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1 Introduction

1.1 Purpose of the study

This report sets out the findings of an Expenditure and Performance Review (EPR) of the social housing

programme. The purpose of the review was to: 

 Understand what would be the measures that government could put in place to increase the current 

ratio of private sector investment into social housing. 

 In addition what could be realistic timelines on shifting to larger private sector input.

 Additional questions were to assess the efficiency and effectiveness of the institutional subsidy and 

capital subsidies.

This report outlines: 

 Description of the social housing programme 

 Overview of the social housing sector 

 Funding flows 

 Case studies 

 Key findings – model outcomes and implications 

 Recommendations 

1.2 Definition of social housing

The Social Housing Act, 2008 (Act No. 16 of 2008) defines social housing as: 

“A rental or co-operative housing option for low to medium income households at a level of scale and built form

which requires institutionalised management and which is provided by social housing institutions or other delivery

agents in approved projects in designated restructuring zones, with the benefit of public funding.”

In terms of the above definition the following is noted:  

 A Social Housing Institution (SHI) is defined as a legal entity established with the primary objective of 

developing and/or managing social housing stock, which is owned by the institution. SHIs are intended 

to be sustainable institutions that can be co-operatively, privately or municipal-owned entities, 

operating on a profit or not-for-profit basis. A SHI must be a company registered under the Companies 

Act No. 71 of 2008, or a co-operative registered under the Co-operatives Act No. 14 of 2005. 

 Social housing is provided for low to medium income households with monthly incomes of between 

R 1,500 and R 7,5001 and can also focus on meeting special needs of a particular population, such as the 

elderly, the disabled or single-parent families. 

 Social housing projects include a variety of housing types, such as high-rise, medium-rise (walk-up) and 

low-rise (single storey) housing.  

 Residents participate to a greater or lesser degree in the overall management of their living 

arrangements. Usually this is done through formally established structures such as a tenant committee.

 In addition to residential accommodation, social housing estates can incorporate a range of other 

facilities and services including for example social services (health, education, recreation), economic 

services (such as financial counselling and links to income generation opportunities), and/or training 

and empowerment programmes, capacity building and job-creation. 

 There is special attention to creating good public spaces around a social housing project including both 

a safe and secure environment, and well maintained clean shared areas.

1 It is noted that while the policy indicates this income range practice shows that the primary argot market is between R3,000 and R7,500
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While cooperative housing is indicated in the social housing definition, it has not been a significant component of

the sector. 

1.3 Social Housing in the context of the rental sector in South Africa 

Social Housing comprises one component of South Africa’s rental sector, as shown in the Table below [adapted

from  (Social  Housing  Regulatory  Authority  (SHRA)  2014d)].  It  is  one  of  four  programmes  undertaken  by

Government. In addition there are private sector actors who provide rental accommodation.

Table 1: Social housing within the context of the rental sector2

Type Definition Main 

delivery 

agent

Governing 

legislation 

Key funding sources 

Social 

Housing 

Rental units aimed at 

households with incomes of 

between R1,500 to R7,500 per 

month 

Social 

Housing 

Institutions 

Social Housing 

Act, 2008

Grants from the SHRA, 

predominantly the RCG 

(RCG) and institutional 

subsidies from provinces. 

Institutional 

Housing 

Supports Social Housing 

(above) by providing 

additional funding, as well as 

provides a range of special 

needs and niche market 

options to people with very 

low incomes (R1 500 to R3500)

Social 

Housing 

Institutions

Housing Code 

(2009) 

Institutional Subsidy (IS) 

allocated by provincial 

government (not via the 

SHRA) applied in two ways 

as a “top up“ to the RCG and

grants to specific projects 

outside of the SHRA income 

band 

CRU (CRU) Rental units for very low 

income households (R1,500 to 

R3,500 pm). The programme 

includes hostels,  public rental 

stock and distressed buildings 

(for example inner  city)

Municipal 

Government 

Housing Code 

(2009)

Community Residential Unit

(CRU) Subsidy as detailed in 

the Housing Code, 2009, 

and allocated by provincial 

government (not via the 

SHRA). 

Local Govt 

Rental Hsg

Post-1994 government 

constructed housing, occupied

by private families or 

government staff on a rental 

basis.

Municipal 

Government

Municipal 

Bylaws and 

Regulations

Capital and operating 

allocations from the 

Municipal budget. In some 

cases IS or CRU is used.

Private 

sector rental 

(small scale 

landlords)

Affordable rental (R3,500 

+pm) comprising backyard 

flats and rooms in existing 

suburbs and townships 

Small private 

landlords 

Municipal 

Bylaws and 

Regulations 

Private equity. No public 

funding support provided 

other than some indirect 

costs to municipalities. 

Private 

sector rental 

(larger 

landlords)

Corporate private sector 

landlords providing rental 

both at affordable prices 

(similar to Social Housing) as 

well as market related rentals 

(R7,500+pm).

Medium to 

large private 

landlords 

Municipal 

Bylaws and 

Regulations 

Private equity and loans 

from commercial financial 

institutions. Since 2012, the 

SHRA RCG can be accessed 

under specific 

circumstances.

2 As defined in Outcome 8 and social housing legislation. adapted from Centre for Affordable Housing Finance in Africa, June 2012
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2 Description of the social housing programme 

2.1 Background to social housing in South Africa 

The  social  housing  programme  has  its  roots  in  housing  policy  as  it  was  implemented  at  the  start  of  the

democratic government of South Africa. While rental tenure was not the main emphasis of housing policy, it was

always recognised as being an important contributor to the housing sector.  

South Africa’s social housing programme is set out in three key documents namely the Social Housing Policy

(2005),  the Housing Code (2007)  and the Social  Housing Act [Act  No.  16 of 2008].  These three documents

together  outline  the key  principles  and components  of  the  social  housing programme.  As  set  out  in  these

documents, the Social Housing programme has two primary objectives:

 Firstly, to contribute to the national priority of restructuring South African society in order to 

address structural, economic, social and spatial dysfunctionalities thereby contributing to 

Government’s vision of an economically empowered, non-racial, and integrated society living in 

sustainable human settlements.

 Secondly, to improve and contribute to the overall functioning of the housing sector and in 

particular the rental sub-component, especially in so far as Social Housing is able to contribute to 

widening the range of housing options available to the poor.

The following principles underpin the Social Housing Programme:

 Social housing must promote urban restructuring through the social, physical, and economic 

integration of housing development into existing areas. To this end, Social Housing must be located 

within urban Reconstruction Zones (RZs), to be defined by the local authority and supported at 

provincial level. 

 Social Housing developments must influence and be influenced by integrated development 

planning, and should therefore be in line with local Integrated Development Plans (IDPs).

 Social Housing must promote the establishment of well-managed, quality rental housing options 

for the poor and must respond to local housing demand. Sustainable and viable projects should be 

created that are financially viable in their own right.

 To qualify for public funding support, SHIs or Private sector Landlords must be accredited by the 

Social Housing Regulatory Authority (SHRA), which is a dedicated state owned entity that has been 

established to regulate and invest government funding into the sector (see below). 

 Housing should be delivered for a range of income groups (including, inter alia, middle income, 

emerging middle class, working class and the poor) in such a way as to allow social integration and 

financial cross subsidisation. 

 Social Housing projects should promote a safe, harmonious, and socially responsible environment 

both internal to the project and in the immediate urban environs. 

 The involvement of the private sector should be encouraged where possible. 

The key components of the social housing programme as set out in the Social Housing Act (2008) are as follows:

 With regard to delivery, SHIs are envisaged as the key delivery agents. In addition, the possibility of 

the private sector as a deliverer of Social Housing via accredited projects was introduced. 

 A major conceptual shift was made from linking subsidy allocations to units provided - to 

subsidizing projects, as a mechanism for allowing greater delivery flexibility, but primarily for allowing 

a more holistic approach to providing sustainable living environments and promoting quality. The 

policy emphasises the establishment and promotion of viable and sustainable housing projects on the

basis that viable projects are the building blocks to sustainable institutions. 

Viable projects are defined as projects that are able to generate a yield over the project’s lifetime from 

rental income streams, after taking into account all development, operating and financing costs, as well

as long term provisions for maintenance, vacancy and default risk. 

© 2016 Rebel Group. All rights reserved.
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The policy intended that projects would be structured so as to meet specific demand in an area and 

might include several housing products - each targeted at specific sub-markets. The rents would be set 

on the basis of the rental that people in the submarket targeted could pay (as a proportion of income). 

The difference between rental revenues and the cost of providing the units will be subsidized via a grant

from government. This grant would be calculated with reference to the project as a whole rather than 

with reference to particular unit types. 

To the extent that deep down-market reach is intended, those units meant for the very poor were 

intended to attract proportionately more subsidy than units meant for low-income people with more 

substantial incomes.

 The design of the capital grant was new and innovative. The grant was intended to be sufficiently 

generous to compensate for otherwise prohibitive land costs, in order to ensure good locations of 

Social Housing projects. As indicated above, a viable project was defined as a project with a targeted 

minimum yield in relation to the total project cash flows over the funding life of the project. In 

calculating the yield, an Internal Rate of Return (IRR) was meant to be employed, where the rate of 

return is calculated after all capital expenditure, operating expenses and maintenance costs have been 

accounted for in the project over its funding life. This yield was required to be sufficient to cover the 

cost of debt, to allow for some variance in this cost of debt over time, and to build up some reserves 

within the SHI for future projects and activities. The capital grant was intended to be used to fund a 

proportion of the capital costs of the project, while the remaining portion could be funded by debt or 

other sources of funding raised by the SHI. This was intended to have the effect of reducing the amount

of debt service required over the project’s life. 

 A new institution the Social Housing Regulatory Authority (SHRA) was introduced to regulate the 

sector through accrediting and monitoring the performance of entities delivering Social Housing, as 

well as to invest public funds into the sector. The key role of the new institution was envisaged to be 

oversight of the Social Housing sector, through performing regulatory functions of accreditation, 

performance monitoring and compliance.

 While Social Housing was never envisaged as a sector that would deliver mass housing, the 

housing policy was still intended to create a platform to ramp up the delivery of social housing. The

policy recognized that there are real constraints associated with most of the available options for 

gearing to scale, but recommended that a three-pronged strategy be pursued to increase the scale 

impact of Social Housing. The first component involves continued support to the growth and 

consolidation of SHIs, via a greater focus on supporting viable projects. The second component was the

intended use of public private partnerships (PPPs). The third component was to support the growth of 

private sector rental provision. This would be through the investment of grants in accredited projects, 

developed and managed by the private sector, rather than by accredited institutions. 

