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1 Introduction

Finmark Trust, the Social Housing Foundation, Nedbank and the Gauteng Department of
Housing have appointed Shisaka Development Management Services in association with the
CSIR to undertake research into ‘Housing Entrepreneurs’. Housing Entrepreneurs are defined
as Small Scale Landlords and Entrepreneurs who operate or use their house as part of their

business activities.

The purpose of the research is to understand how housing and housing finance can be used

as a tool to promote the emergence and growth of Entrepreneurs and Small Scale

Landlords. Specifically the study aims at:

= Identifying the housing finance interventions necessary to build an entrepreneurial and
small scale landlord sector in low income areas.

= Developing appropriate information products and tools to assist emerging
Entrepreneurs and Landlords in their efforts at becoming Housing Entrepreneurs.

= Focusing on the potential for Small Scale Landlords to be the model for dealing with
difficult to transfer state owned stock.

=  Understanding the key issues which would support a productive relationship between
the Landlord and the Tenant in the small scale sector in the mutual interests of both
parties.

= Inform policy and strategy directions so as to facilitate better access to housing
investment opportunities for either Entrepreneurs or Small Scale Landlords, such as

are already being realised in the middle and upper income sector of South Africa.

This report forms part of Phase 1 of the research and comprises a literature review of
Small Scale Landlords. International and national literature on Small Scale Landlords was
reviewed through an Internet search, as well as documentation provided by professionals in
the development sector. This report does not address the financial needs and lending products

required by Small Scale Landlords as this is covered in a separate report (Resource Report 2).

The purpose of this report is to obtain an understanding of Small Scale Landlords and
the issues that affect them, as reported in international and national literature. This
report therefore examines issues pertaining to being a Small Scale Landlord and the

production of rental accommodation and includes:
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- Anoverview of the rental sector in South Africa

- Types and motivation of Small Scale Landlords

- Types of rental stock and the basis for the investment in and quality of such stock
- The legislative, policy and funding framework

- Key functions and risks

- Landlord/tenant relationships

- Facilitative mechanisms in support of Landlords
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2 Overview of the rental sector in South Africa

2.1 Definition

Rental accommodation refers to the consensual occupation of accommodation by an
individual or individuals (lessee or tenant) controlled by another individual or institution
(lessor or landlord) on an agreed basis, generally for an agreed payment. This agreement may

be written (lease agreement), or verbal and generally sets out the terms on which the

. . 1
accommodation is rented.

2.2 Extent and overview of the rental sector

Table 1 below provides an overview of the housing sector in South Africa as reflected in the

October Household Survey of 1999 and the 2001 Census.

Table 1: Overview of the rental sector as a component of the overall housing sector

Overall housing sector

Data Source Owned Rented Traditional Informal Other Total
Settlement

OHS No hh (mil) | 5,2 34 1,15 1,0 0,1 10,85

1999 % 48 31 11 9 1 100

Census | Nohh (mil) | 4,9 33 1,6 1,4 0,03 11,23

2001 % 44 29 14 12 1 100

Rental housing sector rental Sector Definition of terms

Census Forma l Household Owned: households who have registered title over the

properties in which they live.

OHS No hh (mil) | 1,6 1,0 o )
Rented: households who live in a property with consent
1999 % 15 9 from the owner/landlord or their agent.
2001 No hh (mil) | 2,7 0,6 Traditional: households living in a traditional dwelling, hut
% 2 5 or structure made from traditional materials
Informal Settlement: households living in an informal

dwelling on a piece of land without the consent of the owner.
Other: caravan, tent, ship etc

Formal rental: includes house or brick structure on a
separate stand or yard, flat in block of flats,
town/cluster/semi-detached house

Household rental: includes house, flat, room in back yard,

. . L. . informal dwelling/shack in back yard.
As detailed in Table 1 above it is evident that:

! From Social Housing Handbook, Social Housing Foundation in South African Rental Sector Overview, David
Gardner, 2005
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= The rental sector in 2001 comprises 29% of the overall housing sector (3,3 million
households). The sector has shrunk slightly from 1999 when the sector comprises 31% of
the overall households sector or 3,4 million households.

