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Part One of this submission detailed the 
concept of spatial justice and how it applies to 
the disposal of Tafelberg. It also outlines why 
the original disposal is unlawful. Part Two is a 
critique of the existing financial model which 
was compiled by the Department of Transport 
and Public Works (DTPW). Part Three proposes 
an alternative development proposal for the site 
with two scenarios: one consists of four-storey, 
walk-up social housing units and the other is an 
intensification scenario with seven-storey social 
housing blocks. The financial details displayed 
are only a snapshot of a complex financial model 
that was produced with the assistance of number 
of experts in the field. The proposals below ex-
plore the potential massing on the site; they are 
not an architectural design for the site.
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InTRoducTIon

BAckgRound To THE FInAncIAl modEl 

1 on 21 november 2016, the Department of 
Transport and Public Works (DTPW) released 
a financial model to determine the feasibility 
of social housing on the Tafelberg site.1

2 This model was requested by Provincial 
cabinet through a resolution contained in 
minute no 214/2016, “so as to enable the cus-
todian and cabinet to rationally and compre-
hensively consider the comments that have 
been received in respect of the proposed sale.”2 

3 The Western cape’s mec of Transport and 
Public Works, Donald grant, advised that: 
“cabinet is not in a position to make a de-
cision with respect to the proposed sale of 
the Tafelberg Properties as it is not able to 
meaningfully consider the rationality of the 
comments that have been submitted in terms 
of the re-opened public participation process, 
without a full financial model with respect to 
the implications of the construction /devel-
opment of social housing units on the said 
site.”3 

4 ‘social housing’ refers to high-quality, well-  
located, subsidised rental housing managed 
by viable sustainable, independent institutions 
on participatory management principles. It is 
aimed at providing rent to low-to-moderate-
income families, earning between r1500 and 
r7500 per month. These rental units are not 
available as rent-to-buy.4

5 globally, social housing is used as a blanket 
term to refer to subsidised housing in general. 
In south africa, social housing is a specific 
national housing Programme in terms of 
the housing act (1997)5 and is governed 
by the social housing act6 and its regula-
tions.7 social housing is a distinct housing 
programme, separate from other subsidised 
housing programmes defined in the national 
housing code.

dIFFIculTy AccEssIng THE modEl 

6 It should be noted that no effort was made 
by the Department to unpack the model in a 
way that could be understood by the general 
public. The model was released online as a 
three-page excel spread sheet with no ac-
companying narrative – despite the following 
statement by the Department in an open letter 
to the editor of the cape argus:

“given the Province’s commitment to trans-
parency and consultation, it was further 
agreed that the public would be invited to 
comment on the content of any financial 
model sourced by [the Department], before 
it would be put to cabinet … The model 
has now been published for the purpose of 
enabling any member of the public (who 
previously commented or not) to provide 
input on the content, assumptions, meth-
odology and conclusion contained in the 
model.”8

7 In the same letter the Department explained 
that: “the financial model is a PDf spreadsheet 
containing the base financial assumptions, 
conditions, and methodology that are material 
when considering the financial implications of 
any social housing development on the site.”9

8 It should also be noted that a number of stake-
holders – including the Phyllis Jowell Jewish 
Day school and nu – requested access to the 
excel spread sheet on which the model was 
based. These requests were declined outright, 
however. even the city’s request for the model 
was rejected.10 clearly, Province needed to re-
think the best mechanism that would facilitate 
meaningful participation.  

9 This is concerning given that access to the 
spread sheet would have greatly enhanced the 
public’s ability to interrogate the financial 
model’s proposed costs, funding and income 
estimates. It would have empowered stake-
holders to explore iterations of the financial 
model, such as anticipated changes to the 
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shP income bands, alternative urban design 
concepts and different mixes of market and 
subsidised land uses. 

10 Denying interested stakeholders the under-
lying spread sheet meant they could only 
engage with other iterations of the devel-
opment by creating a completely new financial 
model themselves. This not only made the 
process more onerous but also introduced the 
risk of their alternative models being too far 
removed from the sector norm. releasing the 
original model would have allowed flexibility 
and innovation while maintaining a degree of 
alignment with the methodology employed by 
the Department.

