated the establishment of new ward committees. In addition, districts 
were supported to re-establish their speakers’ forums and thereby enhance public participation. 
The Department also facilitated the establishment of youth units in the districts and metro. 
Furthermore, the Department supported all municipalities to implement public participation 
mechanisms, and established the “District Public Participation Task Team” to facilitate this 
process. 
 
The community development workers are a vital part of the Department in this respect; they 
constitute a central part of our legacy. The primary function of CDWs is to provide communities 
with information on government services and to fundamentally narrow the gap between 
government and citizens. But our CDWs do so much more. CDWs are going the extra mile to 
facilitate community economic development and poverty alleviation projects.  As a result, CDWs 
are making a noticeable impact against our Departmental objectives.  For instance, CDWs 
facilitate the establishment of projects in the second economy, educate towards the development 
of ward-based planning, and also conduct consumer education workshops for housing 
beneficiaries. 
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The Department has many initiatives to support municipalities in their implementation of the 
Five-Year Local Government Strategic Agenda. For example, a number of municipalities have 
been assisted with the formulation of Anti- Corruption Strategies and with the implementation of 
the Batho Pele Ethos, and the Department assisted the West Coast, Central Karoo and Eden 
municipalities to develop staff retention plans. Much effort has been invested in improving 
municipal Integrated Development Plans (IDPs), and this support has resulted in 26 out of 
30 IDPs being assessed as credible (of which three were assessed as excellent). There have 
also been specialised interventions in municipalities such as Oudtshoorn, and the objective of all 
such interventions is to ensure good governance and continued service delivery. 
 
A flagship achievement is the recent Governance Summer School, a pioneering event jointly 
hosted by us and the Northern and Eastern Cape. Some 300 Mayors, Municipal Managers, other 
senior municipal, provincial politicians and officials met together for four days to share their skills 
and experiences in local government. Given the dynamics and challenges of coalition-based 
government in the Province, the theme of the Summer School was leadership. Based on the 
success of the event, we want to make this an annual undertaking which can continue to serve 
as a platform for co-operative governance between the municipalities and provincial 
governments of the Northern, Eastern and Western Cape. 
 
Effective and efficient interdepartmental co-operation was achieved between the Departments of 
Local Government and Housing, Community Safety and Health in the establishment of the 
Emergency Management Centre at the Tygerberg Hospital. This co-operation focuses on the 
dispatching of emergency response vehicles and co-ordination of disaster management 
activities. In addition, the Provincial Disaster Management Centre conducted a risk and 
vulnerability assessment for the entire province and is supporting the development of municipal 
risk and vulnerability assessments. 
 
Sound intergovernmental relations underpins all of the Department’s work, and the Department 
was able to operationalise the following intergovernmental structures in line with the 
Intergovernmental Relations Framework Act: namely the Premier’s Co-ordinating Forum, 
Premier’s Metro Co-ordinating Forum, and all District Co-ordinating Forums. The Department 
has also continued with Provincial Advisory Forum meetings, as these facilitate constant 
communication and co-operation between the Department and municipalities. 
 
The MEC introduced a new programme, 1 000 Volunteers, to bolster our PHP projects and tie 
them into community volunteerism. Over 1 050 volunteers are participating, including 
approximately 80 departmental/government officials and over 80 corporate volunteers. In 
Wallacedene, dedicated volunteers are involved in all aspects of the construction process, 
including foundations, bricklaying, plastering, painting, plumbing and finishing—thus gaining 
much-needed skills and construction experience. 
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General view on spending for the financial year 
 

 2007/08 2006/07 

Final appropriation R’000 R’000 

Total 1 431 861 1 266 109 

Administration 78 618 59 427 

Housing 1 276 237 1 111 077 

Local government 76 638 95 108 

Special functions 368 497 

   

Underspending R’000 R’000 

Total 78 028 230 398 

Administration - 289 

Housing  73 931 229 764 

Local government 4 097 345 

Special functions - - 

 
All programmes and sub-programmes remained within their approved budgets. Application was 
made to the Provincial Treasury for the roll over of all unspent conditional grants and contractual 
commitments not concluded in 2007/08. The reasons for the under spending are discussed 
under ‘Notes to the appropriation statement’. 
 
The virements, as indicated in the appropriation statements, were approved and applied to utilize 
savings under a main division to cover over expenditure on another main division. This was done 
in terms of section 43 of the PFMA. 
 

2. Service rendered by the department 
 

2.1 Free Services 
 
No free services were rendered during the year under review. 
 

2.2 Inventory 
 
Two types of inventory are generated by LOGIS. The one consists of an inventory of store items 
(RR026 LOGIS report), the other inventory of furniture and equipment (RR025 LOGIS report). 
The value of the inventory of store items as at 31 March 2008 amounted to R1,536,879.  The 
value of the inventories was valued at weighted average price.  Inventories are issued on the 
first in first out (FIFO) basis. 
 

3. Capacity constraints 
 
Another strategic goal of the Department as stated in the Annual Performance Plan for 2007/08 
is to establish a well functioning transformed department capacitated to deliver: 
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Strategy 

A department that is adequately staffed, skilled and motivated to deliver on its mandate. This 
includes: 

·  Continuous adjustment to the organisation of the department to meet its mandate 

·  Developing a team based approach to projects 

·  Applying recruitment, retention, selection, training and career development processes that 
are in line with legislative imperatives and departmental objectives 

·  Becoming a learning organisation with strategic planning and management competence. 
 