In comparision to other components of the overall housing sector, the number of

households owning a house also decreased over the period (from 5,2 million to 4,9

million), but the number of households living in Traditional and Informal Settlements

increased (from 1,15 to 1,6 million households in respect of Traditional and 1,0 to 1,4

million in respect of Informal Settlements).

= The rental sector comprises two sub-sectors:

- Formal sub-sector which includes households renting a formal house or brick
structure on a separate stand or yard, a flat in a block of flats, town/cluster/semi-
detached house. This sub-sector comprised 2,7 million households in 2001, making up
82% of the Rental Sector and 24% of the overall Housing Sector. This sub-sector has
seen a siginificant growth since 1999 (9%).

- Households sub-sector which includes households renting a formal house, flat or
room in a backyard or an informal dwelling or shack in a back yard. This sub-sector
comprised 0,6 million households in 2001, making up 18% of the Rental Sector and
5% of the overall Housing Sector. This sub-sector has decreased in size since 1999

(4%).

In respect of the Overall Housing Sector it can therefore be concluded that between the
period 1999 and 2001 there was a decreasing number of households able to access
housing units for ownership or rental. This resulted in an incrase in the number of
households living in informal units including traditional dwellings and informal
settlements.

While the Rental Sector saw a decrease in size over the period, there was however a
significant increase in the amount of formal rental stock delivered and a decrease in the

number of households lving in Household Rental.

2.3 Extent of Small Scale landlords
There are no statistics on the number and type of landlords who provide and manage rental
stock in South Africa. However based on the 2001 Census (detailed in Table 1 above) the

following can be surmised:
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. Small Scale Landlords are managing all of the stock comprising the Household Sub-
Sector
] Small Scale Landlords are likely to be managing a portion of the stock comprising the

Formal Sub-Sector.

In respect of international experience Sunil Kumar® indicates that studies of low income
settlements show that one landlord provides accommodation for between one and three other
tenant households. A large majority of private landlords operate on a small scale and often
live in the same property as their tenants. For example in low income settlements in
Bogota most landlords are themselves poor and are renting one or two rooms in their own
house to supplement their own limited incomes.

In Benin City Nigeria, the private rental sector is characterised by small scale ownership with
the majority of landlords being landladies who occupy two to three rooms while letting the

extra rooms to tenants.

2.4 Trends in respect of the rental sector in South Africa

Current trends in South Africa in respect of the rental sector are as follows":

= Growth: Relatively low overall rates of rental housing delivery, coupled with low levels
of vacancy in existing rental sub-markets and a high indicated demand for rental
accommodation across the board suggests that South Africa’s rental housing sector in
general can support substantial growth.

=  Policy focus: There has been an increased focus on the role of rental in overall
housing policy in the last five years (See section 5.0 below). National, provincial and
local government are recognising the important role the rental sector plays in developing a
balanced housing sector.

= Social Housing: Over the last decade ‘social housing” was almost synonymous with the
rental sector in South Africa. Extensive subsidy, policy, institutional and facilitative
support was developed to assist this category of rental housing. The structural problems
facing housing institutions and a growing realisation of other rental housing types has

begun to result in a widening of the concept of rental housing.

2 Landlordism in Third World Urban Low Income Settlement: A case for further research, Urban Studies, May
96

3 South African Rental Sector Overview, David Gardner, 2005
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Inner City Rental Housing: The development of the rental housing sector, particularly in
inner cities is seen as a tool for urban stabilisation, regeneration and job creation.
Whether rental housing itself can deliver on all of these issues itself is unlikely.