11 By fostering such an engagement, cabinet 
ministers would have been given additional 
assistance in making a reasonable decision on 
the proposed sale. It would have enabled them 
to explore different ways of structuring the 
development in order to realise the ‘best value 
for money’ as defined in the gIama.

12 The section below includes a basic un-
packing of Province’s model. for a more 
in-depth, yet publicly accessible narrative to 
the model, please refer to nu’s companion 
to the model.11 This is the type of public 
engagement which the Department made no 
attempt at all to make with regards to its own 
model.

PooR APPRoAcH To dEvEloPIng THE 
modEl

13 shIs are non-profit organisations with the 
mandate to build and manage social housing. 
They are regulated through the social housing 
act and regulations, together with the shP 
which falls under the national housing code. 
shIs have the most experience in developing 
social housing projects and are therefore 
best positioned to determine whether social 
housing is feasible under any given circum-
stances. 

14 In practice, feasibility studies for social 
housing are conducted by shIs after a clear 
land ownership or lease agreement is struck 
between government and the shI. This 

probably explains the shortfalls identified in 
the financial model. The output of the model 
clearly indicates a misunderstanding of the 
realities facing the sector.

15 Province stated that it consulted shra with 
regard to the feasibility study. however, the 
present study is indicative of the fact that this 
alleged consultation was far from fruitful.

16 Depending on the complexity of the social 
housing project, and the funds required, the 
shI could then decide how best to fund and 
build the development. It members would 
then choose to:

•	 fund the whole project on their own with 
their debt, equity and government grants; 

•	 enter into a partnership with a private de-
veloper in what are called ‘turnkey projects’. 
In such cases, social housing is built by a 
private developer then bought from the 
developer. The shI then owns and manages 
the project as required by the social 
housing act and Policy. Turnkey projects 
are partly funded by government grants, the 
shI and the private developer; or

•	 enter a formal joint venture – as in a PPP 
– which would involve joint construction 
and ownership of portions of the site. This 
is done when the site is partly owned by the 
private developer, with market residential 
units for instance. again, the shI must own 
and manage the social housing portions of 
the development.  

17 considering the above, Province should have 
instead solicited proposals from shIs and 
other developers with experience in the sector 
to conduct feasibility studies of social housing 
on the Tafelberg site. The end product would 
have been a set of more plausible feasibility 
studies that would have better equipped 
cabinet to make its decision.
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commEnT on modEl
conTExT: ZonIng And HERITAgE

18 The property in question is the site of the 
former Tafelberg remedial high school, 
located at 355 main road, sea Point. It is ap-
proximately three and a half kilometres from 
cape Town’s central Business District (cBD). 
The site consists of the remainder of erf 1424 
and erf 1675, comprising a total site area of 
1.7054 hectares.12

19 erf 1424 contains the historic ellerslie school 
Building which was utilised by the Western 
cape education Department until 2010. In 
that year, the Tafelberg remedial high school 
relocated to new premises in Bothasig, while 
some tenants of Wynyard mansions were 
relocated to alternative accommodation and 
others evicted.

20 The smaller erf 1675 contained the Wynyard 
mansions, previously utilised by the Provincial 
Dhs for residential rental accommodation.

21 The site benefits from multiple zoning, 
which includes Transport Zoning 2, general 
Business (gB) 5 and general residential (gr) 

4. The zoning grants the site considerable de-
velopment potential: 

“gB zonings provide for general business 
activity and mixed-use development of a 
medium-to-high intensity. very few re-
strictions relate to use because the aim is to 
encourage a range of uses – but industry is 
not permitted.”13 

“The gr zonings promote higher-density 
residential development, including blocks 
of flats ... gr3 and gr4 cater for flats of 
medium height and floor space.”14

22 In 2011, a heritage specialist was commis-
sioned to prepare a Phase 1 heritage Impact 
assessment for the site.15 The study concluded 
that the historic ellerslie school building and 
the avenue of mature cape ficus trees leading 
to the school’s facade from the south-west 
entrance are both of significant heritage value 
and would therefore need to be protected.