2.2 Private Sector Participation in the Social Housing Sector

The Social  Housing Policy envisaged that the private sector would play an important and increasing role in

financing, delivering and managing social housing in South Africa.  As indicated in the policy:  “Encourage the

involvement of the private sector where possible. Growth in the delivery and management of social housing will best

be  achieved through the involvement of both social housing institutions and the private sector, acting separately

and in partnership.”  (Social Housing Regulatory Authority (SHRA) 2005). The following potential roles of the

private sector are identified and are the subject of this analysis:

 Private Sector as Developer of Stock: Two general roles are possible here:

o Private sector operates as a contractor to SHIs, in order to develop stock on a turnkey basis.  

o Private developers where the private sector design, finance and build stock that is then 

transferred to SHIs to manage.  It is noted that this option is generally not seen as desirable as SHIs

prefer tight control over the design, build and finance process in order to ensure development 

outcomes specifically meet their needs and target markets.  

 Private Sector as ‘Social Housing Institution’: The intent was to mobilise the significant private sector 

property management capacity into the social housing market. Private sector property management 

companies were envisaged as potential developers, holders and managers of Social Housing stock. In fact, 

© 2016 Rebel Group. All rights reserved.
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separate calls for applications (the “B” tranches under SHIP) were established to provide specific windows 

for private sector operators to apply for funding. 

 Private Sector as Social Housing Financiers:  Private sector financial institutions were envisaged as key 

role players in the social housing sector, through providing financing to projects and/or SHIs.  

 Private Sector as Financial Product Providers:  There is potentials for private sector entities to structure 

financial products of relevance to SHIs.  This may include guarantees, insurance products, syndicated funds, 

securitised portfolios and partially or fully-underwritten lending portfolios.  

2.3 The theory of change and social housing programme design

The theory of change underlying the social housing programme is expressed through the following narrative:

 Historical (i.e. Apartheid) spatial planning, reinforced by urban land markets have excluded poor, 

predominately black, households from key urban centres that are relatively well-located with respect 

to urban amenity and economic opportunity.

A key barrier to accessing such well-located areas is the high cost of land and housing which is 

typically significantly more expensive when compared to peripheral locations and results in well located

housing being unaffordable to lower-income households. 

 The Social Housing programme seeks to purchase access for lower-income households to well-

located urban areas through significant state subsidisation of accommodation for such households 

who would otherwise not be able to afford to do so.

 Given the land and other input costs, such accommodation developed in well-located areas tends to be 

significantly more expensive than peripheral low-cost housing. In order to optimise the available space, 

such housing needs to be built in a medium-to-high density form (multi-storey typology). Given this 

typology management is required in order to secure common areas and preserve the stock for all 

occupants. Additionally given the costs associated with stock and the longer-term social objectives, 

Social Housing is of a rental tenure form.3

 Through the introduction of Social Housing projects into well-located areas the programme is able to 

bring poorer, mainly black, households into better spatial locations with improved access to 

education, health care, social facilities and services, as well as economic opportunity. In respect of 

the latter the argument is that households are more proximate to economic opportunity, reducing the 

job search costs and household transportation expenditure.

 In some areas (notably inner city areas in decline) the introduction of Social Housing not only 

contributes to income and race integration, but can play a catalytic role with respect the local 

economy and direct and indirect employment.  

From a Social Housing programme perspective the essential features are the following:

 In order to have impact, a growing, sustainable Social Housing sector is required that operates at some 

level of scale.

 In order to achieve such sustainability (which we understand to be institutions with large portfolios of 

projects that are able to generate sufficient returns to both ensure long-term asset preservation but 

also additional project development as well as balance sheet growth), SHIs need to develop and 

effectively manage a growing portfolio of viable projects.

 Viable projects are the result of good management of projects by SHIs, as well as good regulation of 

institutions and approval of projects by the SHRA at a sector, institutional and project level, but 

appropriate location and funding mix also ensure that projects deliver a required return to cover 

financing costs, provision for long-term maintenance as well as an additional margin for future 

reinvestment.

The above narrative has been translated into a logical programme analysis presented graphically below.

3 In many instances tenants of social housing are also too”well-off” to qualify for fully subsidized housing but too poor to qualify for entry-level mortgage 

financed housing.
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Figure 1: Social Housing Theory of Change 
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3 Overview of the social housing sector

3.1 Stakeholders 

The key stakeholders making up the Social Housing sector include Policy Makers; Delivery and Management

Agents; Financiers; Sector Developers and Capacity Developers (see figure below). The entities within each of

these  categories  can  be  seen  in  the  figure  below.(Social  Housing  Regulatory  Authority  (SHRA)  2014d).

Regulation of and investment into the sector is undertaken by the SHRA which is outlined in section 3.2 that

follows.

Figure 5: Overview of the Key Stakeholders in the Social Housing Sector Regulation

3.2 The SHRA

The SHRA has two main functions namely to regulate the social housing sector and invest public funding into the

sector. In addition to support these processes the SHRA invests in the institutional development of SHIs. Each of

these is outlined below.

Regulation 

All projects funded through SHRA, regardless of where they are located and how they are funded, are subject to

regulation by the SHRA. This regulatory framework is established to ensure the significant state resources that

have been, and are currently being channelled into Social Housing via participating SHIs are prudently invested

and monitored over time. The SHRA is also required to undertake retrospective regulation of SHIs  that had

obtained institutional subsidies prior to the SHRA’s establishment.  

Generally,  accreditation  has  shown  a  positive  trend  since the  commencement of  regulation,  with  the total

number of institutions on the register,  and the levels of accreditation increasing each year. The table below

© 2016 Rebel Group. All rights reserved.
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shows the numbers of SHIs registered per accreditation status over the first three years of SHRA regulation

(Social Housing Regulatory Authority (SHRA) 2014d).

Table 2: Growth in Number and Accreditation Status of SHIs 2011-2013

Accreditation Status 2011/12 2012/13 2013/14

Fully Accredited 1 3 8

Conditionally Accredited 17 15 12

Pre-Accredited N/A 15 23

Total on SHI Register 18 33 43

Declined 8 0 8

Source: SHRA Regulations Register & Annual Report (SHRA, 2014)

Recently, there has been concern from NASHO regarding the method and outcomes achieved through SHRA’s

regulatory system. (National Association of Social Housing Organisations (NASHO) 2014c).  There is a concern

regarding the seemingly  arbitrary accreditation and de-accreditation of certain institutions.  Further,  there is

anecdotal evidence of a loss of trust in SHRA’s ability to assess, accredit and assist SHIs to operate effectively in

the sector (Interviews with SHI CEOs and Provincial Housing Departments, 2015). These factors may be having

an effect on the willingness of SHIs to develop further stock, as well as a constraint on new entrants into the

Social Housing sector.

Notwithstanding this,  recently  SHRA  has  started  to  produce  an  annual  Social  Housing  Regulatory  Plan,  or

SHoRP for the first time. (Social Housing Regulatory Authority (SHRA) 2014c).

Investment of Public Funds in Social Housing

The Social Housing Act requires the SHRA to manage the investment of state funds into Social Housing, using

the  SHIP  programme  and  its  RCG instrument,  in  order  to  grow  the number  of  Social  Housing  units  under

management in the sector. Funding is provided annually from national government through two streams (SHRA,

2014) namely a direct allocation of capital funding to the SHRA from National Treasury disbursed through the

NDoHS and funds allocated to the Provincial Governments in terms of the annual Division of Revenue Act

(DoRA). 

The  table  below  outlines  the  past  and  projected  appropriations  to  the  SHRA  (Social  Housing  Regulatory

Authority (SHRA) 2014d)

Table 3: SHRA Operational and RCG Capital Budget (2011/12 to 2016/17)

Year Operational 

(R millions)

Capital 

(R millions)

Total 

(R millions)

2010/2011 R9.34 R177.42 R186.75

2011/12 19,31 R226,17 R245.47

2012/13 21,10 R647,40 R668.50

2013/14 32,15 R904,10 R936.25

2014/15 33,48 R827,54 R861.02

2015/16 34,89 R1 195.96 R1 230.42

2016/17 36,38 R1 287.05 R1 323.44

Total 186,31 R5 265.54 R5 451.85

Source: SHRA Records, MTEF Documentation

Calls for projects is undertaken on a tranche basis and the procedures are extremely rigorous. Summarised in the

table below is the number of RCG units approved and completed each year since 2007/08, in relation to each

release under ISHP and SHIP (SHRA, 2014). 
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Table 4: Approval and Completion of ISHP and SHIP RCG units (2007 to 2013)

ISHP SHIP TOTAL

Release 2007/8 2008/9 2009/10 2010/11 2011/12 2012/13

ISHP I 1,698 1,698

ISHP II 1,839 1,839

ISHP III 1,778 1,778

ISHP TOTAL 1,698 1,839 1,807 0 0 0 5,369

SHIP I 1,050 1,050

SHIP II 3,979 1,707

SHIP III 5,121 5,121

SHIP TOTAL 0 0 0 1,050 3,979 5,121 10,150

TOTAL PROGRAMME 15,519

Source: SHRA Investment & Project Data

One key concern is the lack of a credible Social Housing Investment Programme or project pipeline.  It is only

recently that SHRA has produced a template for a formal SHIP  (Social Housing Regulatory Authority (SHRA)

2014b), implying that up to now a more ad-hoc approach to identifying, supporting and funding projects has

been adopted. 

Institutional Investment 

The Institutional Investment Programme provides for three  grants to assist SHIs to access funding and perform

effectively (Social Housing Regulatory Authority (SHRA) 2014d):

 Gear-up grants: The primary purpose of the gear-up grant is to assist a fully or conditionally accredited 

SHI with initial operational difficulties, where expenses need to be incurred on property and tenant 

management, before the project that they are developing reaches maturity. 

 Project feasibility grants: This grant is given where a project can be considered a good social housing 

project, but where certain elements remain outstanding to make the specific project ready, such that it 

can qualify for the RCG.

 Specific intervention grants: Specific intervention grants firstly refer to programmatic grants and 

processes undertaken in consultation with other stakeholders in social housing that specifically 

consider the development of strategies, policies, frameworks and/or plans that will benefit social 

housing. These are not aimed at specific SHIs. Secondly, specific intervention grants are considered 

where SHIs and/or their projects, where the institutional subsidy was used to implement the projects, 

are in distress. In terms of the provisions of the Act 

In addition to the above the SHRA also has an Intervention Policy. The intent of the Intervention Policy is to

undertake steps to protect public investment in social housing, where there are threats to the long-term viability

of institutions or projects (SHRA, 2014). 

3.3 Funding for Social Housing 

Funding Social Housing projects generally requires a combination of government subsidies,  equity from SHIs

and debt finance. 