Informal rental market exclusion: Until this year policy has been totally quiet on the
informal rental sector. However there is a growing recognition of the role this rental

sub-sector plays.
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3 Types and motivation of Landlords

Landlords are a diverse group made up of different categories that are motivated to operate in

the rental sector by fundamentally different factors, financing and regulatory needs.

3.1 Types of landlords

There are a number of ways by which Landlords have been defined*:

The size of operation: Landlords are defined by the size of their operation. The terms
small scale landlords and large scale landlord are commonly used. In respect of what is
meant by small scale, in Latin America it is taken to be landlords who own a few rooms
either inside or outside of their own house. In Mexico landlords live on the property where
they let rooms, or only own one rental property with the minority owning two to three
rental properties. In Colombia most small landlords own one rented dwelling.

The basis of residency status: Landlords are defined on the basis of whether they are a

resident in house landlord or a non resident absentee landlords.

Routes by which they became a Landlord: Landlords are defined on the basis of the

routes by which they became a landlord for example some landlords bought property,

some inherited it and others built it themselves.

Economic success’: Landlords are defined on the basis of their economic success or

motivation for example:

- Subsistence landlords are defined as those whose rooms are rented to sustain or
augment the household’s income, either for investment in completing or maintaining
the dwelling or for everyday subsistence needs.

- Petty bourgeois landlords are defined as those that use the income from renting to
invest in improvements to their quality of life for example by carrying out house
improvements or the purchase of consumer durables.

- Petty capitalist landlords are defined as those who own more than one property and
produce dwellings for rent in order to expand and reproduce capital in the form of

landed property.

4 Adapted from Landlordism in Third World Urban Low Income Settlement: A case for further research, Sunil

Kumar, Urban Studies, May 96

3 Rental tenure in the cities of developing countries, Carole Rakodi, Urban Studies, May 1995
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= Motivation: Landlords are defined on the basis of their intended use of the property®. For
example in Mexico city a distinction was drawn between:
- ‘False renting’ in which the landlord is keeping the building for occupation by his
her family, or

- speculation where it is intended to provide an income supplement,

In South Africa D Gardner (2005) identifies the following 8 categories of Landlords defined
in terms of scale and type of rental stock they are providing. These are detailed in Table 2

below.

Table 2: Categories of landlords

Category Sub-sector Type of accom-
dation provided
Large Formal rental Multiple owner listed or unlisted Multi unit Over 100
corporate registered legal entity accommodation units
landlords complexes.
Small private | Formal rental Single owner or shareholder entity | Multi unit Below 100
landlords sub-sector accommodation units
complexes
Individual Formal rental Private individuals Separate Upto 10
landlords sub-sector accommodation units
units
Social Formal rental Take various legal forms. Most are | Multi unit Over 100
Housing sub-sector registered as Social Housing accommodation units —
Institutions Institutions with the Social complexes viability
Housing Foundation between
1500 to
2000 units
Public rental | Formal rental Public agencies (National, prov or | Multi unit Over 100
institutions sub-market local government (or publicly accommodation units
owned Special Purpose Vehicle) complexes
Company Formal rental Corporate entities not directly Company owned Varies on
landlords sub-market engaged in the housing sector houses or apartments | size of staff
Household Informal rental | Individual owners or individuals Home room rental, 1 to 20
landlords sub-market who offer rental opportunities on backyard dwellings | units
land or buildings on the property or site rental.
on which they live
Other Formal rental Various miscellaneous types of Temporary Varies
landlords sub-market rental accommodation

Of the categories of landlords detailed above the following comprise

landlords and the focus of this investigation:

% Rental tenure in the cities of developing countries, Carole Rakodi, Urban Studies, May 1995

small scale




Research into Mechanisms to Support the Emergence of Small Scale Landlords as Entrepreneurs 9

=  Small private landlords
= Individual landlords

= Households landlords

3.2 Motivation of Landlords

The literature suggests that the different types of Landlords are motivated by different
factors. Larger corporate Landlords appear to be motivated by the rate of return
realised in respect of the rental stock. However this is not as clear in respect of small scale
Landlords where the motivation differs in respect of Landlords who occupy the property

which they are renting and those who do not (absentee landlords).