Figure 1: The SHA and the RCG have approved the purchase of 500 social housing units 
from Calgrow’s mixed-use mixed-income development in Scottsdene, Kraaifontein
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Figure 2: Satellite picture of the site – Source: EOI

Figure 3: Zoning diagram of the site
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summARy oF THE modEl

23 The financial model is based on the concept 
of a social housing-led, mixed-use, mixed-
income, in-fill development featuring 270 
social housing rental units constructed at a 
cost of r80.2 million. The site’s retail facil-
ities will be constructed at an estimated r12 
million. In addition, the site will include a 
community facility (the old ellerslie school) 
and a public open space.

24 There are no costs associated with the com-
munity facility as this would be sold voet-
stoots. The model proposes that the proceeds 
from the sale of the community facility and 
the retail space should be used to cross-sub-
sidise the housing component. Including pro-
fessional fees, contingency and landscaping, 
the total construction costs altogether amount 
to r112.7 million.

25 The social housing units would be spread 
across blocks a, B and c. Block a would in-
clude some ground-floor retail along the main 
road frontage and residential units above. 
Block D would remain a community facility 
– which could, for instance, become a school. 
Block e would become a public open space. 
In this way, the façade of the ellerslie school 
building and the established garden would be 
protected while at the same time integrating 
the site with the surrounding neighbourhood.

26 The 270 social housing units would consist 
of 80 bachelor units, 90 one-bedroomed 
units and 100 two-bedroomed units which 
together utilize 13,590m2 (some 69%) of the 
total available construction bulk (19 516m2), 
according to the 2012 urban Design report 
(uDr). 

27 although the general principle of developing 
a social housing-led, mixed-use, mixed-
income, in-fill development is supported by 
nu in the strongest possible terms, the organ-
isation is of the informed opinion that the fi-
nancial model and its underlying development 
concept are weak and can be improved. (In 
Part Three, nu respectfully submits two better 
models based on the same principle). 

28 nu believes that the financial model’s inad-
equacies are indicative of the Department’s 
failure to honour the mandate given to them 
by cabinet.16 currently, the proposal fails to 
achieve the best value for money, prescribed 
by the gIama as “the optimisation of the 
return on investment in respect of an im-
movable asset in relation to functional, fi-
nancial, economic and social return, wherever 
possible.”17

Figure 4: Development proposal from feasibility model
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lImITATIons oF A sTATIc modEl

29 The financial model is static in that it provides 
one scenario: a social housing component, 
cross-subsidised with the sale of the retail 
and community facility. It does not entertain 
the multitude of variables which affect the 
viability of a development of this scale. as 
previously cited, the feasibility model does not 
show alternative feasible scenarios, such as one 
in which the retail and community facilities 
are not sold but leased out. The study also fails 
to show alternative possible scenarios such as 
market residential units. 

cAPTuRIng THE BEsT RETuRn 

30 like any other sphere of government, the 
Wcg must observe and adhere to the prin-
ciples enshrined in the Bill of rights and must 
conduct its activities within the parameters 
that the chapter provides.18 Within the re-
straints of its available resources, Province is 
constitutionally obliged to foster conditions 
that enable citizens to gain access to land 
on an equitable basis,19 and achieve the pro-
gressive realisation of the right to adequate 
housing.20

31 as  discussed  at  length  in  Part one, gov-
ernment’s constitutional duty to progressively 
realise the right to adequate housing cannot 
be divorced from its responsibility to ad-
vance spatial justice. recently, this has been 
legislated as an overarching principle in the 
sPluma21 and luPa.22 

32 With private developments, the value gen-
erated typically refers to financial value gen-
erated for the developer, owner or relevant 
investors. other types of value created by 
appropriate developments may relate to, for 
example, positive contributions to the local 
economy or the creation of vibrant, inclusive 
and sustainable urban environments. 

33 In order for Province to capture the best 
return (in all its forms) from Tafelberg, it must 
have a reasonable understanding of the site’s 
potential development value, as well as the 
long-term opportunity costs, benefits and im-
plications associated with the development. 

unREAlIsTIc lAnd cosT AssumPTIons

34 The model’s base assumption is that the land 
is a contribution towards the development. 
The model calculates the opportunity cost 
of r135 million – that is, how much the site 
would have fetched on the open market from 
the current purchaser. spread across the 270 
social housing units, the per-unit land cost is 
calculated as r500,000.