The ways in which these different types of funding are applied, the purpose of that funding in policy terms, is

shown in the figure below. The actual proportions (as noted in our expenditure analysis and case studies) will

vary by project and institution, and are shown as an indication only (Centre for Affordable Housing Finance in

Africa, June 2012).
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Figure 2: Funding used for a typical Social Housing project

The  subsidy  portion  of  an  average  Social  Housing  development  (that  is,  RCG  and  IS  together)  provides

approximately 60% to 70% of the funds required for an average Social Housing project. The remaining 30% to

40% is provided through equity from the SHI and / or loan / debt finance. Generally, equity comprises less than

10% of the total  project finance requirement, and debt  finance around 30%  (Centre for Affordable Housing

Finance in Africa 2012)). Currently, debt finance is almost exclusively procured from the NHFC and/or GPF, and

historically, a number obtained financing from DIGH. A few institutions have secured loans from private banks

(Nedbank  specifically),  but  this  is  very  limited  in  number  and  scale  (SHRA  /  NASHO  /  RGSA  RCG  Projects

Database 2015). In addition to the public sector financial flows, Social Housing often requires loan finance from

State Owned Companies or the private sector, as well as in some cases equity from the participating SHIs.  

Given the above it is evident that the social housing programme has a complex housing funding model requiring

synchronisation of a range of funding sources.  

3.4 Restructuring Zones 

The focus of the RCG and the allocation to the SHRA from National Treasury, is spatial restructuring – and this is

intended to take place inside designated Restructuring Zone (“RZs“). The Social Housing Act defines an RZ as a

geographic area that has been identified by the municipality, with the concurrence of the provincial government,

for purposes of investing the RCG in Social Housing (Housing Development Agency & NASHO (2013). RZs are

intended to align with Urban Development Zones (UDZs), as well as other spatial planning instruments such as

inner  city  revitalisation  strategies,  development  nodes  and  corridors.  These  in  turn  must  be  linked  to  the

National  Spatial  Development  Framework,  Provincial  Growth  and  Development  Strategies,  Spatial

Development Frameworks and Integrated Development Plans. 

A spatial analysis of the RCG spending was undertaken by the Housing Development Agency and NASHO 4. This

study concludes that most of Social  Housing projects are still  developed on an ad-hoc basis  related to land

availability,  without  sufficient  consideration  of  possibilities  of  linkage  to  urban  regeneration  or  other

government-driven programmes. As a consequence, most of the projects are located in near-city or suburban

areas,  where the access  to  economic  and social  amenities  is  less  easy  than  in  CBD areas.  There are  many

interrelated reasons for the lower than expected locations in inner city and near-city locations. 

 The lack of tighter conditions on RZ identification and promulgation.  Generally, indications are that 

this has been more of a political process than an urban planning-directed process (Diephout 2011).

 Spatial planning practices in municipalities often do not sufficiently prioritise and identify potential 

areas for Social Housing. (National Association of Social Housing Organisations (NASHO) & Agence 

Francaise de Developpement (AFD) 2011).

 The high costs of well-located land (that are not sufficiently or specifically provided for in the set RCG 

quantum), and the time taken to release publicly owned land.  

4 “Reviving Our Inner Cities: Social Housing and Urban Regeneration in South Africa”, HDA and NASHO, 2013.
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 The SHRA’s project adjudication procedures tend to focus on project feasibility, and less on 

location.

3.5 Challenges Facing the Sector

There are a number of challenges facing the sector (SHRA, 2014).  The most significant of these are set out

below. 

 Legislative & Regulatory Environment: A number of key issues affecting Social Housing that require 

review including whether the regulatory, investment and intervention functions should remain under 

one organizational umbrella, the adjustment and inflation indexing of the RCG and a review of 

minimum construction standards 

 SHI Capacity: There has been progress in improving management skills and governance within SHIs. 

However project, financial and company management skills continues to be a challenge. In addition the

lack of clarity as to who is responsible for addressing this issue, i.e. the SHRA or the NDoHS 

exacerbates this issue. 

 The ability of the existing SHIs to deliver: There is concern around whether the existing SHIs can 

expand sufficiently to deliver the number of units for which there is funding. 

 The subsidy amount: The subsidy allocation per unit has not been indexed and has remained the same 

over the past four years.

 Access to loan finance for SHIs: The reluctance of private sector financial institutions to fund projects 

in the Social Housing sector limits the ability of SHIs to access the matching loan funding required.

 Affordability of tenants: Both the economy and escalating costs undermines tenant’s ability to make 

rental payments. In addition the expectation by the primary target group of a “free house” created 

through the housing subsidy programme can undermine some tenants’ willingness to make payments. 

 Impact on integration and the restructuring of cities: The extent to which the RZs are an effective 

mechanism for achieving the key requirement of integration and restructuring is questioned. There are 

too many RZs and often they are too large for Social Housing projects within them to make a sufficient 

impact. 

 Matching the restructuring grant and the institutional subsidy: There is a need for better alignment 

between the restructuring grant and the institutional subsidy. There is a need for stronger coordination 

within the sector specifically around the project pipelines. 
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4 Expenditure Analysis
The following section sets out the analysis of the National Treasury BAS as well as SHRA administrative data.

4.1 Expenditure and Subsidy Flows

The Department of Human Settlements is currently using over 20 instruments to support access to and delivery

of housing.  These are broadly categorized into intervention type:

 Financial,

 Incremental,

 Social and Rental

 Rural Interventions, and

 Spatial Interventions

Social  Housing  is  a  subset  of  Social  and  Rental  Interventions  which  comprises  the  following  instruments

available to support the development and delivery of rental units across the three spheres of government:

 Restructuring Capital Grant (RCG)

 Institutional subsidies (IS)

 Social Housing Operational Support

 Community Residential Units (CRU)

In  addition  to  the  subsidy  flows  for  Social  Housing,  either  via  RCG  or  IS  which  are  specifically  for  capital

expenditure the role-players (national, the provinces and SHIs)  have operating expenses that are incurred in

delivery and management of units.

The  funding  flow  of  these  instruments  is  varied,  based  on  the  instrument  and  the  entity  undertaking  the

management and delivery of units.

Figure 3:  Human Settlement Development Grant flow of funds to all provinces over 10-year period

Source:  EPRSH BAS analysis

The Institutional Subsidy is one instrument of the Human Settlement Development Grant (HSDG) that is made

available from National to Provinces for Social Housing.  The full HSDG amount to provinces between 2004/5

and 2013/14 was R 109 billion.  Of this R 8,833 billion or (8%) was used for Social and Rental interventions of
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which the Institutional Subsidies  accounted for R3,589 billion (i.e.  41% of the funds available for Social  and

Rental interventions and 3,3% of the total HSDG).  

Figure 4:  Value of IS flowing to provinces and % of IS to HSDG

Source:  EPRSH BAS analysis

4.1.1 Institutional Subsidy (IS)

This subsidy flows from National DHS to Provincial DHS as one part of the Human Settlements Development

Grant (HSDG).  The subsidy quantum is a set amount and requires project level detail (unit numbers) as the basis

of allocation. As indicated above, analysis of BAS shows that between 2004/5 and 2013/14 R3,589,189,225 or

3,3% of the total HSDG grant flowed to Provinces as Institutional Subsidies to support the delivery of Social

Housing.   This is a capital contribution towards delivery and the operating expenses are considered separately

(see section 4.3).  

Set out below is a summary of the Social and Rental Intervention and the instruments used for each province in

each year.  There has been increasing expenditure up to 2012/13, this is supported by the manner in which the

SHF and SHRA has been operating in terms of project approval and delivery processes.  
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Figure 5:  Institutional Subsidies per province over 10 years

Source:  EPRSH BAS analysis

Gauteng expends  the most  at  R1,129 billion over  10 years,  and has dropped  off significantly since 2011/12.

KwaZulu  Natal  has  been  spending  fairly  consistently  over  the  10  years,  totalling  R  720  million,  as  has  the

Western Cape with an expenditure of R343 million.  Eastern Cape, North West and Free State only started using

IS in 20010/11 as is consistent with their delivery processes.   Mpumalanga has a peak around 2010 and North

West has had limited use of the subsidy.

An additional analysis was performed on the NDHS HSS data (2004/5 – 2013/14), and a cross-reference to a

limited period on the NDHS Practice Notes (2009/10 – 2013/13).  The total project value captured in the Housing

Subsidy System (HSS) against using Institutional Subsidies is R3,049 billion, as comparison this is 85% of what

BAS indicates as expenditure.  This variance is likely due to HSS not being used consistently and accurately over

the full reporting period.

Figure 6:  HSS project values for Institutional Subsidies per Province for 10-year period

Source:  EPRSH HSS Analysis
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4.1.2 Capital Restructuring Grant (RCG)

The RCG is a subsidy that flows from NDOHS to Social Housing Institutions.  This flow of funds is not direct,

initially it was directed via the SHF till 2009/10, and thereafter through the SHRA.  This subsidy also required

project level detail as the basis of allocation. 
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Indicated in the graph below are the annual fund amounts to the relevant institutions.

Figure 7:  The National flow of funds for Social Housing across the 10-year period

Source:  EPRSH BAS analysis

A total of R2,5 billion has been spent by the NDOHS since 2004 to support Social Housing.  These funds are a

combination of capital and operating expenses.  The capital amount is in the form of the RCG that flows via SHF /

SHRA to SHIs for projects; while the SHF/ SHRA received funds for establishment, on-going operations including

compensation of employees (CoE) and capacity buildings.

4.2 Delivery Data

The delivery data on Social Housing is not captured in a consistent manner or consolidated centrally.  The BAS

data does not provide for this project level data, and the Housing Subsidy System (HSS) while it does provide for

this project data, is not captured consistently across the full study period. Furthermore on analysis of the HSS a

number of gaps and inconsistencies in project data were noted. 

The available data indicates that ±50,000 units have been delivered across the provinces in 10 years utilizing

Institutional Subsidy and Restructuring Capital Grant monies. 

It is important to note that the bulk of this expenditure occurred through the Institutional Subsidy mechanism.

Additionally these funds are earmarked in the first instance for the provision of rental accommodation. It should

be noted that only the stock produced post the new Social Housing Act can be accounted for through the SHRA.

Various  attempts  at  locating  and  verifying  the  stock  developed  under  the  institutional  subsidy  have  been

undertaken but the outcome is that by and large this stock cannot be traced or in many instances is no longer

available as subsidised  rental  stock having either  been  sold off under  rent-to-buy schemes or  converted  to

private rental.
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Figure 8: Delivery data (units) per province over 10-year period

Source:  EPRSH HSS analysis

The figure below shows the calculation  of  BAS  expenditure  of  the Institutional  Subsidy only  (no operating

expenses) ist the HSS delivery data.  The average capital cost of a unit delivered – based on the reported BAS

and HSS data - varies between R21 455 in 2004/05 to R 537 126 in 2012/13.