For many small scale Landlords who occupy the property from which they let rooms the
motivation is survival, income supplementing or a small business strategy due largely to
the fact that such Landlords generally have low incomes. Returns from letting and capital
from other sources are generally too limited to enable the Landlord to trade up with respect to
his or her own accommodation, let alone embark on larger scale property development’.

On serviced plots in Gabarone, half the landlords are women heads of household and a third
are women in nuclear households, for many of whom rents are their only income.

Sunil Kumar® indicates that in developing cities Landlords are not always wealthy and not
always wealthier than their tenants. A World Bank Study of landlords and tenants in Cairo has
shown that, although the median income of landlords is high, about 25% of tenants had
incomes that were higher than the landlord medium, while about 25% of landlords had
incomes lower than the tenant median.

A study in Mexico found that the majority of landlords were not wealthy and some were
decidedly poor. The better off landlords seem to have one thing in common, they tend to run
their own business, in addition to their rental interests and it is the business rather than their

rental stock that is usually the main source of income.

7 Rental tenure in the cities of developing countries, Carole Rakodi, Urban Studies, May 1995

8 Landlordism in Third World Urban Low Income Settlement: A case for further research, Urban Studies, May
96
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In Ghana where landlord households include extended families per capita household income
is similar to or even lower than that of their tenants. In Kenya although landlords are from
markedly different social background there is a significant landlord group from amongst the
urban poor.

Not all owner occupiers wish to rent rooms. In some cases, this reluctance is widespread. For
example in Karachi, where religious and cultural beliefs emphasise privacy, rooms are only

let as a temporary strategyg.

The extent of absentee landlords varies between cities and areas over time. In many
places for example most Latin American cities, Cairo, Delhi, Benin, Enugu, Dar es Salaam
most landlords are resident. Although absentee landlordism is more extensive elsewhere, this
seems to be the exception rather than the norm and large scale non resident landlords seem to
constitute only a small minority of all landlords.

Information on the motives, characteristics and scale of activities of absentee landlords
is by definition hard to come by and few studies have been replicated over time. Where
data is available, it often indicates that absentee landlords differ more from their tenants

in terms of income, wealth and political influence than do resident landlords'”.
Table 3 below provides an overview of the three categories of small scale landlords in South
Africa as identified by D Gardner (see Table 2 above) relevant to this study and their

motivation.

Table 3: Motivation of small Landlord categories in South Africal 1

Category Type of accommodation provided = Motivation

Small private landlords Multi unit accommodation Profit: Primary income source
complexes. Below 100 units

Individual landlords Separate accommodation units. Up Profit: Generally secondary income source
to 10 units

Household landlords Home room rental, backyard Either Profit- primary or secondary
dwellings or site rental. 1-20 units income source (often survivalist)

Or Familial — no income source

® Rental tenure in the cities of developing countries, Carole Rakodi, Urban Studies, May 1995

!9 Rental tenure in the cities of developing countries, Carole Rakodi, Urban Studies, May 1995
' Based on D Gardner (2005), Sigodi Marah Martin and Matthew Nell and Associated (2002)
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4 Rental stock

4.1 Type of rental stock

Rental stock available within South Africa can be described in terms of'*:

Type of construction

Planning status

These are outlined below.

4.1.1 Type of construction

There are generally two types of construction methodologies used in developing rental stock

in South Africa:

Formally constructed accommodation: This refers to the construction of

accommodation using formal developers and contractors, permanent building materials

(such as concrete, brick and wood) to standards specified by the National Building

Regulations. Such stock is developed either through the building of new stock or through

the refurbishment of existing stock. Options in this regard include the following:

- New Construction: This involves the development of new residential units or
buildings.

- Use of existing accommodation: This involves purchasing existing units for rental.