35 This is an exorbitant land cost (per housing 
opportunity). When combined with gov-
ernment capital construction grants, it 
amounts to a per-unit cost to government of 
r764,000. This very high figure raises serious 
questions of equity, given the already-daunting 
housing backlog that the Wcg faces. 

36 The model is inadequate when it comes to 
exploring better ways for ensuring access to 
low- and moderate-income households while 
maximising the opportunities for cross-subsi-
disation. It also fails to consider ways in which 
the land contribution could be minimised 
by achieving maximum return on land value 
from certain portions of the site which are not 
required for social housing.

37 Whatever the remaining value of the land 
contribution, no attempt has been made to 
demonstrate the value as a site (or portion of 
a site) dedicated to social housing. especially 
problematic is the lack of a framework or 
methodology that at least attempt to demon-
strate what these benefits would be, and how 
they can accrue in the long-term. 

PooR mARkET And BusInEss InTEllIgEncE

38 any attempt to capture the value of incor-
porating market uses in a site like Tafelberg 
requires a market feasibility analysis. Without 
due consideration for market conditions, it is 
simply impossible to assess the effects of such 
an intervention on, for example, the access to 
low- and moderate-income households, and 
the potential for cross-subsidisation.

39 It is crucial to ask whether the sale of the retail 
space and community facility is the net market 
potential of the site (relative to the social 
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housing portions). given the nature of the site, 
and the buoyant residential market conditions 
prevalent in sea Point, it is astonishing that 
the development concept does not explore the 
possibility of sectional title residential units 
to assist the project’s viability. even the sim-
plest analyses of the supply side of the market 
(relative to the demand side) would reveal the 
desirability of including market residential 
units on a limited scale. 

40 This is also contrary to international and local 
best-practice approaches to mixed-use, mixed-
income developments, which incorporate 
sectional title sales because of their ability to 
be sold off plan, contributing significantly to 
capital expenses. 

41 The feasibility model assumes a cross-sub-
sidisation potential of r41 million. This is 
comprised of r15 million for the retail portion 
and r26 million for the community facility. 
once the construction cost for the retail 
section is included, this reveals a cross-sub-
siding portion of only r30 million. given the 
enormous development potential of the site, 
the cross-subsidisation potential is not fully 
maximised. 

42 The financial model failed to depict evidence 
of well-executed market analysis. Without 
information on market analysis, and especially 
analysis of demand, this feasibility study is 
insufficient for cabinet to make an informed 
decision based on prevailing market trends. 

FAllIng sHoRT oF nEw TREnds

43 The model indicates that the DTPW not only 
has a limited understanding of prevailing 
market trends but also that it is not keeping 
abreast with emerging trends within the social 
housing sector. 

44 shIs are increasingly using market residential 
units to cross-subsidise affordable rental 
units. This has been the organic response to 
the limits of the static grant regime discussed 
above. any engagement with the shIs active 
in the sector would reveal this best-practice 
approach. for instance, communicare, the 
biggest service provider in the Western cape 

with 3375 rental units, has resorted to what it 
calls its “social enterprise funding model”:23 

“compensating for the absence of oper-
ating subsidies from the state, our business 
model cross-finances affordable rental 
accommodation with commercially viable 
property development and management. 
as property manager we hold residential 
properties for rental at affordable rates and 
in the open market. as a property de-
veloper we acquire and develop residential 
property to hold long term or for sale. To 
improve our sustainability and impact in 
the affordable housing sector our medi-
um-term strategy is to develop a substantial 
portfolio of residential apartments leased 
in the open market. The annuity income 
from this portfolio will enable us to provide 
more affordable social rental stock and to 
do so more sustainably. In the short-term 
this means gearing our balance sheet for 
growth, upgrading several aging prop-
erties and adapting our service offering to 
tenants.”24

45 shra is now encouraging construction 
of market rental units for the purpose of 
cross-subsidisation. Its strategic Planning doc-
ument states that: “social housing products 
may accordingly include multi-level flat or 
apartment options for higher-income groups 
(incorporating beneficiary mixes to support 
the principle of integration and cross subsidi-
sation)...”25