Figure 9:  Expenditure (subsidy) per unit based on BAS expenditure and HSS delivery data

Source:  BAS & HSS data
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4.3 Non-Capital Expenditure

Social Housing requires capacity in National and Provincial Human Settlements to administer the planning and

management of subsidies for social housing.  In addition SHIs have been established to support the project

planning, delivery and management of projects to deliver units.  An analysis of BAS provided some indication of

these operating expenses incurred within the provincial sphere.

The figure below provides an indication value of the expenditure on operations (CoE, machinery and equipment,

etc.)  excluding  all  subsidies  received  and  the  relative  percentage  compared  to  other  subsides  used  in  the

province.

 All but Northern Cape has established Social and Rental Housing capacity by 2013/14.  Initially this capacity was

limited to Gauteng, KwaZulu Natal and Western Cape. Eastern Cape, Limpopo, Mpumalanga and Free State

followed by 2010 with North West and Northern Cape limiting its use of Social and Rental interventions as an

instrument for housing.

The data show a significant variation across the provinces which are commensurate with the level of focus on

social and rental housing in most instances. However there are significant outliers such as the Eastern Cape (at

over 7%) which is much higher than Gauteng which has similar levels of rental housing; and Mpumalanga at

almost 4% with very limited social rental housing in place.

Based  on  the  available  data  the  norm  should  be  between  2  and  4%  (considering  the  better  performing

provinces). If one furthermore considers the role of the SHRA and it responsibility to assess project feasibility

and eligibility the administrative requirements on provinces – at least with respect to social housing – should be

limited.

Figure 10:  Analysis of SRI Operating Expenditure in Provinces

4.4 Social Housing Expenditure via the Restructuring Capital Grant and Institutional

Subsidy

The brief of this assignment is to consider the period 2008 to 2014, during which the Restructuring Capital Grant

(RCG) instrument was implemented initially via the Social Housing Foundation (2008 to 2010) and then through

the newly-established SHRA.  This section provides a summary of the budgetary, delivery and financial aspects

of the RCG implementation.
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4.4.1 RCG Proposal Call Windows

Based  on the budgetary  allocations  to  the  SHRA,  funding  windows are announced  during which  SHIs  may

submit applications for RCG funding for projects.  Between 2007/08 (Interim Social Housing Programme - ISHP1)

and 2010/11 (Social Housing Investment Programme - SHIP 1), a single funding window was held. In 2011/12

(SHIP 2a and 2b) and 2012/13 (SHIP 3a and 3b) two funding windows were announced, the first for SHIs and the

second intended for private sector applications for funding. However, in 2013/14 (SHIP 4a) and 2014/15 (SHIP 5a)

only one funding window was held.

4.4.2 Current Status of RCG-Funded Projects

Between 2007/08 (ISHP1) and 2014/15 (SHIP 5a), 68 projects have been approved by SHRA comprising 18 892

social  housing units.   Discounting the 2014/15 financial  year,  59 projects comprising 18 113 units  have been

approved across the first seven years of the ISHP and SHIP programme.

4.4.3 Institutions and Projects Approved

Table 6 below provides a summary of the number of projects and units approved per year of the ISHP and SHIP 

programme. Table 7 that follows provides more details of the projects and units approved in terms of 

municipality and SHI.

Table 5: RCG Projects and Units Approved per Year5

Year Approved

2007/08 2008/0

9

2009/10 2010/11 2011/12 2012/1

3

2013/14 Total 

Units 1 698 1 893 2 041 1 072 4 009  5 121 2 279 18 113

No of 

Projects

4 4 11 5 16 12 7 59

On average 8,6 RCG-funded projects have been approved annually, with an average of 2 360 units approved per

annum.  The largest number of projects (16 projects comprising 3 967 units) was approved in 2011/12, and the

largest number of units was approved in 2012/13 (5 121 units in 12 projects).  The fewest projects were approved

in 2007/08 (1 698 units) and 2008/09 (1 893 units), which were the first two years of the ISHP.

In  general,  project  approvals  have  been  uneven  across  the  years,  and  there  is  a  strong  decline  in  project

applications from 2012/13 onwards6.

5 Note that SHRA’s Annual Report (2013/2014) indicates that 14 projects comprising 3 979 units were approved in 2011/2012 (SHIP2A 

and 2B).

6 While this analysis does not consider SHIP5a, initial figures indicate a continued decline in projects approved. Furthermore, there are

significant concerns in the sector regarding the feasibility of the nine projects approved.
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Figure 11: RCG Projects and Units Approved (Per Province, Municipality and Institution)7

 

7 Note that xx projects are in dispute.
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4.4.4 Projects Approved (RCG and IS Approvals)

The  figure  above  shows  the  distribution  of  the  social  housing  projects  approved  each  year  per  province,

municipality and Social Housing Institution.  

Indicated are the number of SHIs that have received RCG project funding per year, along with the number of

units approved.

4.4.5 Number of Projects and Units Approved by SHI

The table below shows the number of RCG-funded projects and units approved per SHI.   In total, 17 SHIs have

been approved for RCG funding. Project approvals range from a maximum of 9 projects comprising 2 547 units

across five different funding years (Sohco8) to 1 project comprising 104 units (eMalahleni HI).  Only three SHIs

have had over 2 000 units approved (Sohco – 2 547 units, Joshco -2 541 units and First Metro Housing Company –

2 072 units). Six SHIs have between 1 000 and 2 000 units (Madulamoho, Msunduzi, Moko 9 and Imizi). Two SHIs

have close to 1 000 units (Yeast – 934 and Communicare – 968). 

Table 6: RCG Projects and Units Approved (Per SHI)

8 Note that Sohco has sold two projects in eThekwini after a protracted rent boycott.  This reduces Sohco’s total stock under 

management by 727 units (Lyndar house: 142 units and Umkumbaan and Hillary: 487 units. Note however that these units are still 

planned to be used as social housing stock.

9 Moko’s projects are currently under investigation.
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4.4.6 RCG Project Status

The status of RCG-funded, SHRA-approved projects is outlined below, and illustrated in the table above. Based

on the SHRA data:

 Projects completed and occupied: 31 RCG projects comprising 8 158 units, or 45% of all RCG-funded 

units)10. 

 Projects complete but not occupied, partially complete and occupied, partially complete and 

unoccupied: 4 projects comprising 1775 units, or 10% of all RCG funded units.  

 Projects under construction: 12 projects comprising 4 990 units, or 28% of all RCG-funded units.

 Projects awaiting Financial Close: no projects up to SHIP5a

 Projects under dispute with SHRA or under formal investigation: 6 projects, 1640 units, or 9% of all 

RCG-funded units.  These projects belong to two SHIs, namely Moko and Domus. 

Shown is the current project status of RCG-funded projects. 22 of the 24 projects approved during the first four

years of the RCG programme are completed and occupied (2007/08 to 2010/11). The exceptions are two projects

currently under investigation (Moko, Tashmeera Gardens).  Of the 16 projects approved in 2011/12, 10 (63%) are

complete and occupied, 2 are under investigation and one has been suspended (13%), while the balance of 3

projects (19%) is under construction (one is partially complete). Of the 12 projects approved in 2012/13, two are

completed and occupied (17%), 8 (66%) are in various stages of construction (with two partially complete), the

status of one is not known and one is in dispute with SHRA.  Three of the seven projects approved in 2013/14 are

in early stages of construction (43%), one is in planning for commencement of construction (14%), and the status

of three is not known (42%).

4.4.7 Nature of RCG-Funded Units Approved

Based on the projects for which unit types are known, it is evident that two bedroom units are preferred (61% of 

all stock), followed by one bedroom units (22%), bachelor units (13%) and finally three bedroom units (4%). 

Table 7:  RCG-Funded units by Size

Year Approved

2007/08 2008/0

9

2009/10 2010/11 2011/12 2012/1

3

2013/14 Total 

No of 

projects 

4 4 11 5 16 13 8 61

Bachelor 165 140 536 127 270 702 1 940

1 bed 679 418 312 375 399 840 414 3 437

2 bed 854 804 1 193 549 2 697 2 735 712 9 544

3 bed 18 148 406 72 644

Units 1 698 1 893 2 041 1 072 4 009  5 121 2 279 18 113

The figure below illustrates the proportions of all RCG-funded units of different sizes over time. Two bedroom

units  remain the most  popular,  increasing from around 50% of  all  units  in  2007.2008 to  60% of all  units  in

2013/2014.  Bachelor and one-bedroom units show a general decline over the seven years of the programme, but

importantly there has been a rapid rise in the proportion of one-bedroom units over the last three years.

Analysis reveals that, most likely due to approved Social Housing standards, the physical sizes of units remain

roughly constant.  However, over the latter years of the programme, some SHIs have started to include shared

rooms and ablutions in their accommodation mix, although this cannot yet be funded using the RCG.

10 Note: there are four projects comprising 1 211 units for which updated statuses could not be obtained.  These projects have not 

been deemed to be completed and/or occupied.
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Figure 12: RCG-Funded Units – Size Trends

4.5 Financing of RCG-approved Projects

A total identified funding commitment to RCG-approved projects of at least R 4,57-Bn across the seven years of

the programme11. In total, across all 59 RCG-approved Social Housing Projects this is comprised of the following

sources:

 R 1,92-Bn of RCG subsidies (42%) have been approved during ISHP and SHIP, up to the 2014/15 

Financial Year (including projects under duress).  Based on information collected for RCG-funded 

projects, this RCG amount has been augmented by:

 R 1,11-Bn in Institutional Subsidy (24%) financing from the Provinces;

 R 1,12-Bn of debt finance (25%);

 R 0,34-Bn of equity, including financing from shareholders such as municipalities (7%)

 R 0,084-Bn of donor funding (2%).

4.6 Funding Mix of RCG Projects

The figure below illustrates the changes in the averaged total development cost and sources of funding used to

finance RCG projects per year.  This is based on a sample of 49 projects for which data is currently available (out

of a total of 59 RCG-funded projects across these years), comprising a sample base of 83% of all RCG-approved

projects and 78% of units.  Note too that this sample excludes all projects not actively in development (such as

the five projects in dispute).  

11 Note that there are some projects for which detailed financial statistics are not known.  The figures above aggregate known 

financing sources for all projects for which records exist.

© 2016 Rebel Group. All rights reserved.



Final Report 
National Treasury

EPR 56301: Review of the Funding Model for Social Housing

24

Figure 13: RCG Implementation Status (Units by project status by Tranche)

© 2016 Rebel Group. All rights reserved.



Final Report 
National Treasury

EPR 56301: Review of the Funding Model for Social Housing

25

Figure 14: RCG Funded Units: Total Development Cost and Funding Mix (Per Year)

Figure 15: Average Social Housing Unit Cost per year

While it must be noted that there are project ‘outliers’ that have average costs significantly higher and lower

than the average unit cost, the Figure illustrates the generally consistent average unit cost increase for RCG-

approved units experienced across the social housing sector. Also important is the consistent increase in the

amount of equity invested in (specific) RCG-funded projects since 2010/2011. Two considerations are important:

first, that the inability to raise alternative funding to meet project costs has increased the need to use equity,

second and more importantly, that one SHI (JOSHCO) relies on its shareholder, the City of Johannesburg, to

contribute  any amount required between  total  development  cost  and  the amount  that  can  be  raised  from
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subsidy sources, and this is in lieu of raising debt financing. Four of the projects that have used significant equity

contributions over the last three years are Joshco projects, namely Fleurhof Junction, City Deep Phase 3 and

Nancefield.

Illustrated differently, the figure below shows the trend per type of funding over the RCG period.  This illustrates

that the RCG has remained constant, while the Institutional Subsidy quantum has, on average, generally been

increasing.  There is evidence to suggest that, while the RCG quantum cannot and has not been varied, the

amount contributed by Provinces to social housing projects has varied significantly. This is both due to the need

to make projects work financially in their provinces, as well as due to different interpretations of subsidy criteria

in different provinces.

Another issue must be considered.  Numerous projects have increasingly relied on the allocation of free, or

subsidised  land  to  make  them  viable.   Land  costs  are  not  always  captured  at  market  value  (that  is,  the

‘subsidised’  portion of  the land cost  is  often excluded from project costs),  hence under-indicating total  real

project costs.

Figure 16: RCG Funded Units: Total Development Cost and Funding Mix (Per Year)

Interviews  with  the  key  SHIs  indicate  that  achieving  project  financial  feasibility  has  become  increasingly

problematic  over  the  SHIP  years.  General  consensus  in  the  social  housing  sector  is  that  this  is  due  to  a

combination of the following:

 Real inflationary building cost increases experienced in the building sector, coupled with

 Non-indexation of the RCG subsidy quantum to inflation, in line with the annual indexation of all 

other subsidy instruments12, even though the Institutional Subsidy has been increased in line with 

inflation.

 Non-indexation of Eligible Beneficiary Income Bands for inflation, implying that in real terms SHIs 

are required to take on new tenants at rentals that are not sufficient for many SHIs to generate a net 

operating income sufficient to cater for their required Debt Service Cover and to counter the rapidly 

increasing operating costs over time.  This is exacerbated by having to hold rentals of sitting tenants 

under the income thresholds for primary and secondary beneficiaries. 

While the RCG and IS grants are considered to be effective instruments for stimulating the production of SH),

the  current  calibration  of  these  instruments  and  other  finance  criteria  affecting  SHI  viability  are  seriously

12 Note however that in her 2015 /2016 budget vote, the Minister of Human Settlements has indicated that all subsidy instruments 

will not be increased during this budget year as a cost-cutting measure.  The implications of this will need to be closely monitored.
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impacting on SHI sustainability and the production of SH in the future. Most, but specifically the large SHIs with

the best delivery track record are not able to develop financially viable RCG-funded social housing projects under

the current RCG subsidy and financing parameters.

Under current financing criteria, the average RCG-funded SH project is a net financial burden to the average SHI

in the  sector.   Current  income  eligibility  parameters  and RCG quantum seriously  constrains  SHIs’  ability  to

develop and operate SH at a positive net operating income.  Financial modelling undertaken as part of this

assessment indicates that at current RCG and IS subsidy quantum and eligibility bands, it is not possible for SHIs

to  develop projects  that  generate  sufficient  net  operating income  to  cover  debt  repayments  and to  create

medium-term sustainability.  Modelling of nine case study projects indicates that seven of these projects were

not financially sound at their points of approval (RGSA, 2015). Furthermore modelling undertaken by NASHO for

their  Long-Term Financing project shows that current subsidy and income band parameters results in a net

operating loss per unit of R200 per month, compared to a net operating surplus per unit of R200 per unit at the

start of the ISHP programme in 2008/09 (NASHO, 2015). 

In response to real constraints on project technical, financial and institutional viability, SHIs are often forced to

take  business  decisions  that  are  not  in  the  best  interests  of  Social  Housing  beneficiaries.   Rental  income

constraints due to primary and secondary income group ceilings force SHIs to price more units as close to the top

of both income bands as necessary to sustain internal financial requirements (such as sufficient cover to service

debt). 

The outcome is that, as rentals increase, units are progressively less affordable to targeted income groups. As a

result, a gradation of rentals from, say, R750 per month to R3,500 per month gives way for the minimum number

of units being held at the maximum allowable rental under the primary income ceiling, and many or most of the

other units being priced as close to the secondary beneficiary ceiling. 

Key  is  that  the  RCG  Subsidy  quantum has  been  progressively  eroded by  inflationary  cost  increases  in  new

accommodation construction. The figure below indicates the annual rate of escalation of average social housing

unit costs, the RCG and institutional subsidy against various inflation indices.

Figure 17: Annual Average Unit Cost and RCG Change versus Inflation Indicators

Source:  SHRA  project  data,  DoHS subsidy  data  and circulars,  SARB  Residential  Building  CPI  and BER  Building  Cost

Inflation Index

* BER BCI reflects average tender prices for building construction (not just residential)

** Based on gross fixed capital formation by type of asset:  Residential buildings

What is evident in the above graph is that the annual rate of building cost escalation (BER-CPI) has accelerated

over the period while the RCG has not been escalated in the same timeframe. This effectively means that less
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subsidy is available to develop units that are becoming increasingly more expensive. Over this period the gradual

increase in the institutional subsidy has so a degree mitigated this negative impact.

This erosion is also clearly illustrated in NASHO’s Long-Term Financing study (NASHO, 2015). Online survey

respondents  rank  the  need  to  increase  the  RCG  subsidy  quantum  in  line  with  inflation  as  the  third  most

important  issue  affecting  the  effective  and  efficient  operation  of  the  sector  at  present.  Further,  54%  of

respondents considered it either the first (26%) or second (28%) most important issue. 87% of respondents from

SHIs agree fully (82%) or partly (5%) that the lack of indexing of the RCG to building cost inflation is impacting on

the financial feasibility of current and new RCG-funded SH projects. 59% of online survey respondents disagreed

slightly (20%) or strongly (39%) that sufficient subsidy capital from the RCG and IS grants exists for SHIs  to

develop new SH projects. 

At current subsidy levels it is not possible to construct SH units, due to the increase in construction costs over the

last eight years. This is negatively impacting on the viability of SH projects, SHIs and the overall operation of the

SH sector. Survey respondents rank the need to increase the RCG subsidy quantum in line with inflation as the

third  most  important  issue  affecting  the  effective  and  efficient  operation  of  the  sector  at  present.  54%  of

respondents considered it either the first (26%) or second (28%) most important issue. 87% of respondents from

SHIs agree fully (82%) or partly (5%) that the lack of indexing of the RCG to building cost inflation is impacting on

the financial feasibility of current and new RCG-funded SH projects.

An alternative way of viewing this trend is presented in the table and figure below which indicates the average

shortfall  between  the  total  cost  of  various  typical  social  housing  units  unit  and  the  total  subsidy  available

(including RCG as well as institutional subsidy). 

Table 8: Total Subsidy vs Average Unit Cost, 2007/8 – 2013/14

2007/08 2008/09 2009/10 2010/11 2011/12 2012/13 2013/14

Total Subsidy  R 114,513  R

184,489 

 R 202,683  R 202,683  R 202,683  R

206,998 

 R 214,977 

Avg Unit Cost

Bachelor (30m2)  R 204,121  R 233,106  R 232,640  R 240,550  R 256,907  R 274,633  R 294,682 

1 bed (35m2)  R 230,872  R 263,656  R 263,129  R 272,075  R 290,576  R 310,626  R 333,302 

 2 bed (40m2)  R 253,215  R 289,171  R 288,593  R 298,405  R 318,696  R 340,686  R 365,556 

Shortfall

Bachelor (30m2)  R-89,608  R-48,617  R-29,957  R-37,867  R-54,224  R-67,635  R-79,705 

1 bed (35m2)  R-116,359  R-79,167  R-60,446  R-69,392  R-87,893  R-103,628  R-118,325 

 2 bed (40m2)  R-138,702  R-104,682  R-85,910  R-95,722  R-116,013  R-133,688  R-150,579 

Figure 18: Shortfall between Total Public Funding and Typical Unit Cost
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What the above data show is that despite increases in the institutional subsidy over the period the amount of

product that can be purchased has diminished as average unit costs have risen substantially while the RCG has

remained static.  For instance a 30m2 in 20013/14 will  require an SHI to fund at least R  80,000 through debt

financing,  equity  or  other  means.  However  the  greater  the  degree  of  financing  required  (especially  if  at

commercial rates) the higher the likelihood that social housing projects become unviable or have to increasingly

serve higher income segments in order to generate sufficient rentals to cover financing costs.

Financial conditions in the SH sector require SHIs to seek alternative, additional sources of capital to  ensure

project viability. Sector respondents overwhelmingly indicate that the erosion of financial sustainability due to

inflationary erosion of the RCG quantum, income eligibility bands and rent re-benchmarking leads to reduced

equity, requirements for greater gearing and contributions in kind, including further subsidies, donations or land,

in  order  to  develop sustainable  projects.  This  includes  additional  IS  allocations,  subsidised  or  free  land and

shareholders’  equity.  Of  the  projects  currently  approved  and  being  implemented  in  this  tranche,  all  have

received additional subsidy top-ups from provincial and/or municipal human settlements departments (Joshco,

Ekurhuleni and Imizi) to make them financially viable.

With respect to debt finance to date, the NHFC, and to a lesser degree the GPF and an offshore agency (DIGH)

have  been  the  major  financiers  of  SH.  Currently  these  debt  instruments  are  not  considered  very  effective

instruments for stimulating SH development. 

The  SH  Policy  intended  that  the  subsidy  applied  to  a  SH  project  would  be  sufficient  to  cover  the  capital

development costs of the units, as well as to contribute to SHI equity in order to build SHI financial stability and

create a balance sheet sufficient to support future developments. Contrary to SH policy intent, most SHIs have

very limited equity bases on which to leverage portfolio growth and that financially destabilises them. SHRA

data indicates that long-term provisions for maintenance set aside in early stages of SHP have been used to

support operating deficits and capitalise projects.

A critical implication of this is that sector is unable to meet sustainability norms and objectives. As noted earlier

in this report, one of the policy intentions as expressed in Social Housing Policy is the phasing out of subsidies

from the state in the longer term (15 to 25 years) as normal loan repayment periods end and rental housing

(under normal circumstances) becomes profitable. The generation of surplus should provide the basis for equity

and  cash  investment  into  new  developments,  reducing the  reliance  on  both  state  and  debt  financing.  The

current funding structure for the sector does not support such an outcome for the reasons identified above. With

the present RCG quantum and the fixed income bands this policy intention is impossible to achieve.

The above factors are creating substantial negative impacts on the sustainability of the Social Housing sector in

South Africa:

 Project Technical Feasibility: At the point of developing project feasibility, it is becoming increasingly 

difficult for SHIs to meet regulated construction standards (and desired accommodation standards) in 

the physical design of social housing units.  Project margins are also increasingly squeezed.

 Project Financial Feasibility: When modelling sustainability of projects, the combination of building 

cost inflation and a static RCG subsidy place real constraints on how SHIs are able to financially 

structure projects. Constraints on ability to generate sufficient Net Operating Income (NOI) imply 

constraints on ability to service debt, and this in turn caps the ability to extend project gearing (via 

raising greater proportions of debt). The inability of many SHIs to be able to model these fundamental 

project feasibility ratios has resulted in a decline in appetite to submit applications for RCG financing 

from the large SHIs in SHIP4 and SHIP5, with strong indications that SHIP6 will have very low numbers 

of viable project applications.

 Long-Term Institutional Viability:  Financial pressures in structuring financially and technically viable 

projects are creating long-term institutional constraints for SHIs. Evidence from interviews and 

modelling undertaken on the pilot projects indicate that the ability to develop a solid equity base on 

which to build a growing portfolio of stock is increasingly constrained, there is evidence of long-term 

maintenance provisions being used to finance project shortfalls, and with rapidly increasing operating 

costs not being offset by increasing rental income, operating effectiveness is impacted.

 Ability to Meet Social Housing Target Market: In response to real constraints on project technical, 

financial and institutional viability, SHIs are often forced to take business decisions that are not in the 

best interests of Social Housing beneficiaries.  Rental income constraints due to primary and secondary 

income group ceilings force SHIs to price more units as close to the top of both income bands as 
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necessary to sustain internal financial requirements (such as sufficient cover to service debt).  As a 

result, a gradation of rentals from, say, R750 per month to R2,259 (the current maximum allowable rent

for the secondary market) per month gives way for the minimum number of units being held at the 

maximum allowable rental under the primary income ceiling, and many or most of the other units 

being priced as close to the secondary beneficiary ceiling.  

 Withdrawal from Social Housing Market: A more serious implication of the current pressures on SHIs 

is a pragmatic business decision by many to not pursue future RCG-funded developments. Coupled to 

this, to bolster institutional viability, numerous large SHIs are actively pursuing a ‘mixed market model’ 

that includes the development of unsubsidized rental stock for the private market13.   It is of concern 

that any non-RCG projects undertaken by SHIs will consume very limited institutional capacity for 

identifying, packaging and implementing new subsidised social housing projects.  Should the mixed 

market approach prove successful, it will direct developmental and operational capacity of SHIs away 

from the subsidised social housing market. 

The impact of the above factors on South Africa’s social housing sector is already evident in the trajectory of the

social  housing  project  pipeline,  and  on  applications  for  RCG  subsidy.  If  these  factors  are  not  adequately

addressed in the immediate term, this will prolong the time period required for the sector to respond to new

conditions in the sector, and to develop and implement new RCG projects.  

4.7 Barriers to Private Sector Engagement in SH

The private sector performs a number of roles in the SH sector including: 

 Developer/contractor;

 Debt financiers;

 Services provider to delivery agents and

 SHI (owner and manager of stock)

As indicated above the level of private sector finance participation is very low. The primary debt funders into the

sector are the NHFC and GPF.

Concessionary finance is also being provided by DIGH (Dutch International Guarantees for Housing). These loans

are  financed  through  commercial  banks  in  the  Netherlands  with  backing  from  major  Dutch  social  housing

institutions. There is therefore a view that this should also be considered private finance.

In a more strict  sense the only South African commercial  bank still  lending into the social housing sector is

Nedbank. Previously ABSA has also made forays into the market (Pennyville project) but has now withdrawn.

Nedbank has re-financed Madulamoho’s DIGH loan for its Johannesburg projects (R 10 million) and recently

approved R52.5 million for Madulamoho’s Belhar Gardens project. These project are being financed in a 12 to 15

year term loan at prime plus 0.5% to a maximum of 20% of project costs.

A number of significant barriers to entry, real and perceived risks exist that severely limit the participation of

private  sector  actors  in  SH.  It  is  not  considered  likely  that  private  participation  in  SH  will  increase  in  the

foreseeable future, given current programme structure, parameters and conditions in the sector.

As part of the Social Housing Programme Evaluation an online survey was conducted of key sector stakeholders.

Of the survey respondents just under half 48% agreed that there are significant barriers to entry for private

financiers and developers entering social housing. Respondents ranked the following factors as having the most

negative influence on the private sector’s participation in social housing:

 The state of regulation within the Social Housing sector, which does not create confidence in potential 

investors (80% agree or fully agree);

 The SH model is not well understood by private sector financiers and developers (76% agree or fully 

agree);

 The levels of regulation in the SH sector are a barrier to private sector entry (72% agree or fully agree);

 Social housing cannot compete with returns in other asset classes (68% agree or fully agree);

 Social housing cannot generate profits for private sector investors (66% agree or fully agree);

13 This approach is being supported by NASHO, as a pragmatic response to current social housing market conditions.
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 The inability to use subsidised houses as security is a disincentive to private sector development (64% 

agree or fully agree);

 Political interference and civil unrest in SH projects scares off private interest (57% agree or fully agree)

Text Box 1: Dutch International Guarantees for Housing (DIGH)

4.8 Key Findings

The above analysis indicates the following critical aspects of the RCG-funded social housing programme to date.

 RCG Budgets: SHRA has received, and is set to continue to receive generally increasing RCG budgets.  

While budgets have mostly been expended over the first (Four) years of ISHP and SHIP, the latter three 

years have seen a slowdown in project approvals which might over time affect future MTSF allocations.

 SHRA Project Approvals: Since 2007/08, the ISHP and SHIP programmes have approved 18 113 units in

59 projects, located in ten municipalities across seven provinces, developed by 17 different SHIs.  Over 

the first five years of the ISHP and SHIP programmes, there was a general upward trend in the number 

of projects and units approved for RCG funding. Notable was the decline in approvals in SHIP1 during 

the first year of SHRA’s operation. 

However, since its peak of over 5 000 units in 2012/13, project approvals have been markedly in decline, 

most likely in response to the leadership crisis at the SHRA.

 Project Status: To date, ISHP and SHIP have funded 8 158 units in 31 projects that are completed and 

tenanted.  A further four projects (1 775 units) are in various stages of completion and tenanting, and 12 

(4 990 units) are under construction.  9% of all RCG-approved stock (1 040 units in 6 projects) are 

halted, in dispute with SHRA, or undergoing formal legal investigation.

© 2016 Rebel Group. All rights reserved.

Under the Dutch Housing Act, Dutch housing corporations may not invest in projects abroad. In 2005, however, the Ministry of 

Housing, Regional Development and the Environment approved a legal regulation that enables ‘A-rating’ housing corporations 

to guarantee loan interest and principal payments on an annual basis. The amount they allocate as guarantees may not exceed 

0.03% of their balance sheet total.

Under the criteria set by the Ministry of Housing, Regional Development and the Environment, Dutch housing corporations may 

guarantee €30 to €40 million on yearly basis in loans for public housing projects abroad. 

The maximum term of a DIGH loan is 10 years. The interest rate remains the same for the entire 10 years and is fixed at the time 

of transfer. For loans with a longer term, such as 20 or 30 years, once the 10 years have passed, the outstanding amount of the 

DIGH loan will be transferred to a new DIGH loan at the capital market interest rate that then applies. The guarantor for the first 

10 years of the DIGH loan will also be the guarantor for the remainder of the loan’s term.

To date, DIGH has provided some € 25.6 million in funding (some R 308 million) to 23 social housing projects in South Africa, of 

which € 16,5 million (some R 200 million) has been lent in the last 10 years to 14 projects.

In the South African context no equivalent guarantee mechanism exists. Given the importance of DFI funding for the social 

housing sector (as noted elsewhere in this report) consideration should be given to the development of a similar intervention – 

possibly in the NHFC.
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 Finance Sources: Based on available information, at least R4,57-Bn has been invested or approved for 

investment into RCG-approved projects across the seven years of the programme. This includes R1,92-

Bn of RCG subsidies (42%); R1,11-Bn in Institutional Subsidies (24%); R1,12-Bn of debt finance (25%); 

R0,34-Bn of equity (7%); and R0,084-Bn of donor funding (2%).

 Unit Types: The ISHP and SHIP programmes deliver predominantly two bedroom units (61%), with the 

balance being one-bedroom units (22%), bachelor (12%) and three-bedroom (4%) units. Over the latter 

three years of the programme, there is a trend towards increasing numbers of two-bedroom and one-

bedroom units, with a general decline in the (already low) proportion of bachelor units.

 Unit Costs: There is a general annual escalation in the average cost of RCG-financed units across the 

ISHP and SHIP periods.  The average unit cost has increased from R 199,243 in 2007/08 to R 366,454 in 

2013/14. This is a companied annual growth rate of 10.7% - considerably above various inflation 

measures. The RCG proportion of unit costs has remained static, while the IS portion has shown an 

upward trend due to both escalations in the quantum in the annual subsidy determination, as well as 

due to different and flexible interpretations of its application and quantum in different provinces.  

 Development Capacity: It is notable that during the first years of the ISHP and SHIP programme, many

more applications for RCG funding were received than could be funded.  However, recently more 

limited numbers of applications have been submitted for each funding window. Recent discussions 

with SHIs indicate that, even amongst the eight largest SHIs, their ability to develop and manage new 

projects is limited on average to one project every 12 to 18 months, with an average of 250 to 350 units 

per project. The ability to gear up delivery in the Social Housing sector is therefore severely constrained

by the ability to ensure the strongest SHIs are regularly developing projects, and that a limited cadre of 

growing SHIs add to this development capacity over time. 

 Private Sector Interest: This is limited and largely inhibited by regulatory restrictions, limitations on 

returns achievable given the regulated nature of rentals and the perceived risks (especially political).

5 Financial Modelling 

5.1 Project Case Studies

5.1.1 Case Study Inputs

In  order  to  undertake  an  evaluation  of  current  social  housing  costs  and  funding  requirements  a  review  of

available project data was undertaken in respect of nine projects. 

The model is built  from the perspective of a private developer  and/or financier and uses what the property

industry terms a Caprate model.14

Using the Caprate for evaluation purposes allows the sample developments to be evaluated across different

timeframes on a standardised basis and at a point in time (the point at which the submissions was made for

funding). Therefore adjustments to unknown future prices and incomes are unnecessary.

The Caprate should not be confused with the initial  yield calculation,  which is  based on actual  initial  rental

amounts. The Caprate model is not used as a feasibility check but is used to compare the sample developments

on a standardised basis. The debt servicing coverage ratio has been added to enhance the comparisons.

Parameter inputs were actual inputs from the sample developments. The nine projects considered are:

Table 9: Case Study projects

Developer Start Yr Development 

SOHCO 2008 Emerald Sky Ph1-3

SOHCO 2010 Emerald Sky Ph4

SOHCO 2012 Emerald Sky Ph5

First Metro 2009 Lakehaven Ph1

14 The capitalization rate, often just called the cap rate, is the ratio of Net Operating Income (NOI) to property asset value. 

Capitalization rate is the rate of return on a real estate investment property based on the income that the property is expected to 

generate. The capitalization rate is used to estimate the investor's potential return on his or her investment.
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Developer Start Yr Development 

First Metro 2011 Lakehaven Ph2

Communicare 2009 Drommedaris

MADULAMMOHO 2010 Fleurhof Views

FRESHCO 2010 Brandwag Ph1

FRESHCO 2011 Brandwag Ph2

The key elements in respect of these projects to note are the following:

 The 9 developments started between 2008 and 2012

 They were developed by five different SHIs 

 The projects used R 766m of total funding (74% Subsidy comprising both RCG and Institutional 

Subsidy: R 564m, 25% Debt: R 191m, and 1% Equity: R 6m)

 The projects delivered 2,826 Units of different sizes  (1,082 primary market units for household earning 

less than R 3,5000/mth) at an average cost per unit of R 276,500

 The projects on average received a subsidy of R 199,500 per unit

5.1.2 Project Case Study Findings

Set out below are the summary results from the case studies analysis undertaken. This analysis is based on the

project data provided by the SHRA and relevant SHI’s in their funding applications to the SHRA.

As shown  in  figure  17  below the majority  of  funding  for  all  projects  comprises  subsidies  from government

including the RCG as well as institutional subsidy. Across the 9 projects Subsidies are between 60% and 90% of

project funding. Debit funding comprises the balance in most instances with own equity only evident in three

projects but at less than 5%. 

Financial modelling (see scenarios further below) suggests that the level of government subsidy is too high in

most cases. This is driven – as noted earlier in this report – by a number of factors including the overall financial

sustainability of social housing institutions under current funding and regulatory parameters. 

Our estimate is that a target of own funding (debt and equity of between 25% and 40% is more appropriate).

Figure 19: Project Case Studies – Funding Mix
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Indicated in the figure below is the source of the funding mix illustrated above. What is evident is that the largest

funding source is the SHRA (RCG) followed in most instances by the Institutional Subsidy provided by Provincial

Departments of Human Settlements. 

Where debt funding has been secured, this is almost exclusively from the National Housing Finance Corporation

(NHFC) or the Gauteng Partnership Fund (GPF). This points to the importance of the DFI’s as the main debt

funding source for the sector.

Evident is the absence of private debt funding and negligible equity contribution by SHIs.

Figure 20: Project Case Studies – Funding Sources

Figure 21: Project Case Studies – Meeting Private Sector Hurdle Rates

The results from the ‘cap-rate’ model for all the developments shows that the average capitalization rate (Net

Op Profit before tax / Capital costs) was 3.8%. This is low when compared to a private sector target rate of at

least 10%. In addition the following was indicated: 
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 The average unit cost (for all units) was R 276,500.

 The operating cost to income ratio was 44%. This is high when compared to 35%-40% for the private 

sector market. The primary reason for the higher operating cost is the higher level of community 

activities and related services such as tenant training etc.

 The average Loan to initial Value was 31%. This is low when compared to 50%-60% for the private 

sector market.

 The average interest coverage (NOPAT / Est. Interest Exp.) was 1.64, which is in line with expected 

minimum loan requirements.

The analysis indicates that social housing is heavily dependent on public funding in order to meet its income

targeting / restructuring imperatives. 

Furthermore the  financial  assessment  indicates  that  none of  these  projects  would have  met  private  sector

investment hurdles or debt funding criteria. This in part explains the lack of attractiveness of the social housing

sector for private investors as well as debt funders. In short the returns possible – given the risk associated with a

government funded housing programme and the target market – are insufficient to attract such investments,

especially given the availability of other (less regulated) property investment alternatives.

5.2 Scenarios

On the basis of the case study analysis a model was built to assess the impact of various parameters on the

funding requirements for social  housing.  This  was undertaken with the objective to understand under what

conditions one could maximise private financial participation. 

In respect of the model the following key points are noted:

 The model allows for tests based on different rates/amounts that have been updated.

 The initial model did not attempt to model a portfolio, however this can be done by assuming a total 

delivery rate over a defined period of time.

 The model does not link rentals to income levels. This can be done if required in the scenario calculator.

 RCG and IS can be adjusted if required.

Nine Scenarios were modelled:

1. Scenario 1: Base case as per current social housing programme with 100% social housing units.

2. Scenario 2:  RCG increased to reach debt service target,  i.e.  to ensure that projects  can cover their

financing costs.

3. Scenario 3: RCG increased by 22% in order to adjust for the effects of inflation since inception of the

programme  –  this  allows  projects  to  not  only  cover  their  financing  costs  but  also  improve  their

sustainability.

4. Scenario  4:  the mix of  units  was adjusted to  improve financial  viability -  70% Market  Units  & 30%

Qualifying Units (10% equity).

5. Scenario 5: Mix of units was adjusted to align to policy objectives - 30% Market Units 70% Qualifying

Units while a 10% equity requirement was added.

6. Scenario 6: Market only units with a 40% equity requirements and rentals adjusted to achieve Debt

Servicing Ratio of 1.3 – effectively a highly finically sustainable option that does not meet the social

housing policy target market objectives.

7. Scenario  7:  SH  Model  as  per  the  2008  policy  implementation  arrangements,  utilising  2008  costs,

Institutional Subsidy and RCG.

8. Scenario 8: SH Model 2008 (as per Scenario 7) applying annual Escalations to RCG, IS, income bands.

9. Scenario 9: Pre RCG (ISHIP I) 2008 model.
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The results of the modelling are shown in the table below.

Table 10: Scenario results

  Scenario 1 Scenario 2 Scenario 3 Scenario 4 Scenario 5 Scenario 6 Scenario 7 Scenario 8 Scenario 9

Funding 

Equity R 0 R 0 R 0 R 8 954 380 R 8 954 380 R 35 817 520 R 0 R 0 R 0

Debt R 30 403 300 R 17 684 781 R 23 494 475 R 62 809 820 R 39 153 620 R 53 726 280 R 16 212 170 R 13 644 920 R 35 849 170

Subsidy R 59 140 500 R 71 859 019 R 66 049 325 R 17 779 600 R 41 435 800 R 0 R 44 710 500 R 75 898 880 R 25 073 500

Funding Sources (%)

Equity 0% 0% 0% 10% 10% 40% 0% 0% 0%

Debt 34% 20% 26% 70% 44% 60% 27% 15% 59%

Subsidy 66% 80% 74% 20% 46% 0% 73% 85% 41%

Debt Servicing Ratio  0.76  1.30  1.30  0.76  0.86  1.31 1.49 2.94 0.68 

Cap Rate 3% 3% 4% 6% 5% 10% 5% 5% 5%

Total number of residential units  250  250  250  250  250  250  250  250  250 

Qualifying SHI Unit  250  250  250  75  175  - `250 250 250

Market Unit  -  -  -  175  75  250  -  -  - 

Subsidy per qualifying unit R 236 562 R 287 436 R 264 197 R 237 061 R 236 776 R 0 R 178 842 R 303 596 R 100 294
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Indicated in the table above and illustrated in the figures below is the amount of funding and the funding sources

that would be required to undertake a project of 250 average / typical social housing / rental units under each

scenario.

Figure 22: Results - Funding and Source Required per Scenario

Figure 23: Results - Funding Mix per Scenario

Specifically the data show the following:

 Scenario 1: This is the base case as per current social housing programme comprising some 30% debt

finance and the balance government subsidy. It indicates that the model is not financially sustainable as

the  project  cannot  meet  any  acceptable  CAP  rate  and  is  unable  to  service  its  debt  obligations.

Effectively such a project would not be financed by the private sector. The key drivers of this are the

lack of sufficient income – noting the effective rent control set by the policy – to meet the cost of

finance.
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 Scenario 2: Under this scenario the RCG has been increased to reach a debt service target, i.e. to ensure

that the project can cover its financing costs. What is evident however is that while it can service is debt

financing costs because of the increased government subsidy (reducing the amount that needs to be

borrowed), the overall CAP rate is still only 3% (versus a normative private sector 10%). Furthermore

the level of public funding increases from 66% in Scenario 1 to 80% under this scenario which is fiscally

unsustainable.

 Scenario 3: In this scenario the RCG has been further increased in order to adjust for the effects of

inflation  since  inception  of  the  programme,  allowing  the  project  to  improve  its  overall  financial

sustainability. Evident here is both the ability of the project to cover its debt financing costs as well as

return a modest 4% CAP rate. The CAP rate is however still well below private sector hurdle rates. The

adjusted RCG does however allow the project to increase and sustain the level of debt finance. But

public funding still comprises the bulk at 74%.

 Scenario 4:  Under this scenario, which involves changing the mix of units and hence rental income

achievable, to improve financial viability, the overall CAP rate improves to 6% but the ability to service

debt is negatively impacted. This indicates that even where 70% of the units are market units (which

are  not  bound by the  income  targeting  and  consequently  rental  parameters  of  the  social  housing

policy)  the  mix  and  the  attendant  subsidy  are  insufficient  to  ensure  financial  viability.  Under  this

scenario the 10% equity requirement exacerbates the lack of financial viability. This is of concern as a

key requirement for private sector debt funding is the ability of SHI’s and projects to provide some level

of initial equity contribution.

 Scenario 5: This scenario is Scenario 4 but adjusted to align to policy objectives so that at least 70% of

units fall within the social housing policy parameters. The requirement for a 10% equity contribution

has been retained. What the data show is that the policy strictures in respect of setting rental levels

negatively impact income and the ability to cover debt financing costs and reduces the overall viability

of the project.

 Scenario 6: While this scenario delivers both a 10% CAP rate and an ability to cover debt financing

costs,  and eliminates the need for public funding, it does not meet the public  sector mandate that

underpins the social housing policy. However it does illustrate that the funding model is highly sensitive

to the level of rental income that projects can secure as this is the primary basis on which projects can

cover their debt financing costs as well as deliver a surplus. A project under Scenario 6 would obviously

be attractive to the private sector.

 Scenario 7: This scenario illustrates the SH Model as per the 2008 policy implementation arrangements,

utilising 2008 project costs and Institutional Subsidy and RCG quanta at that point. What is evident is

that under those parameters (as at 2008) the financing model did work, delivering both a good debt

servicing ratio as well as a reasonable CAP rate of 5% (although not sufficiently attractive for the private

sector). As noted elsewhere in this report, the lack of annual subsidy and income band escalations has

undermines this model and reduced the financial viability of projects over time, especially as the cost of

average social housing units has increased.

 Scenario 8: This scenario illustrates the impact if annual escalations had been applied to the 2008 policy

implementation,  including escalations  in  line with  CPI  to  the  RCG,  Institutional  Subsidy  as  well  as

income bands (rentals). What is evident that the social housing funding model does work in respect of

delivering on  the  policy  objectives  while  achieving a  reasonable  CAP  rate  of  5% and  a  solid  debt

servicing ratio. However on the negative side the level of public investment required is some 85% of

total project cost. Furthermore it is unlikely that such projects would be able to attract private finance

given the CAP rate.

 Scenario 9: This final scenario illustrates the housing funding model before the introduction of the RCG

in 2008. Effectively the ISHIP-I 2008 model relied on institutional subsidies as well as debt financing to

deliver projects. What is evident is that such projects are not financially viable. The introduction of an

RCG was the effective response to this lack of financial viability.

Overall the financial modelling and analysis indicates that:
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 The social housing financial model is highly sensitive to the rents charged and consequently the income

flows available to service debt and generate a surplus (“return”). This is the key determinant of financial

viability.

 An immediate moderate increase in the RCG quantum improves financial viability of social housing 

projects within the social housing policy intent. This is further enhanced if target income bands are 

adjusted upwards. 

 A significant increase in debt financing is unlikely, without a change in the target market and the ability 

to collect rentals that better match the cost of development and finance.

 A mixed model – market units and SHI units in a single development – does not appear to deliver any 

enhanced financial viability nor significantly reduce public funding requirements. The effects of this are 

likely to be noticeable only at portfolio level.

In  summary  the  analysis  points  to  what  is  ultimately  a  policy  decision.  In  effect  the  increased  financial

sustainability of social housing projects while at the same time meeting policy objectives (income targeting etc.),

will require ongoing and significant public sector subsidisation.

In order for social housing to become significantly less reliant on public funding – whether debt or subsidy –

would require projects to access private finance. This is only possible by undermining the very social objectives

the policy aims to meet.

That having been noted there is significant room to look at the calibration of the subsidy instruments and the

introduction of incentives and mechanisms to improve financial  viability of SHIs  over  time so that they can

increase their equity contribution and access other debt financing. 

5.3 Fiscal Implications

The financial modelling as well as various sector engagements suggests that an immediate increase in the RCG

quantum as well as the introduction of indexed annual escalations to the subsidy as well as rental target bands is

required in order to improve social housing sector sustainability. This will  clearly have fiscal  implications for

government.

Set out below is an estimate of the cost to the fiscus to deliver 10,000 social housing units over a 10 year period.

The average unit cost is based on SHRA and project data as at the end of 2014 and comprises the following:

Avg. Quanta % of Total Unit Cost

Unit cost  R                365,000 100%

RCG  R                155,000 42%

Institutional Subsidy  R                110,000 30%

Debt/Equity  R                100,000 27%

Importantly development (average unit) costs as well as subsidy quanta have been escalated by 6% annually. To

the extent that such an assumption does not hold, for instance building costs escalate more rapidly or subsidy

quanta are not adjusted, the viability of projects would be impacted.

The overall implications are summarised in the figure below and table overleaf.

What this shows is that at the assumption of a 6% annual escalation as well as a standard delivery rate of 1000

units per annum the programme will cost government an estimated R 3.5 billion over the 10 years delivering

10,000 units with a total project cost of R 4.8 billion at an average units cost of some R 481,099.

The  subsidy  contribution comprises  R  2  billion in  RCG subsidies  and  a  further  R  1.45  billion in  Institutional

subsidy. This some R 349,291 per unit delivered.

This should be compared to other housing programmes such as the RDP housing programme and the CRU

programme, which in the 2013 Housing Programmes PER indicated total average unit costs of R 253,720 and

R 356,375 (2013 cost) respectively. 

Considering that neither of these programmes (RDP and CRU) leverage any debt funding and generally  are

associated with a number of negative externalities such as a fiscal burden on municipalities because of the cost

of providing services against limited or no income streams, the social housing programme cost are reasonable. 
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It should also be noted that there is a higher likelihood that social  housing will  result  in  well  managed and

sustainable projects that effectively contribute to cities and protect publicly funded assets.

Figure 24: Forecast Government Funding Requirement for Social Housing by Source

Table 11: Forecast Government Funding Requirement for Social Housing (Rb)

Year 1 2 3 4 5 6 7 8 9 10

2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 Total

No. units 1000 1000 1000 1000 1000 1000 1000 1000 1000 1000 10000

Total project value 365.00 386.90 410.11 434.72 460.80 488.45 517.76 548.83 581.75 616.66 4,810.99

Cost of RCG 155.00 164.30 174.16 184.61 195.68 207.42 219.87 233.06 247.05 261.87 2,043.02

Cost of Institutional Subsidy 110.00 116.60 123.60 131.01 138.87 147.20 156.04 165.40 175.32 185.84 1,449.89

Cos to SHI 100.00 106.00 112.36 119.10 126.25 133.82 141.85 150.36 159.38 168.95 1,318.08

Total Cost to Government 265.00 280.90 297.75 315.62 334.56 354.63 375.91 398.46 422.37 447.71 3,492.91
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6 Conclusions & Recommendations

6.1 Overall Conclusions

Based on the above analysis, the following overall conclusions are outlined in respect of the current financing

structure for Social Housing in South Africa.

 The Social Housing financing model is inherently complex for SHIs and the private sector to navigate.

 This complex arrangement in turn creates the need to co-ordinate and synchronise the applications 

for, approvals of and availability of finance from up to five statutory funding flows and three private 

sources of funds, each governed by their own statutes, relationships and agreements between a wide 

range of national provincial and local entities and the SHI in order to realise social housing projects 

successfully. To ensure the Social Housing sector operates effectively, coordination is required between

national (SHRA for RCG project approvals and NDHS for RZ and RCG approvals), Provincial (RZ and IS 

allocations and IS project approvals), municipal (project approvals and finance and in-kind 

contributions, and at times transfers to Municipal Entities), NHFC and/or GPF loan approvals and at 

times the private sector. 

 Notwithstanding this complexity, Social Housing is the only subsidised housing model in South 

Africa that combines significant non-subsidy resources with subsidy resources, within its target 

income band (Social Housing Regulatory Authority (SHRA) 2014d). While the Finance-Linked Individual

Subsidy Programme (FLISP) does this, it is generally for households with incomes at or above the top 

eligibility range in the Social Housing market.

 Financial modelling indicates that at current RCG and IS subsidy quantum and eligibility bands, it is 

not possible for SHIs to develop projects that generate sufficient net operating income to cover 

debt repayments and to create medium-term sustainability.  Modelling of nine case study projects 

indicates that seven of these projects were not financially sound at their points of approval (RGSA, 

2015). Under current financing criteria, the average RCG-funded SH project is a net financial burden to 

the average SHI in the sector. This is attributed to the inflationary erosion of the subsidy quantum, 

regulatory constraints on rental income increases and increasing operating costs (some significantly 

above inflation, such as rates and services). 

 The extent to which private, non-subsidised rental accommodation providers are able to deliver 

unsubsidised housing products of similar value to SHIs receiving subsidies is being raised by a 

number of individuals within the Social Housing and private sector affordable rental delivery market 

(Interviews with POMA members and Accredited SHIs (2013 and 2015), (Social Housing Regulatory 

Authority (SHRA) 2014d).  The extent to which this is the case (in other words, to what extent is Social 

Housing delivery value for money at the household, SHI and national levels) will be assessed in the next 

phase of this evaluation.  A range of considerations must be tested:

– The nature of development (whether greenfields or brownfields), as historically brownfields 

offers a ‘discounted’ value of land and building stock of up to 40% although this gap has 

narrowed;

– The comparative locations of developments, and  the influence of land costs in the overall 

unit cost equation;

– The comparative forms and sizes of units produced (i.e. are the same proportions of 

bachelor, one, two and three bedroom units produced, and are their physical sizes the same?);

– The standards of stock delivered, (i.e. are construction costs, building regulatory 

compliance, amenity and finishes different);

– The impacts of regulatory cost burdens of subsidised / regulated institutions versus private 

sector units

– Targeted beneficiary income groups, and whether the range of incomes, the mean and the 

median income groups targeted are comparable. 
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 Private  sector  participation  in  social  housing,  as  contractor  /  developer,  property  manager  and/or

financier or financial packager has been, and is likely to remain highly constrained  in the foreseeable

future. This will be limited to isolated to roles in which private sector can clearly understand their role, and

calculate and ring-fence their potential risk exposure.  It is likely that this sector will, for the foreseeable

future, remain reliant on public subsidy funding and special financing arrangements through State-owned

Companies,  until  the  sector  reaches  improved  levels  of  regulatory  certainty,  institutional  maturity  and

verifiable  and  calculable  risk  profiles,  with  decreased  real  and  perceived  examples  of  institutional  and

project failure and political interference. In a relatively risk-averse and constrained credit  market,  Social

Housing will continue to be perceived as a marginal or even negative investment opportunity.

6.2 Recommendations

 Given this analysis it is recommended that consideration be given to the following:

 Increase the RCG quantum from R124 000 currently to R155 000 (an increase of R31 000) and 

implement annual inflationary increases in future. This increase is significantly less than the increase 

would be if the RCG had been benchmarked to CPI over the period since inception.

 Raise Income Bands for the Primary Market from R3,500 to R5,500 household income per month, and 

for the Ceiling from R7,500 to R10 000 household income per month, and index these income bands 

every three years. 

 Explicitly allowing for a CPI linked or similarly indexed annual rental escalation in social housing 

projects.

 Investigate the creation of a one-stop-shop funding sources where projects are packaged and all 

necessary funding elements secured through a single process (similar to what is currently offered by 

the Gauteng Partnership Fund). The purpose would be to reduce the packaging risk and overall 

complexity of project financial structuring.

 Recognise and enhance the role of DFI debt finance – even if concessionary – and look at mechanism 

to utilise this funding stream to create more favourable conditions for private financiers.

 In the immediate term stabilise and improve the performance of the regulator – SHRA to return 

regulatory confidence to the sector

 In the medium-term review the social housing approach and financing model – specifically the 

following:

– Deal with the issue of collateral for private funders – either effect a change in conditions of the

grant or consider the creation of a guarantee mechanism to underpin private finance. This will 

need to be carefully designed and structured to ensure financial sustainability. (It should also 

be noted that the planned mortgage default guarantee scheme to be implemented by the 

NHFC has still not been operationalised due to fiscal and financial sustainability concerns on 

the part of National Treasury. 

– Consider the development of a mechanism to allow potential private sector investors to exit 

after a defined period (significantly shorter that the current 15 years) - this however has policy 

implications and potential unintended consequences which must be considered.
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