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Departmexnt:
Public Works
REPUBLIC OF SOUTH AFRICA

Address: CGO Building; cnr Madiba Str & Bosman Str, Pretoria; Private Bag X65, Pretoria 0001

Emait; Mziwonke Diabantu@dpw.gov.za . Website: waww.publicworks. gov.za

19" April 2013

Hon T Godi

Chairperson of the Standing Committee on Public Accounts
Parliament of the Republic of South Africa

Cape Town

8001

Dear Hon. Chairperson

RE:

As you are aware, the Department of Public works had on the 20t
before the committee to account on 2011/12 Annual Report. The ¢
that needed more detail which include amang others the following

DEPARTMENTAL RESPONSES ON THE OUTSTANDING QUESTIONS RAISED BY MEMBERS
DURING THE DEPARTMENT’S APPEARANCE BEFORE THE COMMITTEE MEETING OF THE

20™ MARCH 2013

time (20 April 2013):

1

VoW

o

Progress on Performance contracts which should include audit outcomes for DG,
CFO and DDGs and Regional Offices Heads for effective governance;

PMTE structures policy and related draft policies ;

Classification of irregular expenditure and their analysis;

List of completed and approved Policies of the department;

Details of Consultants, contractors and external computer services utilized by the
department;

Measures to be put in place to ensure payroll certificates are signed off and
Consalidated list of cases being investigated since 2009 and whether the
department is keeping track record thereof

OF March 2013 appeared
ommittee raised questions
for submission in a month



RE:  DEPARTMENTAL RESPONSES ON THE OUTSTANDING QUESTIONS RAISED BY MEMBERS
DURING THE DEPARTMENT’S APPEARANCE BEFORE THE COMMITTEE MEETING OF THE
20™ MARCH 2013

| therefore submit herewith the departmental responses as Annexure for committee
consideration. We would like to thank the committee for these questions and also express,
on behalf of the Department, our sincere gratitude for your continued support.

Kind Regards

IWonke Diabantu

Divector-Genera
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REPORT ON PROPERTY MANAGEMENT TRADING ENTITY

DEPARTMENTAL PROPOSAL ON  THE POSSIBLE INTERIM
STRUCTURING OF THE PMTE FUNCTION

The request for a possible future business structure and Policies for the existing Property
Management Trading Account (PMTE) by the Standing Committee on Public Accounts refers.

For the purpose of this report it was assumed that the function of PMTE as originally approved
by National Treasury is absorbed in the Department and that it is finding application in the day
to day deliverables. This assumption gave rise to the team using the existing organogram of the
Department as a point of departure to identify the functions and the structures directly involved
in the strategic and operational deliverables associated with PMTE. The benefit of this approach
is that the formaiisation of a proposed interim structure for PMTE should fundamentally only
entail a re- organization of existing structures and capacity. It can be expected that there will be
a naming impact and most probably alsc an immaterial number of revised positions in order to
properly organize management oversight and operational efficiency. With minimum change
impacting on the existing dispensation it is therefore expected that this can be achieved and
approved with minimum delay. The recommendations made in this regard in essence therefore
cover a short term (bridging) arrangement until a more scientifically researched and longer term

solution is implemented that also drives enhanced efficiencies for both the Department and the
PMTE.

It is our view that the eventual long term decision on the format and structure of PMTE is a key
strategic and policy decision of the Department / Government taking into account the mandate
of public works as well as the developmental agenda of Government. To this end, the long term
decision on the eventual business model of PMTE requires a much more detailed interrogation
and wider consultation with key strategic stakeholders of industry and the Department.

With the limited resources and time available, it was not possible to deal with the contemplated
restructuring of the PMTE in great detail. This report merely intends to identify basic Property
Management functions and lock at the most practical way in which it can be linked to the
approved Trading Account currently being operated. It should also be noted that the proposed
solution is merely an interim arrangement to fundamentally satisfy audit requiremenis in the
short term. It does not intend to represent a solution that will enhance operational efficiencies,
which is a further consideration that should certainly alse be addressed as soon as possible.
Feedback received from senior management indicates that this will be coversd by means of a
comprehensive Qrganisational Functional Analyses (OFA) to be undertaken by the DPSA soon.
This is expected to be completed and approved for implementation by 1 April 2014.