- Refurbishment: This involves upgrading an existing residential building that has
fallen into disrepair.

- Conversion: This involves changing the use of suitable non residential buildings
(office or industrial) to residential rental.

Informally constructed accommodation: This refers to the construction of

accommodation by households themselves or using informal developers and contractors,

generally using informal or impermanent materials (wood, traditional materials,

galvanized iron and plastic). Generally such accommodation will not meet National

Building Regulation standards. Such stock is developed generally through the building of

new stock.

12 Adapted from South African Rental Sector Overview, David Gardner, 2005
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4.1.2 Planning status

The planning status is categorised according to whether the accommodation is a primary or

secondary accommodation unit and whether it is self contained or reliant on common

facilities.

= Primary accommodation units are distinct accommodation units, legally zoned as

residential units, with their own facilities. Such units generally meet minimum national

performance standards and include the following categories:

High rise accommodation: formally constructed flats or apartments of over four
storeys.

Medium rise accommodation units: formally constructed two, three and four storey
walk ups.

Attached permanent accommodation units: formally constructed single or double
storey semi-detached houses, row houses or townhouses.

Freestanding permanent accommodation units: formally constructed houses, cluster

houses or townhouses.

= Secondary accommodation units are found on a stand with a primary accommodation

unit and comprise a separate unit or room either with their own or shared services. These

units are generally not legally approved or are the subject of a special application. These

units may or may not meet national performance standards and include:

Formally constructed permanent dwelling units: formally constructed self contained
dwelling units with their own services including for example garden cottages, flatlets
and lofts.

Formally constructed backyard rooms: formally constructed structures with access to
shared services on the stand that generally do not meet minimum national performance
standards. Such accommodation includes outbuildings, garages and backyard rooms.
Informally constructed backyard shacks: informally constructed units with access to
shared services on the stand that do not meet national performances standards.

House room: comprising a room in a unit with access to shared services in the unit.

Where such units are not legally approved they stand the risk of being torn down unless

formal approval is obtained.
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4.2 Investment in rental stock

As detailed in Section 3.2 above the motivation for Landlords to invest in rental stock
varies in terms of the type of Landlord.

Those landlords who posses the capital required for the production of a certain quantity
and quality of rental housing (generally formal and larger scale), the opportunity cost of
investing in rental and therefore the rate of return of the investment is a key factor of
concern. This varies greatly from city to city, over time and with type of rental property.
There are examples of very high returns which have encouraged large scale investment.

Even moderate rates of return make renting an attractive investment option especially over the
long term if there is a view that property values will increase. Changing rates of return
generally give rise to shifts within the rental housing market or a decline in the profitability of
return 2.

An assessment of the investment climate for rental housing stock in the Johannesburg CBD
undertaken by Matthew Nell and Associates in 2004 analysed the delivery process and
investment yields in respect of different types of formal stock in the Johannesburg CBD. The
type of stock reviewed includes:

= refurbished existing stock

= converted existing uses (such as commercial or retail space) into residential rental stock

= construction of new stock (new build).

The analysis was undertaken for a range of different investors one of which was a small
private individual company i.e. a small landlord. The analysis showed that refurbishment
resulted in the greatest initial yield (12,81) and highest IRR (17,05). Conversion was the next
best option resulting in an initial yield of 11,72 and IRR of 15,68. New build resulted in the
lowest return i.e. an initial yield of 9,85 and IRR Of 13,21. The conclusion was that such
investors are likely to invest in the inner city of Johannesburg, particularly in respect of
refurbishment and conversion.

However the same study determined that effective demand for rental stock is highly sensitive
to affordability, preference and choice. It was also determined that at the current market rental
accommodation in the inner city is not affordable to over 70% of the inner city population. It
is this limited affordability that results in overcrowding through the subletting of units, or

provides a market for slumlords offering low quality low cost accommodation.