46 for example, the Drommedaris development 
in Brooklyn, completed in 2011, includes 219 
social housing rental units. The project in-
cluded 20 sectional title freehold units which 
were sold off plan to assist with the capital 
costs of the project. These units were sold 
through yes Properties, the sales division of 
communicare. yes Properties has developed 
and sold out ten developments; it is currently 
constructing another two. This indicates a 
well-established capacity within the sector to 
develop and market residential units.26

47 using market rental units to cross-subsidise 
affordable units is also consistent with af-
fordable housing trends elsewhere in the 
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world. examples include regent Park in 
canada27 and coin street in london, where 
onsite market residential units were used to 
cross-subsidise social housing.28 

48 With sectional title residential units in place 
to bolster the capital costs associated with 
construction, government could explore other 
functions for the community facility, retail 
section, structured parking29 and additional 
residential units to extract operational income 
via leasehold.

cAPITAl gRAnTs And IncomE BAnds

49 The viability of social housing is largely de-
pendent on the capital grants available, as well 
as the rental amounts that can be charged. The 
feasibility study does not give a scenario that 
factors in the increases in the income bands.

50 The model assumes that the rcg will increase 
from r125,000 to r154,000. This shows that 
the DTPW is aware that the rcg – which has 
not been adjusted for inflation since 2008 – is 
likely to be amended by national government 
in the near future.

51 The model does not adequately take into ac-
count that the income bands are also likely to 
change in the near future from r1,500-r7,500 
to r1,500-r15,000.30 This will have a major 
impact on the feasibility of building social 
housing in well-located areas, on the liquidity 
and sustainability of social housing develop-
ments, and on their ability to cross-subsidise 
access to rental housing.

52 This is a critical factor in determining the 

viability of the project as it has a direct and 
material impact on the amount of rental that 
can be charged for social housing units. an 
increase in rental amounts will positively 
impact the shI’s ability to service debt and to 
facilitate internal cross-subsidisation between 
the primary, secondary and  gap segments  of 
the income bands.

53 Province’s response to this ‘sea change’ in the 
policy is at best ambivalent. This is because the 
rental income assumed in the model reflects 
neither the status quo nor the proposed new 
income. for instance, the model assumes a 
rental income of r1,000 per bachelor unit but, 
currently, policy limits it to r750 p/m.31 The 
amounts for the other categories are in line 
with current industry regulations.

PuTTIng lAnd To InEFFIcIEnT usE

54 another weakness of the Province’s model is 
that it is based on a 2012 urban Design report 
(uDr) which did not have social housing as a 
land use, and used an outdated zoning scheme 
(i.e. 2002).

55 according to the uDr, the old zoning 
scheme allowed for a maximum zoning of 
19,516m2. under the current zoning scheme, 
the development parameters allotted to gB5 
is a floor factor of 4, coverage of 100% and a 
maximum height of 25m. With gr4, there is 
a floor factor of 1.5, a coverage of 60%, and a 
maximum height of 24m. Deducting the bulk 
already used by the ellerslie school, there is 
approximately 26,880m2 of bulk available for 
construction on the site as of right.33 

56 This must also be considered in a context 
where contemporary developments in a dense 
urban setting such as sea Point routinely 
secure development rights that are consid-
erably in excess of the current development 
parameters.  This is a fatal flaw in the financial 
model, which has a serious negative material 
effect on the viability of the development as 
proposed.

Figure 5: Drommedaris sectional title units
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InAPPRoPRIATE uRBAn dEsIgn PARAmETERs

57 The financial model borrows from a uDr 
completed in 2012. The design was for a very 
different form of development, which cannot 
simply be translated to social housing without 
any due regard to development constraints 
specific to the social housing sector. 

58 The site offers a development yield of ap-
proximately 20,000m2 of mixed-use space, 
comprising 12,200m2 residential use, 1,700m2 
retail use, 700m2 restaurant and 5,000m2 
business use.34

59 The previous design is not well suited to 
the design parameters associated with the 
social housing sector. Within the current 
business-funding context, the optimal social 
housing building typology is a four-storey 
walk-up. This is because it is the maximum 
height a block can go without incurring the 
additional expenses associated with mid-rise 
construction, including elevators and rein-
forced construction methodologies. The uDr, 
however, assumes that three-, four- and five-
storey blocks are inappropriate.

60 The previous design also does not optimally 
utilise the gB5 zoning along with its main 
street frontage. It proposes a three-storey 
building – a conservative and unimaginative 
option given that The equinox building across 
the road is seven storeys high. 

PARkIng And PuBlIc sPAcE

61 The feasibility study proposes 108 parking 
spaces for the 270 social housing units, with 
23 off-street parking bays for the retail facility. 
The former allocation may prove to be ex-
cessive. This is due firstly to the location of the 
site and its accessibility to a well-developed 

Figure 27: Development yields 32

Figure 6:  The original design was clearly aimed at a predominantly market-led 
development35
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transport system (myciti, golden arrow and 
minibus taxis). secondly, the experience of 
shIs has shown that, given the income bands 
of residents in social housing, few among 
them own vehicles. 

62 If the retail component were to be replaced 
with market residential units (a possible 
scenario), underground structured parking 
could be constructed. This would cost more 
but may still be feasible due to the location 
and the market residential units on-site. The 
underground parking could be rented to 
neighbouring households, businesses and the 
general public, generating more income for 
the site.

63 The greatest argument articulated by de-
tractors of Tafelberg social housing is that 
Province will lose land to the value of r135 
million if it does not sell the site to the Phyllis 
Jowell Day school. 

64 If the open public space is to remain open to 
the public, it should remain the property of 
the government – ideally local government 
under city Parks – within the directorate of 
community services. community services 
would thus be responsible for maintaining the 
site. This would require a further reduction of 
the government contribution, and therefore 
the opportunity cost of social housing. 

65 If the open green space is closed off to the 
public, there is no reason why the whole 
portion should remain an open space or park. 
little or no value for money, or public good, 
would result from a closed-off green space. as 
an alternative, more retail or market resi-
dential units could be constructed on the site 
while protecting the heritage trees. a portion 
of the open space could also be joined to the 
community facility for lease.

undEREsTImATEd cosTs

66 a cornerstone of any financial feasibility is its 
ability to accurately analyse the real costs of 
construction and maintenance over a build-
ing’s lifespan. There are, however, several 
glaring flaws in the financial model.

67 The total cost of development on the whole 

site has been understated at r112.7 million. 
affordable housing developers, private devel-
opers and other experts in the construction in-
dustry36 have estimated that total construction 
cost would be closer to just over r200 million 
– almost double Province’s calculation. 

68 This deficit is created by underestimated 
building costs combined with a number of 
other cost items which were omitted and/or 
understated. such include:

•	 capital costs assumed to be zero or omitted 
altogether

•	 capital costs that are underestimated

•	 operational costs that are underestimated

•	 Inaccurate return assumptions

•	 cashflow calculations

•	 capital costs assumed to be zero or omitted 
altogether

69 There are number of additional points that 
should be taken into account concerning the 
model’s cost inaccuracies:

•	 Development costs are assumed to be zero. 
In practice, they may be reduced, but this is 
contingent on city council. This requires a 
commitment from the city. 

•	 no site preparation costs are estimated. 
There would be need for site preparation 
such as land works and levelling.

•	 national home Builders registration 
council fees are not included yet this is a 
mandatory and substantial cost, usually 
about 1.5% of the total building cost.

•	 Debt funding is a large component of 
social housing funding. The model assumes 
debt of r20.9 million raised by the shI. 
Debt funding comes at a cost, referred to 
as bond-raising fees, which are not incor-
porated. The cost of bond raising fees are 
usually a minimum of r500,000; this is 
separate from the bond itself or the interest 
on the bond.37

•	 The landscaping cost of r240,000 for only a 
portion of the site (400m2) is understated. 
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The consulted affordable housing devel-
opers argue that this amount is more likely 
to be above r300 000. 

•	 The maintenance costs for the public space 
are not specified. This is problematic as it 
is not clear who will bear them. It could be 
the shI, it could be incorporated with the 
community facility to be sold, or it could 
be under the control of city Parks. This is a 
contingency that relies on the city but it has 
not been explored in the feasibility study.

•	 The study distinguishes between profes-
sional costs for the social housing com-
ponent (10%) and the retail component 
(13%). Based on consultation with af-
fordable housing developers, the profes-
sional fees were underestimated. Profes-
sional fees for social housing range between 
8.5-12.5%.38 Due to the small retail com-
ponent, professional fees of 13% are low 
since the professional fees are high on small 
projects and decrease as the project size 
increases.39

•	 The assumption is made that the retail and 
community facilities will be sold, yet the 
costs of marketing the facilities are not in-
corporated into the study. 

•	 approval costs are also not factored into the 
feasibility study.

•	 The model assumes that the annual in-
crease in operational costs (referred to as 
the operational cost escalation) is 6.4% and 
seemingly increases closely with cPI in-
flation. affordable housing developers state 
that is likely to be a minimum of 8%. This is 
because operational costs are market driven 
and tend to rise at a faster pace than con-
sumer price index inflation. 

•	 finally, the study does not include mar-
keting costs for both retail and the com-
munity facility due to be sold. 

InAccuRATE RETuRn AssumPTIons

70 The Internal rate of return (Irr) expected 
for the project is hugely off the mark. The 
study assumes an Irr of about 21.47% before 

tax. In contrast, an Irr of about 18-20% is 
what is expected for successful market devel-
opments. In practice, shIs barely manage an 
Irr of 9-10% after investing large amounts of 
equity into the project, coupled with debt ser-
vicing costs, and operating costs that will need 
to be paid progressively.

71 The feasibility study assumes a positive net 
present value from 2022, a period of three 
years. The experiences of affordable housing 
experts, including social housing institutions, 
find that this is not the case in practice. It 
takes much longer than the period suggested 
in the study (three years) to achieve a positive 
net present value. 

FlAwEd cAsH Flow cAlculATIons

72 There are a number of simple addition and 
subtraction miscalculations in the net cash 
flow shown on p. 1 of the feasibility study. 
These subsequently throw off all calculations 
on total earnings, thus affecting the accuracy 
of the Irr and ultimately the feasibility of the 
project. 

73 observe figure 7 overleaf, which highlights 
where exactly in the feasibility study miscalcu-
lations are found:

74 There is a subtraction miscalculation of the 
earnings before tax, interest deposit and 
amortisation for 2021. It is recorded as r1.35 
million instead of r936,450 when recalcu-
lated (see Box a above). a subtraction mis-
calculation leads to the total earnings before 
tax, interest deposit and amortisation being 
overestimated to r50.56 million. The devi-
ation is off by over almost 2 million (see Box 
B). an addition miscalculation in tax expense 
is given as r12.9 million. When recalculated it 
amounts to r12.45 million (see Box c).

75 as mentioned above, the impact of these mis-
calculations is that the credibility of the Irrs 
in this feasibility study are questionable.
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socIAl BEnEFITs ovERlookEd

76 The financial model does not take into ac-
count the long-term economic savings for 
both the government and low-to-middle-
income households. as described in Part one, 
spatial segregation imposes a number of costs 
on households, society and the state, which 
become difficult to reverse over time.

77 The financial model also does not take cog-
nisance of the social benefits of residing in a 
well-located area such as sea Point. a study 
of 5,000 families conducted by the Pew char-
itable Trust found that a child’s economic 
viability during adulthood can be strongly 
predicted based on the poverty rate in the 
neighbourhood where she or he grows up. The 
poverty rate in a child’s neighbourhood is even 
more influential on her/his economic future 
than her/his parents’ education level or occu-
pation.41 To add to this, “neighbourhoods of 
concentrated low-income households expe-
rience disproportionate levels of crime, poor 
educational outcomes, higher incarceration 
levels and low levels of public health.”42

Figure 7: Miscalculations on Province’s cash flow40
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78 The principle of using well-located valuable 
land for mixed-use, mixed-income, so-
cial-housing-led developments is strongly sup-
ported; however, the model proposed does not 
make optimal use of the site, which therefore 
cannot realise its best value in terms of social, 
functional and financial returns. This makes 
it necessary to consider alternative scenarios, 
especially those that incorporate cross-subsi-
disation with market sectional title units given 
sea Point’s property dynamics. This approach 
would not only ensure a social-housing-led 
development that is viable and sustainable in 
the long-term, but it would also provide the 
Department with a replicable model for other 
well-located parcels of land. 

79 In the following section, nu presents cabinet 
with two preferable alternatives.

conclusIon
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