Key focus areas 

·  Improved work flow processes 

·  Team work based on professionalism, willingness, tolerance and commitment  

·  Information, architecture and systems 

·  Human Resource Development plans focussed on career development and service delivery. 

·  Performance monitoring 

·  Performance management 
 
Targeted outputs over the medium term 

·  All posts filled with competent and motivated staff 

·  A departmental performance monitoring system in place 

·  A performance management system implemented at all levels of the organisation 

·  Skills development strategy in place and being operationalised 

·  Social capital strategy implemented to effect changes to the organisational culture within the 
Department 

·  An inter-directorate team-based approach to projects 

·  The culture of the department transformed in line with Batho Pele values and principles 

·  Public Finance Management Act (PFMA) and Division of Revenue Act (DORA) compliance 

·  100% of budget efficiently and effectively spent each year. 

·  Work flow processes reviewed and improved to include service level agreements within the 
Department. 

 
The Department is currently realigning its establishment for improved delivery on its mandate. 
Phase 1 was implemented in 2007/08. Provision was also made in the 2008/09 budget for 
implementing phase 2 and 3 of the proposed re-aligned structure. 
 

4. Utilisation of donor funds 
 
No donor funds were received or utilised by the Department. Donations, both cash and in-kind to 
the value of R139 670.65 were received as contribution towards the MEC’s budget speech in 
June 2007. (Refer to Annexure 1G). 
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5. Trading entities and public entities 
 
The Western Cape Housing Development Board (WCHDB) was abolished in October 2005. The 
Western Cape Housing Development Fund (WCHDF) was dormant during the 2007/08 financial 
year. All expenditure relating to assets was expensed under programme 2: Housing. The income 
derived from the WCHDB assets and debtors was accounted as departmental revenue and 
subsequently paid over to the Provincial Revenue Fund. All transactions iro the WCHDF are 
regarded as related party transactions. 
 
The financial statements of the Western Cape Housing Development Fund will be tabled in a 
separate report to the Provincial Parliament. 
 
The Department also contracted Thubelisha Homes (National Public Entity) to manage and 
develop the N2 Gateway and other housing projects.  Refer to Disclosure note 22 of the financial 
statements. 
 

6. Organisations to whom transfer payments have been made 
 
All transfer payments and the purpose for the payments made are reported in Annexure 1B – 1F 
to the Annual Financial Statements. 
 
Accountability arrangements in place over each transfer payment made are stipulated in the 
individual agreements to the entities receiving the transfer payments. 
 

7. Public private partnerships (PPP) 
 
The Department did not enter into any PPP during the year under review. 
 

8. Corporate governance arrangements 
 
The internal audit consortium, appointed by the Provincial Treasury, performs the internal audit 
function in the Province. 
 
The Department formally adopted an Anti-fraud and Corruption Strategy comprising the 
following: 

·  The Fraud and Corruption Policy 

·  The Fraud and Corruption Prevention Plan 

·  The Fraud Response Plan 

·  The Fraud Risk Register 

·  Code of Conduct 

 
The departmental Anti-Fraud and Corruption Strategy, which is the first of its kind for the 
Western Cape provincial government was formally launched on 13 May 2008. The establishment 
of a Fraud and Risk Management Committee will assist the Accounting Officer to create a strong 
culture in the Department to fight fraud and corruption which undercuts service delivery and 
threatens our sense of justice. 
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Through excellent co-operation between the Department, the Special Investigating Unit and the 
Forensic Investigative Unit of the Department of the Premier, we are also making great progress 
in the investigation of alleged corruption and the recovery of losses which occurred in the past. 
Government employees who fraudulently received housing subsidies are signing 
acknowledgements of debt and additional cases are to be brought before the court in the 
upcoming months. These actions are vital for us to restore the integrity of our public service and 
programmes. 
 
The shared audit committee and the Internal audit unit have been functional since the 2004/05 
financial year. The Report of the Audit Committee is incorporated as Part 3 in the Annual Report 
of the Department. 
 
The department has implemented a system to manage the conflicts of interest of employees by 
ensuring that all SMS members and all members of Bid committees are compelled to declare 
their conflict of interest annually. 
 

9. Discontinued activities/activities to be discontinued 
 
No activities were discontinued or are to be discontinued. 
 

10. New/proposed activities 
 
None 
 

11. Asset management  
 
The Supply Chain Management (SCM) unit within the Department of Local Government and 
Housing allocates the Department’s assets with unique asset numbers for verification, 
reconciliation and location purposes.  
 
The fixed properties of the ex Western Cape Housing Development Board are separately 
disclosed in the financial statements of the Western Cape Housing Development Fund. 
 

12. Events after the reporting date 
 
No conditions/events, both favorable and unfavorable, existed at year-end. No events occurred 
between 31 March 2008 and the date of approval of the financial statements that necessitated 
adjusting the financial statements as on 31 March 2008. 
 