13 Rental tenure in the cities of developing countries, Carole Rakodi, Urban Studies, May 1995
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A national study undertaken by Sigodi, Martin and Matthew Nell and Associates into the
South African rental sector in 2002 calculated rates of return for different categories of rental
stock and determined that generally new formally constructed rental did not yield a sufficient
return, while refurbishment, upgrading and conversion were viable. Interestingly the
construction of informal rental stock was found to show the highest benchmark returns
on capital.

For those landlords whose access to capital is limited by savings and whose investment is
intermittent their investment in rental housing is more likely to be governed by
considerations other than the economic rate of return including for example that the
investment will supplement income, or to purchase property for children or to sell the
land when the prices rise. Also such Landlords may not invest in the property at any given
point in time but may have done so over an extended period of time and the construction
process is one of gradual consolidation'®. In such circumstances, capital is injected in small
and varying amounts. The amounts are often too small to be invested in other sectors of
production. For these Landlords the provision of rental stock is influenced by the
availability of land and housing finance and regulations relating to construction, land

. . 1
use zoning and security of tenure. 3

4.3 Quality of rental stock

Just under one quarter of the rental stock in South Africa is informal meaning that it
falls outside of currently set minimum standards. This could be due to the materials used,
or that the accommodation does not meet specified standards in terms of access to services,
space, light, thermal efficiency, ventilation, fire performance etc.

C Moster (1998) in the Asset Vulnerability Framework indicates that poor quality housing
and inadequate water supplies, sanitation and solid waste disposal are all environmental
hazards that often have a serious impact on the urban poor’s human capital, health and

well being.

4 Landlordism in Third World Urban Low Income Settlement: A case for further research, Sunil Kumar, Urban
Studies, May 96
'S Landlordism in Third World Urban Low Income Settlement: A case for further research, Sunil Kumar, Urban

Studies, May 96
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The link between human health and conditions in the home environment is widely accepted in
the developed world. The Department of Environment in Australia considers healthy housing
audits an indicator of sustainable development and is building further indicators such as
indoor pollution levels into their national State Environment Reporting. In the US, the legal
system holds landowners responsible for the effects of environmental heath hazards on their
property. Some state and local jurisdictions require an evaluation of specific hazards under
environmental or health regulations before the official transfer of title can take place.
Although many studies have attempted to show the relationship between health and housing,
empirical evaluation of housing and health has provided difficult for the following reasons:
= The failure to take into account the multi-factorial non housing variables that affect health
(for example poverty, ignorance, poor nutrition and lack of medical care).
= The direction of a cause and effect relationship pertaining to housing and health variables
is often unclear.
= Indices for measuring health and the hygienic quality of housing are often too insensitive,
inappropriate and/or lack universal acceptability.
= In many cases, no epidemiological studies into the effect of particular housing factors on
health have been conducted.
Despite these obstacles the World Health Organisation (WHO) Expert Committee on the
Public Health Aspects of Housing concluded that the lack of definite measurements does not
denote the absence of a relationship between housing and health.
The World Health Organisations World Health Report (1999) points out the disparities in
death and disease between the developed and the developing nations. The report argues that
despite a major shift in the causes of death and disability from infectious diseases to non
communicable diseases, the Worlds poor continues to show a disproportionate share of the
burden of disease, a significant component of which are communicable diseases related to a
poor environment.
An analysis of types of diseases being experienced indicates that the most important areas to
address are those aspects of the built environment, which contribute to respiratory infections
and diarrhoeal disease. Interventions should be focused on reducing indoor air pollution,
overcrowding and dampness. Emphasis should be placed on the provision of clean
drinking water, adequate sanitation and water management and hygiene education. In
addition the location, design and construction of housing and human settlements should be

addressed to reduce the risk of accidental injury and reduce the impact of natural disasters.
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Research undertaken by the CSIR has identified the following problem areas with respect to

informally built housing particularly shacks in South Africa:

= The structure itself which in many cases is usually corrugated and flat sheet steel, timber
panelling, or plastic, usually constructed over a timber frame are poorly built (17% of
backyard shacks in Khayelitsha were dangerous) and are a direct risk to life or limb from
collapse (wind, flood, impact etc.). If the structure is built of earth there is a risk of
collapse from incessant rain or flooding.

= The structures are often prone to fire, caused often by paraffin stoves, use of candles etc.
Although in the case of backyard rental stock this may not spread in the same way as in a
shack settlement, there are many cases where children sleep alone in backyard shacks and
do not survive fires.

= The thermal performance of the sheet material is very poor. Great temperature variations
and extremes exacerbate illnesses especially those pertaining to childhood ailments.
Acute respiratory infection is one of the big five causes of death among children in such
accommodation.

= There is extensive overcrowding which has both health and social implications.

The adoption of the principles of the United Nations Habitat Agenda (UNCHS, 1996) by the
South African Government, means that there is a commitment to the two main tenets of
‘adequate housing for all’ and sustainable human settlement development. South African
policy contains a definition of adequate housing, referred to as the ‘minimum complete house’
to which all citizens have a right. The Comprehensive Plan for the Development of
Sustainable Human Settlements (2004) estimates that that there are over 1,8 million dwellings
which can be classified as inadequate housing in South Africa (some of which are rental

housing stock).

In South Africa the design and construction of housing stock (whether for ownership or
rental) must comply with the relevant requirements of the:

=  National Building Regulations

= Requirements laid by the National Home Builders Registration Council (NHBRC)

= Local Government Town Planning and Building Ordinances and Bylaws
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While the National Building Regulations provide a broad range of specifications the NHBRC

requirements and Local Government Town Planning and Building Ordinances and Bylaws

require relatively high specifications and requirements including for example:

= The NHBRC requires that the house is built by a builder registered with the NHBRC.

= The Local Government requires that plans are submitted to them for approval prepared in
accordance with the National Building Regulations. In submitting these plans a copy of
the Title Deed is required and an approved Site Development Plan in terms of the Zoning
Regulations that apply. In addition a fee has to be submitted.

= The Local Government will approve the plan taking into consideration both land use

regulations (zoning) and building control regulations.

In respect of the above process the following problems occur:

=  While building standards vary between Local Governments they are generally
significantly higher than what is affordable by small scale Landlords particularly those
providing backyard rental accommodation. In addition the procedures themselves of
obtaining approval are difficult without assistance of professional support.

= Local Government controls the building of housing stock in accordance with the
regulations through inspections by Building Inspectors. However most Local
Governments lack the capacity to effectively apply sanction and limit the development of

stock that does not meet the minimum standards.

Very little research or literature in South Africa could be found on the applicability of the
current building standards being applied by Local Government to affordable housing. G
Payne and M Majale16 indicate that regulatory requirements should be simple, accessible
and understood by all concerned. They should protect the public interest but allow
residents maximum local control. In many cases, just a small reduction in planning
standards, a slight relaxation of restrictive regulation or simplification of administrative
procedures is enough to promote confidence and improve existing settlements and reduce
costs for new developments. To avoid excessive regulation, realistic targets are needed, as
well as mechanisms that rely as far as possible on self regulation. It is important for

regulators and policy makers to:

' Can urban housing regulations be pro-poor, G Payne and M Majale, id21 Urban Poverty
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= Accept realities on the ground

= Acknowledge the knowledge and information systems of people living in poverty

= Recognise that urban poor people’s organisations are an important source of local
innovation

= Revise regulatory frameworks on a regular basis

Before changes can even begin it is important for policy makers and administrators to obtain
accurate assessments of which components of the regulatory framework represent the greatest
bottlenecks to the creation of more focused and appropriate frameworks. This requires
research into the various social and economic costs of existing planning regulations, standards
and administrative procedures. Recent research into the regulatory frameworks of Mexico,
Kenya and Zimbabwe indicated that before frameworks are revised it is important to get the
views of residents on housing standards. These studies found that many people are not aware
of existing standards and for those who were many found them socially and financially
inappropriate”.

It is a concern that one quarter of the rental housing stock in South Africa could be
detrimental to the health of its occupants. However in addressing this thought must be
given to the cost of developing accommodation. While housing developed must be
healthy it must also at the same time be affordable. High standards applied to housing
can often be a significant barrier to providing affordable shelter and can result in
forcing households into overcrowded or unhoused conditions.

The challenge is to understand how such dwellings can be effectively upgraded to ensure
the health of the occupants and the long term sustainability of the stock, given their
resource constraints. A realistic balance must be found between ensuring that housing

stock is healthy and a sustainable asset, while at the same time affordable.

"7 Lowering the ladder: regulatory frameworks for sustainable development, Geoffery Payne, Development in
Practice, May 2001
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5 Legislative, policy and funding framework

5.1 Legislative and policy framework

There is a range of legislation pertaining to the rental sector in South Africa impacting on:

= The establishment of a legal operating structure

=  Governance of the structure

= Method of operating

= Taxation

These are summarised in Annexure A. Table 4 below highlights some of the legislation that

has a significant bearing on rental housing as provided by small scale Landlords in South

Africa.

Table 4: Legislation that impacts on small scale Landlords in South Africal8

Legislation
Residential
Landlord Tenant
Act, 1997
(Gauteng)

Details

This Act deals primarily with landlord tenant relationships and was enacted in Gauteng
to deal with the instability in the rental housing market in the inner cities and
particularly in Johannesburg city centre. The Act essentially provided for dispute

resolution mechanisms and for regulations relating to so-called unfair practise.

The Rental
Housing Act,
1999

The Rental Housing Act was introduced to provide a national framework for rental
housing. Many of its provisions correspond with the provisions of the Gauteng
legislation referred to above. The Act, however was also aimed at creating a more
general legislative framework within which rental housing could be stabilised and
facilitated. The Act envisages rental housing legislation at the provincial level, failing
which the back up provisions of the Act would apply unless replaced. Key provisions of
the Act are as follows:

- Government must provide a stable and growing market that progressively meets
the latent demand for affordable rental housing among persons historically
disadvantaged.

- Government must facilitate the provision of rental housing in partnership with the
private sector.

- The Act allows for the establishment of a Rental Tribunal to rule on disputes

between landlords and tenants.

Urban Renewal
Tax Incentive,

2005

The Urban Renewal Tax Incentive took effect on the 6 June 2005 and is published in the
government gazette no 27656. The incentive is available for 16 municipalities in terms

of the Revenue Laws Amendment Act, no 45 of 2003.

' Sigodi Marah Martin and Matthew Nell and Associates Joint Venture, Resource File, 2002
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Legislation Details

As of June 2005, 13 municipalities have been approved to participate including
Polokwane, Nelson Mandela, Ekurhuleni, eThekwini, Tshwane, Buffalo City,
Mbombela, Mangaung, Sol Plaatje, Emfuleni, Johannesburg and Cape Town. The
Municipalities have been declared Urban Development Zones and the tax incentive is
offered to stimulate investment in the inner city areas of these zones. An accelerated
depreciation allowance is provided aimed at promoting refurbishment and new
construction. For the refurbishment of existing buildings, investors are eligible to
receive a 20% tax deduction in the first year of earning income, plus an annual
depreciation of 20% over a four year period. For new developments, this incentive offers

a tax deduction of 20% in the first year, plus an annual depreciation of 5% for the next

16 years.

A comprehensive | This plan was approved by Cabinet on the 2 September 2004 and provides the overall
plan for the strategic framework for housing programmes in South Africa for the next five years.
development of The plan aims at ‘promoting the achievement of a non-racial, integrated society through
sustainable the development of sustainable human settlements and quality housing’ through
human supporting the entire residential property markets. The key components of this plan
settlements: include the following:

Breaking New - