
Executive Summary 

1. The study required the square meterage to assess market-related costs. Deloitte and Touche had audited the square meterage for the 
department; this information was used as an input into the PER.  
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LEASED ACCOMMODATION 

1 Introduction 
Government departments lease much of their office accommodation from private landlords, with 

national departments incurring around R3 billion a year in rental expenses. The South African Police 

Service, which is the largest national department and has the largest geographical footprint, incurs 

about a quarter of this total. 

A performance and expenditure review (PER) examined a sample of these leases in order to establish 

whether national departments are obtaining value for money on accommodation expenditure. It 

used data on lease-related expenditure for 2013/14 to forecast expenditure for the period 2014/15–

2016/17 under various assumptions (discussed below). The review was conducted in 2015 by Turner 

and Townsend (Pty) Ltd. Some of its key outputs, insights and recommendations are summarised 

here. The full report and the detailed expenditure and costing model are available at: 

www.gtac.gov.za/programmes-and-services/public-expenditure-and-policy-analysis. 

2 Institutional context 
The Department of Public Works (DPW) is the custodian of the national government’s immovable 

assets, and facilitates the accommodation of national departments, whether by procuring or 

constructing state-owned office accommodation or leasing it from the private sector.  

Section 3.1 of the PER outlines how the decision-making in this process changed in the years 

preceding the study. It identifies a number of deficiencies in existing arrangements, notably: 

■ The DPW has limited capacity to negotiate with highly specialised property management 

professionals. The nature of its property asset management, property portfolio management, 

lease management and negotiation responsibilities requires its staff to have adequate property-

related training and experience. The DPW, however, struggles to attract and retain highly skilled 

property professionals, resulting in protracted procurement and negotiations processes and 

suboptimal lease agreements. This affects the cost-effectiveness of leasing expenditure, 

government’s reputation in the marketplace, and ultimately its accommodation costs.  

■ The poor quality and limited coverage of the market data used by the DPW reduces negotiators’ 

effectiveness. The department’s main data source provides retrospective rather than real-time 

data, and is available only for the major metropolitan areas.  

■ The DPW’s database is inadequate for managing lease agreements properly. It needs to capture 

lease data in sufficient detail for the department to track, monitor and analyse the elements of 

lease costs over the period of each contract.  

At the time of the study, the DPW was operationalising the Property Management Trading Entity 

within the department to improve its management of these processes. 

3 Performance 
The PER reviewed a sample of nearly 1 000 leases managed by the DPW on behalf of other national 

departments in 2013/14. This represented about two-thirds of the portfolio of properties leased by 

national government; over half of the sampled leases were for properties in Pretoria. The leases were 

worth about R1.9 billion in 2013/14, a figure expected to rise to R2.4 billion in 2016/17.  

http://www.gtac.gov.za/programmes-and-services/public-expenditure-and-policy-analysis
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The study’s main finding is that about 60% of the leases were at above-market rents, with an average 

premium of 45%. However, there were substantial variations in the number of leases paying above-

market rates (see Figure 1): 70% of the leases in Polokwane were at a premium, as were 66% in 

Pretoria, Johannesburg and Durban. In contrast, the proportion was only about 40% in Bloemfontein, 

Kimberley and Nelspruit. 

Figure 1: Proportion of leases paying above-market rates 

Reasons for above-market rates could include additional costs being incorporated into the lease, 

such as when a landlord agrees to deliver extensive renovations; this would be a good reason for a 

rental premium. Another example could be a long-running lease initially negotiated at a 6% 

escalation, but now significantly above the market rate because local rental growth has been flat.  

Most rental accommodation is not procured through open tenders. Instead, a closed process with 

existing landlords is followed when a lease runs out. The main reasons for this include: 

■ The high cost of moving the tenant department; 

■ The fact that the tenant has already identified the desired accommodation; 

■ The bid specifications mean that either too few (or no) fully compliant bids were received; and 

■ There is a limited supply of appropriate office accommodation, particularly in smaller centres.  

The leases are also heavily concentrated: seven landlords hold over 50% of them (by value). This 

presents an opportunity for achieving greater value for money, as government should be able to 

negotiate significant discounts with landlords with whom it has extensive commercial relationships. 

4 Costing model 
Given its importance in the marketplace and its status as a low-risk tenant, government should not 

be paying above-market rates for leased accommodation. One reason for the high rates may be the 

DPW’s current practice of entering into gross lease agreements in which all elements of the cost of 

accommodation rise at a fixed rate, rather than being tailored to their individual inflation dynamics. 

This approach that means rental rates that may be low at the start of a contract may soon be far 

higher than the market norm.  

The PER created a model to estimate the savings that could be achieved if these conditions were 

changed. Using the leases in the sample, savings of between R20 million and R2.2 billion could be 

realised over the over a three-year period, depending on: 

■ Whether existing rents could be renegotiated to market levels (or even lower); 
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■ Whether escalation caps could be set for each element of lease costs; and 

■ Whether these changes could be effected before the expiry of existing leases or would have to 

be postponed until the leases have expired.  

By far the most significant factor is the timing of new lease conditions: if changes to leases could only 

be effected at the expiry of the existing ones, the range of potential savings over three years would 

be between R20 million and R360 million (0.3% to 6% of total anticipated costs). In contrast, if 

changes could be effected immediately, reductions ranging from R1.6 billion to R2.3 billion might be 

achieved. Even if immediate reductions were not possible (landlords would obviously resist any such 

attempts), the value of savings would increase as more leases came up for renewal.  

5 Findings 
Government spends considerable sums on rented accommodation but does not appear to use its 

market position effectively to secure maximum value for money in lease agreements. Reasons for 

this include the fact that the DPW is not capturing lease-related information in sufficient detail to 

improve its capacity to analyse lease conditions and effect changes when renewals are due. 

Developing a standardised lease agreement and schedules, capturing detailed lease data, and using 

such data to track, monitor and analyse the path of key lease conditions would help resolve this.  

Government is also not taking full advantage of the high concentration of lease agreements among 

landlords. As 50% of the leases (by value) in the sample were signed with just seven landlords, this 

should give government considerable leverage in renegotiating the leases. Reducing the perceived 

risks of public sector tenants (e.g. late rental payment and failure to adhere to maintenance 

agreements) would also strengthen government’s hand in renegotiating leases.  