The xenophobic attacks that have started roughly around 22 May 2008 and have given rise to 
the Disaster and the need for the Department of Local Government and Housing to respond as a 
first line function.  The estimated scope for this situation is roughly three months and therefore all 
planning and financial processes takes this time line into consideration. The Disaster as declared 
(which was gazetted on 4 June 2008) has placed a number of pressures on departments to 
respond in light of providing humanitarian assistance as an urgent and immediate call. The 
Department applied for additional funding of R19,5m via the Provincial Treasury to cover the 
projected additional expenditure flowing from the declared disaster. 
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13. Performance information 
 
The Department identified its shortcoming on reliable/verifiable performance information. To 
address this, the Department identified the following strategic goal as stated in the Annual 
Performance Plan for 2007/08: 
 
A comprehensive information and knowledge management system supported by a 
strategic and coordinated research agenda as a basis for planning, action, monitoring 
and evaluation.  
 

Strategy 
 
A hub of information will be created in support of the Department’s work. This hub will 
include the management of all existing information, the identification of information needs, 
generation of new information required, analysis of information and policies provided by 
provincial and national government, and support for provincial and local planning and 
strategy processes in support of developmental local government and sustainable human 
settlements.  
 
Key focus areas 

·  A comprehensive data base and knowledge management system for the department 

·  Policy analysis and new policy development 

·  Co-ordination of departmental inputs into the Provincial policy and strategy formulation 
processes 

·  A coordinated and focused research programme in support of the department and the 
strategies of iKapa Elihlumayo 

·  Effective multi-year integrated and quality planning of provincial, local and national 
government, supported by adequate resources and capacity and aligned with provincial 
strategies 

·  People effectively trained to maximise these systems  

 
Targeted outputs over the medium term 

·  An operational data base and knowledge management system servicing the department 
and iKapa Elihlumayo strategies 

·  Departmental analysis of all key policies completed and accessible to all provincial staff 

·  Participation of the province, municipalities and the social partners in the Western Cape 
in all key policy dialogues 

·  Provincial policies to support developmental local government and sustainable human 
settlements developed 

·  A strategic research agenda defined and research projects initiated and linked to 
provincial priorities 

·  All plans aligned to the new policy imperatives and the provincial spatial development 
framework 
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·  IDPs that are responsive to local community needs and aligned to national, provincial 
and local priorities. 

·  Departmental policy and strategy inputs are collated and incorporated into the Provincial 
policy and strategy documents 

 
14. Scopa resolutions 
 

Report of the Auditor-General: 2006/07 Annual Financial Statements 
 

Number Emphasis of matters Findings on progress 

1 Disclosure of irregular, fruitless & 

wasteful expenditure 

* PFMA to be amended to make provision for 

condonement of irregular payments.  If not 

condoned, amounts to be recovered from guilty 

parties or written off. A National Treasury 
memorandum was received that stipulates the 

processes to be followed as from 1 April 2008. 

 Other matters  

2 Invoices not paid within 30 days * The department will improve the working methods 

and procedures to comply in terms of the PFMA 
and NTR 8.2.3, that unless determined in a contract 

or other agreement, all payments due to creditors 
must be settled within 30 days from receipt of an 

invoice.  

  * Contracts or agreements was amended as follows 

to comply with the regulations in future.  Claims will 
only be settled within 30 days upon certification of 

completion on the percentage of work performed by 
contractors.   

  * The oversight function are performed by internal 

control and reports on the non-compliance in this 

regard on a regular basis to the CFO and HOD.   

  * The delay of above 4 - 9 working days between the 

authorisation date of payments and the actual 
payment date/disbursement date was taken up with 

Provincial Treasury to speed up the process and to 

be in compliance with the terms of NTR 8.2.3 

  * NAPS payments are arranged to avoid non-
compliance to NTR 8.2.3 

3 Significant deviations in the 
preparation of financial statements in 

accordance with prescribed 

accounting practice 

Checked regularly on updates from Accountant-
General©s website. 
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15. Prior modifications to audit process 
 
Regular meetings to follow up on the progress of the findings of the Auditor-General were 
convened throughout the year. These meetings and progress reports were conducted by our 
Internal Control component involving senior officials. These reports were submitted to the 
Accounting Officer and Provincial Treasury. 
 

16. Exemptions and deviations received from the National Treasury 
 
The Department did not apply or receive any exemptions from the PFMA or National Treasury 
Regulations or deviations from the National Treasury from financial reporting requirements for 
the previous and current financial years. 
 

17. Investigations 
 
On 25 April 2007, the State President issued a Proclamation empowering the Special 
Investigating Unit to conduct an investigation into low cost housing for the purpose of recovery of 
any losses suffered by Institutions for the period 1994 to 25 April 2007.  The objectives of these 
investigations are, amongst others, to identify the corrupted areas, to bring the transgressors to 
book and recover the monies, but more importantly to enable the projects to continue in order to 
provide housing to the participants.  In terms of the afore-mentioned Presidential Proclamation 
the Special Investigating Unit was requested to investigate: 

·  the findings of the Auditor-General Report for 2005/06 dated January 2006  

·  16 Peoples Housing Process Projects.  Subsequent to the request to the SIU the Mama’s 
Housing Project was, at a Steering Committee Meeting of 5 July 2007, withdrawn from 
investigation.   The project was withdrawn due to the fact that the Forensic Investigation Unit 
had already done an in-depth investigation on the project and had issued their findings.  The 
Department was already giving effect to the findings of the Forensic Report and therefore no 
further investigation was required. 

 
Further to the above, a performance audit was executed during 2006.  This audit focused on the 
allocation of housing subsidies to municipal employees as well as the administration of low-cost 
housing projects by my Department for the period January 1995 to November 2005.  The 
comparison of 8 municipalities has identified 2210 cases where the subsidies were awarded to 
municipal officials earning in excess of the subsidy threshold.  Subsequent to the issue of the 
Audit Report the Department has requested the SIU to investigate the 2210 cases. 
 
Prior to the referral of the 16 PHP cases as mentioned above, two projects, i.e. Twins and 
Chicago Bulls in Mfuleni, were forwarded to the SIU for investigation.  The investigations 
pertaining to these two projects were finalised in 2006.  The accused party was found guilty of 
fraud in the Magistrates Court of the Cape on 9 November 2006. 
 
The investigation process is currently progressing well due to excellent co-operation between my 
Department, the Special Investigating Unit and the Forensic Investigative Unit of the Department 
of the Premier.  For the category “subsidy approvals to government employees earning salaries 
in excess of the housing subsidy threshold in the Auditor-General Report for 2005/06”, 
100 acknowledgements of debt to the value of R1 440 712 were already signed for the period 
January to March 2008. 
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It should further be noted that matters referred to the SIU for investigation in terms of 
Proclamation 7 of 2007 and the co-operative agreement between the Department and the SIU 
since 2005, was monitored through: 

·  A monthly Housing Proclamation Steering Committee  

·  A monthly Departmental/SIU Steering Committee, as well as the 

·  Quarterly Progress Reports devised by the SIU. 
 
From the date of the agreement in 2005 the Directorate Legislation within the Department is the 
nodal point for referring matters to the SIU.  Initially the issues were mostly local government 
related but as from 2006, all housing issues were also channelled through this Directorate.  
These issues mostly related to PHP projects where possible irregularities were identified.  The 
reasoning behind the decision to use one Directorate as a nodal point was to ensure that proper 
control and monitoring is exercised over matters referred to the SIU in terms of the agreement. 
 
As mentioned above, 15 PHP projects are currently being attended to by the SIU.  The 
Department is diligently supporting the SIU in their investigations to facilitate the conclusion of 
the process.  The Department has looked into the main reasons for irregularities occurring on 
these projects and has implemented various controls to prevent future transgressions and to limit 
the risk to the Department, should irregularities occur again.  Most of the irregularities that occur 
seem to be linked to the relationship between the Supplier and the Accounts Administrator (AA).  
To better monitor and manage the disbursement of funds to the AA and from the AA to the 
Supplier/Developer, the following controls have been instituted: 

·  Subsidies are paid over to an accounts administrator (AA) in small tranches of 50 subsidies 
for approved beneficiaries for house construction. The AA opens a separate bank account 
specifically for the project. The subsidies are paid into this account. The AA controls 
payments from this account for building materials and services rendered in pursuance of the 
project. 

·  The AA is required to submit reconciliations to the Department on a monthly basis. 

·  When 85% or more houses are complete, the Departmental inspectors go out to physically 
verify before the next tranche is released. 

·  The inspector’s report is also given to the accounts administrator as an independent 
verification of the project certifier’s certification. This enables the accounts administrator to 
see if he/she has been paying for legitimate claims. 

 
It should be noted that the majority of the PHP projects referred to the SIU were approved a 
number of years ago.  The lessons learned over the past few years have informed the processes 
and controls that have been implemented to counter future irregular activities.  The Department 
is currently more vigilant and prepared to prevent future fraud and corruption within this 
programme.  
 
A clean-up process of old projects is currently underway. Thubelisha Homes and the 
Development Action Group are currently assisting the Department in completing projects that 
have been underperforming.  In most cases the projects were delayed due to the collapse of the 
community organisation or as result of a split within the support organisation.  The Department is 
in a process of appointing a third service provider to assist with the clean-up process.  Should 
irregularities be identified within these projects, further referrals will be made to the SIU. 
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The Department is also currently doing a value for money investigation iro municipal rates and 
tax expenditure, land availability agreements, property register, rental and sales agreements and 
the timeframes of transferring of sold properties. 
 
The Erasmus Commission of Inquiry was established in terms of Proclamation 18 of 2007 and 
published in Government Gazette 6485 on 4 December 2007. The total cost for the Department 
was R1 257 235.86 in the financial year. This Proclamation was repealed on 19 March 2008 and 
a second commission was established. The second commission is funded by the Department of 
the Premier. 
 

18. Approval 
 
The Annual Financial Statements set out on pages 52 to 107 have been approved by the 
Accounting Officer. 
 
 

 
(S MAJIET) 
(ACCOUNTING OFFICER) 

DATE:  29 July 2008 
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REPORT OF THE AUDITOR-GENERAL TO THE WESTERN CAPE PROVINCIAL 
PARLIAMENT ON THE FINANCIAL STATEMENTS AND PERFORMANCE 
INFORMATION OF VOTE 8: DEPARTMENT OF LOCAL GOVERNMENT AND 
HOUSING FOR THE YEAR ENDED 31 MARCH 2008 

REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1. I have audited the accompanying financial statements of the Department of 
Local Government and Housing which comprise the appropriation statement, 
statement of financial position as at 31 March 2008, statement of financial 
performance, statement of changes in net assets and cash flow statement for 
the year then ended, and a summary of significant accounting policies and 
other explanatory notes, as set out on pages 52 to 107. 

Responsibility of the accounting officer for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of 
these financial statements in accordance with the modified cash basis of 
accounting determined by the National Treasury, as set out in accounting policy 
note 1.1 and in the manner required by the Public Finance Management Act, 
1999 (Act No. 1 of 1999) (PFMA) and the Division of Revenue Act, 2007 (Act 
No. 1 of 2007) (DoRA). This responsibility includes:  

·  designing, implementing and maintaining internal control relevant to the 
preparation and fair presentation of financial statements that are free from 
material misstatement, whether due to fraud or error  

·  selecting and applying appropriate accounting policies 

·  making accounting estimates that are reasonable in the circumstances. 

 

Responsibility of the Auditor-General 

3. As required by section 188 of the Constitution of the Republic of South Africa, 
1996 read with section 4 of the Public Audit Act, 2004 (Act No. 25 of 2004) 
(PAA), my responsibility is to express an opinion on these financial statements 
based on my audit. 

4. I conducted my audit in accordance with the International Standards on Auditing 
and General Notice 616 of 2008, issued in Government Gazette No. 31057 of 
15 May 2008. Those standards require that I comply with ethical requirements 
and plan and perform the audit to obtain reasonable assurance on whether the 
financial statements are free from material misstatement. 

5. An audit involves performing procedures to obtain audit evidence about the 
amounts and disclosures in the financial statements. The procedures selected 
depend on the auditor’s judgement, including the assessment of the risks of 
material misstatement of the financial statements, whether due to fraud or error. 
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In making those risk assessments, the auditor considers internal control relevant 
to the entity’s preparation and fair presentation of the financial statements in 
order to design audit procedures that are appropriate in the circumstances, but 
not for the purpose of expressing an opinion on the effectiveness of the entity’s 
internal control.  

6. An audit also includes evaluating the: 

·  appropriateness of accounting policies used 

·  reasonableness of accounting estimates made by management 

·  overall presentation of the financial statements. 

7. I believe that the audit evidence I have obtained is sufficient and appropriate to 
provide a basis for my audit opinion. 

Basis of accounting  

8. The department’s policy is to prepare financial statements on the modified cash 
basis of accounting determined by the National Treasury, as set out in 
accounting policy note 1.1. 

Opinion  

9. In my opinion the financial statements present fairly, in all material respects, the 
financial position of the Department of Local Government and Housing as at 
31 March 2008 and its financial performance and cash flows for the year then 
ended, in accordance with the modified cash basis of accounting determined by 
the National Treasury, as set out in accounting policy note 1.1 and in the manner 
required by the PFMA. 

 
OTHER MATTERS 

Without qualifying my audit opinion, I draw attention to the following matters that relate 
to my responsibilities in the audit of the financial statements: 

 
Non-compliance with applicable legislation 

Invoices not paid within 30 days from receipt 

10. Audit testing revealed that invoices amounting to R1 750 846 were not paid 
within 30 days from receipt as required in terms of section 38(1)(f) of the PFMA 
and Treasury Regulation 8.2.3. A similar audit finding was reported in the 
previous three years. 
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Matters of governance 

11. The PFMA tasks the accounting officer with a number of responsibilities 
concerning financial and risk management and internal control. Fundamental to 
achieving this is the implementation of certain key governance responsibilities, 
which I have assessed as follows: 

 

Matter of governance Yes No 

Audit committee   

·  The department had an audit committee in operation throughout the 
financial year. 

�   

·  The audit committee operates in accordance with approved, written 
terms of reference. 

�   

·  The audit committee substantially fulfilled its responsibilities for the year, 
as set out in section 77 of the PFMA and Treasury Regulation 3.1.10. 

�   

Internal audit   

·  The department had an internal audit function in operation throughout 
the financial year. 

�   

·  The internal audit function operates in terms of an approved internal 
audit plan. 

�   

·  The internal audit function substantially fulfilled its responsibilities for the 
year, as set out in Treasury Regulation 3.2. 

�   

Other matters of governance   

The annual financial statements were submitted for audit as per the 
legislated deadlines (section 40 of the PFMA for departments). 

�   

The financial statements submitted for audit were not subject to any material 
amendments resulting from the audit. 

�   

No significant difficulties were experienced during the audit concerning 
delays or the unavailability of expected information and/or the unavailability 
of senior management. 

�   

The prior year©s external audit recommendations have been substantially 
implemented. 

�   

SCOPA resolutions have been substantially implemented.  

 (Except invoices not paid within 30 days from receipt) 

�   
 

 
 
Unaudited supplementary schedules 

12. Annexure 1C: Statement of unconditional grants and transfers to municipalities 
includes a column of amounts spent by the municipality.  I have not audited this 
amount and accordingly I do not express an opinion thereon. 
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OTHER REPORTING RESPONSIBILITIES 

REPORT ON PERFORMANCE INFORMATION     

13. I have reviewed the performance information as set out on pages 7 to 31. 

 
Responsibility of the accounting officer for the performance information 

14. The accounting officer has additional responsibilities as required by section 
40(3)(a) of the PFMA to ensure that the annual report and audited financial 
statements fairly present the performance against predetermined objectives of 
the department. 

 
Responsibility of the Auditor-General 

15. I conducted my engagement in accordance with section 13 of the PAA read with 
General Notice 616 of 2008, issued in Government Gazette No. 31057 of 15 May 
2008.  

16. In terms of the foregoing my engagement included performing procedures of an 
audit nature to obtain sufficient appropriate evidence about the performance 
information and related systems, processes and procedures. The procedures 
selected depend on the auditor’s judgement. 

I believe that the evidence I have obtained is sufficient and appropriate to 
provide a basis for the audit findings reported below.  

 
Audit findings (performance information) 
 
Non-compliance with regulatory requirements 

17. I draw attention to the fact that one of the department’s performance objectives 
were identified that were not well-defined, whilst five planned targets were not 
measurable, as required by section 40(3)(a) of the PFMA.  

 
Evidence materially inconsistent with reported performance information 

18. The evidence provided to support the performance information reported in the 
annual report was, in 28 of the 88 cases tested, materially inconsistent with the 
reported performance information. This has subsequently been adjusted in the 
annual report. 
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OTHER REPORTS 

 
Investigations  

19. The Department referred the following matters to the Special Investigation Unit 
(SIU) for investigation in terms Presidential Proclamation No. 7 of 2007, dated 25 
April 2007, during the year under review: 

20. The 572 cases identified in the performance audit report of the Auditor-General, 
issued on 4 January 2006, on housing subsidies awarded to government 
employees by the former Western Cape Department of Housing during the period 
January 1995 to March 2004. 

21. The 2 210 cases where housing subsidies were awarded to municipal officials at 
eight municipalities earning in excess of the subsidy threshold, as identified by 
the Auditor-General during a performance audit performed on the allocation of 
housing subsidies to municipal employees and the administration of low-cost 
housing projects by the Western Cape Department of Local Government and 
Housing during the period January 1995 to November 2005.  

22. A total of 15 people housing projects (PHP) where possible irregularities were 
identified by the department. 

23. Twenty-nine PHP housing projects out of a total of 158, for which subsidies 
amounting to R115 496 761 were approved for the building of 7 818 houses, 
were identified by the department as “blocked” or slow-moving projects as a 
result of possible irregularities with its administration by external parties or where 
the progress on the projects was not up to standard. Six of these projects have 
already been referred to the SIU as part of the above 15 projects, whilst some of 
the others have also been identified for possible referral. Several of these 
projects had already been “blocked” since 2004 and 2005 and the building of 
some of the houses has consequently been delayed. 

24. The accounting officer’s report further elaborates on the above-mentioned 
investigations on page 43. 

 
Performance audits 

25. A performance audit report on the allocation of housing subsidies to municipal 
employees and the administration of low-cost housing projects by the department 
during the period January 2005 to November 2005 was issued subsequent to 
year-end. 
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APPRECIATION 

26. The assistance rendered by the staff of the Department of Local Government and 
Housing during the audit is sincerely appreciated. 

 

 

 
 
Cape Town 

 
31 July 2008 
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The Financial Statements have been prepared in accordance with the following policies, which 
have been applied consistently in all material aspects, unless otherwise indicated. However, 
where appropriate and meaningful, additional information has been disclosed to enhance the 
usefulness of the Financial Statements and to comply with the statutory requirements of the 
Public Finance Management Act, Act 1 of 1999 (as amended by Act 29 of 1999), and the 
Treasury Regulations issued in terms of the Act and the Division of Revenue Act, Act 1 of 2007. 
 

1. Presentation of the Financial Statements 
 

1.1 Basis of preparation 
 
The Financial Statements have been prepared on a modified cash basis of accounting, except 
where stated otherwise. The modified cash basis constitutes the cash basis of accounting 
supplemented with additional disclosure items.  Under the cash basis of accounting transactions 
and other events are recognised when cash is received or paid. 
 

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

1.3 Rounding 
 
Unless otherwise stated all financial figures have been rounded to the nearest one thousand 
Rand (R’000). 
 

1.4 Comparative figures 
 
Prior period comparative information has been presented in the current year’s financial 
statements.  Where necessary figures included in the prior period financial statements have 
been reclassified to ensure that the format in which the information is presented is consistent 
with the format of the current year’s financial statements. 
 

1.5 Comparative figures - Appropriation Statement 
 
A comparison between actual amounts and final appropriation per major classification of 
expenditure is included in the appropriation statement. 
 

2. Revenue 
 

2.1 Appropriated funds 
 
Appropriated funds are recognised in the financial records on the date the appropriation 
becomes effective.  Adjustments to the appropriated funds made in terms of the adjustments 
budget process are recognised in the financial records on the date the adjustments become 
effective. 
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Total appropriated funds are presented in the statement of financial performance. 
 
Unexpended appropriated funds are surrendered to the Provincial Revenue Fund.  Amounts 
owing to the Provincial Revenue Fund at the end of the financial year are recognised in the 
statement of financial position. 
 

2.2 Departmental revenue 
 
All departmental revenue is paid into the Provincial Revenue Fund when received, unless 
otherwise stated.  Amounts owing to the Provincial Revenue Fund at the end of the financial 
year are recognised in the statement of financial position. 
 
Amounts receivable at the reporting date are disclosed in the disclosure notes to the annual 
financial statements. 
 

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

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

2.2.3 Fines, penalties & forfeits 
 
Fines, penalties & forfeits are compulsory unrequited amounts which were imposed by a court or 
quasi-judicial body and collected by the department. Revenue arising from fines, penalties and 
forfeits is recognised in the Statement of Financial Performance when the cash is received. 
 

2.2.4 Interest, dividends and rent on land 
 

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

2.2.5 Sale of capital assets 
 
The proceeds received on sale of capital assets are recognised in the Statement of Financial 
Performance when the cash is received. 
 

2.2.6 Financial transactions in assets and liabilities 
 
Repayments of loans and advances previously extended to employees and public corporations 
for policy purposes are recognised as revenue in the Statement of Financial Performance on 
receipt of the funds. 
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Cheques issued in previous accounting periods that expire before being banked are recognised 
as revenue in the Statement of Financial Performance when the cheque becomes stale. When 
the cheque is reissued the payment is made from Revenue. 
 
Forex gains are recognised on payment of funds. 
 

2.2.7 Transfers received (including gifts, donations and sponsorships)  
 
All cash gifts, donations and sponsorships are paid into the Provincial Revenue Fund and 
recorded as revenue in the Statement of Financial Performance when received.  Amounts 
receivable at the reporting date are disclosed in the disclosure notes to the financial statements. 
All in-kind gifts, donations and sponsorships are disclosed at fair value in an annexure to the 
financial statements. 
 

2.3 Direct Exchequer receipts 
 
All direct exchequer fund receipts are recognised in the Statement of Financial Performance 
when the cash is received. 
 

2.4 Local and foreign aid assistance 
 
Local and foreign aid assistance is recognised as revenue when notification of the assistance is 
received from the National Treasury or when the department directly receives the cash from the 
donor(s). 
 
All in-kind local and foreign aid assistance are disclosed at fair value in the annexures to the 
annual financial statements. 
 
The cash payments made during the year relating to local and foreign aid assistance projects 
are recognised as expenditure in the Statement of Financial Performance. The value of the 
assistance expensed prior to the receipt of the funds is recognized as a receivable in the 
statement of financial position. 
 
Inappropriately expensed amounts using local and foreign aid assistance and any unutilised 
amounts are recognised as payables in the statement of financial position. 
 
 

3. Expenditure 
 

3.1 Compensation of employees 
 
3.1.1 Short-term employee benefits 

 
Salaries and wages comprise payments to employees (including leave entitlements, thirteenth 
cheques and performance bonuses). Salaries and wages are recognised as an expense in the 
Statement of Financial Performance when final authorisation for payment is effected on the 
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system (by no later than 31 March of each year). Capitalised compensation forms part of the 
expenditure for capital assets in the Statement of Financial Performance1. 

All other payments are classified as current expense. 

Short-term employee benefits that give rise to a present legal or constructive obligation are 
disclosed in the disclosure notes to the financial statements.  These amounts are not recognised 
in the Statement of Financial Performance or Position. 
 

3.1.2 Post retirement benefits 
 
The department provides retirement benefits (pension benefits) for certain of its employees 
through a defined benefit plan for government employees. These benefits are funded by both 
employer and employee contributions.  
 
Employer contributions (i.e. social contributions) to the fund are expensed when the final 
authorisation for payment to the fund is effected on the system (by no later than 31 March of 
each year). No provision is made for retirement benefits in the financial statements of the 
department. Any potential liabilities are disclosed in the financial statements of the Provincial 
Revenue Fund and not in the financial statements of the employer department. 
 
The department provides medical benefits for certain of its employees. Employer contributions to 
the medical funds are expensed when final authorisation for payment to the fund is effected on 
the system (by no later than 31 March of each year). 
 

3.1.3 Termination benefits 
 
Termination benefits such as severance packages are recognised as an expense in the 
Statement of Financial Performance as a transfer (to households) when the final authorisation 
for payment is effected on the system (by no later than 31 March of each year). 
 

3.1.4 Other long-term employee benefits 
 

Other long-term employee benefits (such as capped leave) are recognised as an expense in the 
Statement of Financial Performance as a transfer (to households) when the final authorisation 
for payment is effected on the system (by no later than 31 March of each year). 
 
Long-term employee benefits that give rise to a present legal or constructive obligation are 
disclosed in the disclosure notes to the financial statements.  These amounts are not recognised 
in the Statement of Financial Performance or Position. 
 

3.2 Goods and services 
 
Payments made for goods and/or services are recognised as an expense in the Statement of 
Financial Performance when the final authorisation for payment is effected on the system (by no 
later than 31 March of each year).  The expense is classified as capital if the goods and services 
were used for a capital project or an asset of R5000 or more is purchased.  All assets costing 
less than R5 000 will also be reflected under goods and services. 
                                                      
1  This accounting policy is only relevant where the department elects to capitalise the compensation paid to employees 

involved on capital projects. 
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3.3 Interest and rent on land 
 

Interest and rental payments are recognised as an expense in the Statement of Financial 
Performance when the final authorisation for payment is effected on the system (by no later than 
31 March of each year). This item excludes rental for the use of buildings or other fixed 
structures.  If it is not possible to distinguish between payment for the use of land and the fixed 
structures on it, the whole amount should be recorded under goods and services. 
 

3.4 Financial transactions in assets and liabilities 
 

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

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

3.6 Fruitless and wasteful expenditure 
 
Fruitless and wasteful expenditure is recognised as an asset in the statement of financial 
position until such time as the expenditure is recovered from the responsible person or written off 
as irrecoverable in the Statement of Financial Performance. 
 

3.7 Irregular expenditure 
 
Irregular expenditure is recognised as expenditure in the Statement of Financial Performance.  If 
the expenditure is not condoned by the relevant authority it is treated as an asset until it is 
recovered or written off as irrecoverable. 
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3.8 Transfers and subsidies 
 
Transfers and subsidies are recognised as an expense when the final authorisation for payment 
is effected on the system (by no later than 31 March of each year). 
 

3.9 Expenditure for capital assets 
 
Payments made for capital assets are recognised as an expense in the Statement of Financial 
Performance when the final authorisation for payment is effected on the system (by no later than 
31 March of each year). 
 

4. Assets 
 

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

4.2 Other financial assets 
 

Other financial assets are carried in the Statement of Financial Position at cost. 
 
4.3 Prepayments and advances 

 
Amounts prepaid or advanced are recognised in the statement of financial position when the 
payments are made. 
 
Pre-payments and advances outstanding at the end of the year are carried in the statement of 
financial position at cost. 
 

4.4 Receivables 
 

Receivables included in the statement of financial position arise from cash payments made that 
are recoverable from another party. 

Receivables outstanding at year-end are carried in the statement of financial position at cost. 

 
4.5 Investments 

 

Capitalised investments are shown at cost in the statement of financial position.  Any cash flows 
such as dividends received or proceeds from the sale of the investment are recognised in the 
statement of financial performance when the cash is received.  

Investments are tested for an impairment loss whenever events or changes in circumstances 
indicate that the investment may be impaired.  Any loss is included in the disclosure notes. 
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4.6 Loans 
 
Loans are recognised in the statement of financial position at the nominal amount when cash is 
paid to the beneficiary.  Loan lances are reduced when cash repayments are received from the 
beneficiary.  Amounts that are potentially irrecoverable are included in the disclosure notes. 
 
Loans that are outstanding at year-end are carried in the statement of financial position at cost. 
 

4.7 Inventory 
 
Inventories purchased during the financial year are disclosed at cost in the notes. 
 

4.8 Capital assets 
 
A capital asset is recorded on receipt of the item at cost.  Cost of an asset is defined as the total 
cost of acquisition. Where the cost cannot be determined accurately, the capital asset should be 
stated at fair value. Where fair value cannot be determined, the capital asset is included in the 
asset register at R1. 
 
Projects (of construction/development) running over more than one financial year relating to 
assets, are only capitalised as assets on completion of the project and at the total cost incurred 
over the duration of the project. 
 
Disclosure Notes 25 and 26 reflect the total movement in the asset register for the current 
financial year. 
 

5. Liabilities 
 

5.1 Voted funds to be surrendered to the Revenue Fund 
 

Unexpended appropriated funds are surrendered to the Provincial Revenue Fund.  Amounts 
owing to the Provincial Revenue Fund at the end of the financial year are recognised in the 
Statement of Financial Position 
 

5.2 Departmental revenue to be surrendered to the Revenue Fund 
 
Amounts owing to the Provincial Revenue Fund at the end of the financial year are recognised in 
the statement of financal position at cost. 
 

5.3 Bank overdraft 
 
The bank overdraft is carried in the statement of position at cost. 
 

5.4 Payables 
 
Recognised payables mainly comprise of amounts owing to other governmental entities.  These 
payables are recognised at historical cost in the statement of financial position.   
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5.5 Contingent liabilities 
 
Contingent liabilities are included in the disclosure notes. 
 

5.6 Commitments 
 
Commitments are not recognised in the statement of financial position as a liability or as 
expenditure in the statement of financial performance but are included in the disclosure notes. 
 

5.7 Accruals 
 
Accruals are not recognised in the statement of financial position as a liability or as expenditure 
in the statement of financial performance but are included in the disclosure notes. 
 

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

5.9 Lease commitments 
 

Lease commitments are not recognised in the statement of financial position as a liability or as 
expenditure in the statement of financial performance but are included in the disclosure notes. 

Operating and finance lease commitments are expensed when the payments are made. Assets 
acquired in terms of finance lease agreements are disclosed in the annexures and disclosure 
notes to the financial statements. 

 
6. Receivables for departmental revenue 

 
Receivables for departmental revenue are disclosed in the disclosure notes to the annual 
financial statements. 
 

7. Net Assets 
 

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

7.2 Recoverable revenue 
 
Amounts are recognised as recoverable revenue when a payment made in a previous financial 
year becomes recoverable from a debtor in the current financial year. 
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8. Related party transactions 
 
Specific information with regards to related party transactions is included in the disclosure notes. 
 

9. Key management personnel 
 
Compensation paid to key management personnel including their family members where 
relevant, is included in the disclosure notes.  

 
10. Public private partnerships 

 
A description of the PPP arrangement, the contract fees and current and capital expenditure 
relating to the PPP arrangement is included in the disclosure notes. 
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1. Detail of transfers and subsidies as per Appropriation Act (after Virement): 
 
Detail of these transactions can be viewed in note 6 (Transfers and subsidies) and 
Annexure 1 (B-F) to the Annual Financial Statements. 
 

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

3. Detail on financial transactions in assets and liabilities 
 
Detail of these transactions per programme can be viewed in note 5 (Details of special functions 
(theft and losses)) to the annual financial statements. 
�
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These amounts are not recognised in the Annual Financial Statements and are disclosed to enhance 
the usefulness of the Annual Financial Statements. 
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 � � �� 
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C � � 1 � � = �5 � / � �/ � ; � @= 5 � �
9 � / � � 1 : � = 1�; � �) ; 5 � ) �* ; � � � = : � = 1�� = 9 �' ; > � @= * �

� ; 1 � �&�
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� = = � ?> � � � �1 ; �1 ' � �� = = > � ) �� @= � = 5 @� ) �� 1 � 1 � : � = 1� �
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