REPORT ON PMTE INTERIM SOLUTION

Before doing analyses of the functions already provided for in the Depariment’s structure, the
Finance Stabilisation Team deems it important to shortly highlight some fundamental business
options with regard to structures that can support the revised business model of PMTE. It
should however be noted that the recommendations made at this stage are based on our
experience and views only whilst highlighting the advantages and disadvantages of the three

husiness options discussed below,

Background tc the approval of the PMTE

The Department obtained approval from National Treasury (NT} in 2006 to establish a Trading
Account for the Department, This approval was in response to, and to align to the 1897 White
Paper on Public Works to devclve accommodation related costs to client departments.
Unfortunately to date this approval has not been fully institutionalized. There is no funciional
structure that makes provision for the PMTE on the organizafional structure of the Department
nor has the "core business” of the frading entity been clearly defined or costed in terms of an
approved business case. This places various question marks on inter alia; the relationship
between the Department and the PMTE (related party relationship), its operational processes
and the accountability framework.

A draft business case was submitted to National Treasury on 28 MNovember 2005 as a
*declaration of intent” on which the NT approval referred to above was based. This business
case for PMTE has unfortunately to date not been finalized and presented to NT and DPSA for
approval against which implementation could fake place. There is consequently also no
management framework against which the business processes of PMTE can be evaluated fo
test their efficiencies in pursuit of the mandate of the Department.

The only function that can be identified and which has been operatichalized to date albeit
minimally is the finance function at Head Office. This has been unavoidable because of the
requirement for a different set of financial statements to be drafted in accordance with GAAP
requirements. This is a complete deviation from the Department which should only comply with
modified cash basis of accounting and fundamental GRAP standards.

When the PMTE was in principle approved by the NT, approval was granted to the Department
to deviate from GAAP requirements until the function and the supporting systems could be
firmly established and operationalized. In the meantime, the mentioned approvals have lapsed
whilst no commercial accounting platform is yet in place and PMTE is subsequently still hot in a

e 5 T e A D T T

Page 2




REPORT ON PMTE INTERIM SOLUTION

position to comply with GAAP. Given that the accounting deficiencies can also be linked back to
the structure and business case of PMTE, this is the primary reason for the disclaimed audit
opinions over the last few years.

The following background information and basic options. on what business structures can be
considered for the PMTE is shorily stated together with its advantages and anticipated
disadvantages,

Rell back inte the Department

A first possible option for the Department will be to consider the rolling back of the PMTE into
the Department. Because the Department has not identified the organizational structure of the
PMTE, there will be no adjustments or changes needed for this course of action. Similarly, the
business case has also not been approved by NT. There will therefore be no requirement to
review the business processes of the Department — it will simply assume its historical role as the
custodian and manager of all national properties on behalf of government. The funding of the
Department's operations and strategies in pursuit of its mandate will be solely dependent on
annual appropriations by Parliament negotiated via normal Treasury channels.

The approval of the Trading Account granted by NT in 2006 will however have to be reversed.
This should not represent a serious challenge as it should not entail a compiex or a long

process fo reverse the approved dispensation-which has not yet been implemented.
Advantages

One set of financial statements for both the Department and the “oid / former PMTE”.
Similar accounting treatment (GRAP) which officials are mostly conversant with.
No uncertainty with regards to staff and their employment benefits.

Existing systems (mostly transversal) are in place and can be used for both functions.

U

it will not be necessary to determine the monetary value of the related party relationshin
of the department / PMTE.
Amounts due to or by the Depariment to PMTE will simply be reversed.

@

7. Staff is familiar with established business processes which can remain in place.
8. The only changes will relate to efficiency enhancement which can be implemented.
through a systematic implementation plan over time.

TE §terim Solution Page 3




REPORTY ON PMTE INTERIM SOLUTION

Disadvantages

1. Settlement of the bank overdraft facility which at the end of the 2011 / 12 financial year
was approximately R 1,3 billion. it is uncertain whether the NT will be willing to make
such funding available additional to the annual appropriation fo pay for these
accumulated operating expenses.

2. The Department will lose the ability to retain revenue (in the form of the devolved
budgets), from ather Departments and apply it for operational purposes. This will hamper
the ability to effectively maintain state owned pro.perty.

3. The Department will have to revert back to the historical methodelogy of annually
competing for property maintenance funds (against higher priarity services) through the
Treasury budgeting cycle.

Fuli implementation of the Trading Account

The Department already has an approval in place from the NT for the establishment of a
Trading Account. This approval merely needs fo be implemented in full as required in terms of
the Public Finance Management Act, 19998. To achieve this, a number of fundamental
deliverabies will be required:

s An organizational structure needs to be approved for the Trading Account by the DPSA.
This structure can be an integral part of the Department and will then also report to the
Director -~ General and the Minister.

e The strategic plans for both institutions can easily be aligned to ensure synergy in
pursuit of the mandate of managing the immovable asset portfolio of government at a
national level.

o The business case for the Trading Account will have to be finalised and presented to the
DPSA and NT for approval. This should reflect the alignment of business processes, the
optimization of resources and the impact on social and economic benefits to
government.

« A commercial accounting and billing system will need to be acquired and customized for
the operations (functions) of the Trading Entity. NT approval for this is already in place
and it can therefore be operationalized in the medium term.

o Ifit is deemed necessary an advisory board can be established to advise the Minister on

the specialised functions of the PMTE.




REPORT ON PMTE INTERIM SOLUTION

s Current finance staff will need to be supplemented and comprehensively trained in

accounting practice that will comply with GAAP requirements,

Advantages

1.
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The existing functional arrangement on the organizational structure can be readily
identified and dedicated towards the property management porffolio (trading
account}). Through mere re-organisation existing staff currently performing these
funclions can be retained and therefore no need for substantial additional resources
will be needed {and consequential delays in obtaining approvals for it).

There should be no interruption, disruption or delay of existing operations.

There is already a draft business case dealing with the business intent as it was
originally envisaged in 2005. This document can therefore be updated and modified
in a shart space of time before presenting it to the relevant authorities for approval.
The Trading entity as a governmental component will be able to receive revenue
from other Departments and retain it for operational purposes. This will enhance the
capagity to do maintenance of State owned property.

The bank overdraft of R 1,3 bitlion as at the end of the 2011 / 12 financial year can
be deait with as part of the Entity’s liabilities as a going concern. This will result in no
immediate funding:being reqguired from NT.

A commercial business approach can be adopted in support of the development of
the portfalio of State owned assets. This implies that compensation can be received
from client Departments with regard to their accommodation needs. Similarly
management feas can be determined and levied {with NT approval}, in support of the
property management interventions required.

Funding (grants) can still be received as annual appropriations as and when
required.
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Disadvaniages

1. Two setfs of financial statements will need to be compiled based on two different
accounting standards (for the Depariment and the Trading Account).

2. Accounting for the Trading Entity will need to be fully compliant with GAAP. For this
purpose no commercial accounting platform is yet in place. Similarly, staff are not fully
conversant with GAAP accounting reguirements.

3. Initially there m.ay be uncertainty with regards to staff and their employment benefits. It
should however be emphasized that the trading entity wilt be part of the department and
therefore not have any special or different compensation dispensation that applies to it.

Establishment of a Public Entity

The establishment of a Public Entity will bring a level of independence to the function. As a
public entity, the function will be devolved from the Department to another legal persona which
will act semi — independently from the Department. This in practice implies that the public entity
will have its own Board of Directors managing its strategic direction and deliverables whilst still

reporting to the Minister of Public Works through a shareholders compact agreement,

This is however a functional form that will require a longer lead time to implement due to the
onerous legal and regulatory réquirements. Over and above the approvals required from the
DPSA and the NT, an Act of Parliament will also have to be put in place to define the functional
business, rights and obligations of the organization, composition and regulatory framework of
the board of directors, accounting and reporting framework, etc. Such an Act normally needs
substantial {ime to draft, lobby and successfully pilot through the Parfiamentary process.

A public entity can either be listed as a schedule 2 or schedule 3 entity in terms of the Pubiic
Finance Management Act. A schedule 2 listing represents major public entities which are
normally associated with business enterprises such as ESKOM, TELKOM, TRANSNET, etc.
These institutions normally do not receive appropriation grants regularly from government as
they are financially independent, 1t is not envisaged that the Property Management function will
in the medium to long term have such financial capacity and therefore this option will not be
dealt with in further detail.

A schedule 3 Public Entity can be established under the auspices of the Minister of Public
Works as a long term solution based on a more comprehensive commercial sirategic vision in

support of government's national objectives.
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Advantages

1.

The Public Entity will have a large extent of financial independence with regard to its
exbenditure {budget) and revenue generating capability. This will depend on the financial
powers conferred on the Entity through its Act. Assuming that it will be a schedule 3
entity, NT approval is normally associated with annual financial planning of the entity at a
macro lavel,

A commercial business approach can be adopted in suppert of the development of the
portfolio of State owned assets. This implies that compensation can be received from
client departments with regard to their accommodation needs. Similarly management
fees can be determined and levied in support of the operational requirements as
specified in-its regulating Act.

Funding (grants) from government can still be recsived as annual appropriations as a-
normal course of operations or on an ad hoc basis when required.

Staff can be recruited for operational needs and will normally enjoy a more flexible and
rewarding compensation dispensation than that of a government department.
Operational efficiency is normally enhanced due to less onerous processes that are
enforced on public entities by controlling bodies such as NT (finance and SCM) and
PPSA.

Disadvantages

1.

A long lead time is required to get the necessary approvals and pilot an Act through the
Parliamentary process.

Political support will need to be caucused for the proposed Act and the specific powers
and duties to be conferred on the Entity.

The structure of the Department will be eroded with the line function responsibifities
transferred to the public entity. This may require a substantial re-organisation of the
Department which may also affect the grading of some of the senior management
positions remaining in the Department.

Staff may want to be transferred to the Public Entity as it will be perceived to be a more

beneficial employer.
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For the purposes of this proposal it is assumed that the preferred alternative for the PMTE
would be to retain its business form of a Trading Account. Options will therefore be considered
on how to sat the PMTE up as a government component of the Department of Public Works
under the control of the Director — General or Minister directly. This may also be considered as
a first phase to eventually transform into a different and more preferred organizational form to

be implemented in the medium to longer term.

For the purpose of a short term interim arrangement it is therefore recommended that the
PMTE be structured as a government component of the Department of Public Works and
set up to operate as a fully-fledged Trading Account until the OFA by the DPSA is
completed.

Departmental structure based on functions

Aftached please find Annexures which reflect the way in which Regional offices and Head
Office have been structured respectively.

Regicnal Offices

The structure for regional offices as contained in Annexure A, reflect a very basic structure in
terms of which business process operations are organised. The Finance and SCM directorate
provide all decentralized support services to a region. Over and above this, there are three line
function directorates responsible for;

+ Projects;
o Property Management; and
« EPWP.

Regional Offices are the key delivery amm. of all functions of the Department and they, in most
casas, act as the direct interface with client departments for both PMTE énd DPW functions. As
they do not have the primary responsibility relating to the conceptualization and directing of
PMTE functions and are dependent on the Head Office structures for this, these functions at
regional level will not be further analysed at this stage. After the Head Office structure has been
dealt with and particuiar recommendations are made, regional dispensations will need to be
afigned to the Head Office operating model to ensure appropriate chains of command and
operational efficiency. It is also important to consider the level of centralization / decentralization
to support operational optimization. In this regard the state of readiness considering inter alia;

current systems, standard operating procedures and skills will need to inform a decision in this
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regard. These considerations will however not be taken into account now (where an interim
arrangement is proposed) but should cerainly receive focused attention when a permanent
solution is researched during the OFA by DPSA.

Head Office

At Head Office, the line functions are organized into seven Branches. This is in contrast o
regionai offices that only have three line function delivery directorates. The reason for this
deviation is not clear as no ohvious difference in functional focus could be identified other than
the normal principies of prescribing policy norms and standards at Head Office level and basic
delivery mechanisms at regional level. it does howaver; seem as if a higher level of functional
disaggregation prevails at head office. This may be due to the intensity of the responsibility for
setting policy, monitoring operational efficiency, reprioritization of national targets and review of
business processes which are not normally associated with regional implementation
responsibilities. Should this be the case, the volumes of these functional oversight
responsibilities should be accurately measured before they can be considered as substantiated

mathvation for this level of functional specialisation.
The current line function branches of the Depariment are:

1. Key Accounts Management — To provide Key Account relationship management.

2. Asset Investment Management ~ To provide an [AR and do asset management
ptanning.

3. Property Management - To provide leadership in the management of properties,
facilities, offices and accommodation.

4. Projects — To provide infrastructure planning and execution.

5. Inner City Regeneration - To improve the working environment of government
departments in designated areas.

6. Policy Regulation - To develop, manage, regulate and monitor construction and
property policies,

7. EPWP - To manage the development and implementation of the EPWP,

A basic analysis of the above functions clearly reveals four functional areas {or groupings) of
responsibility:
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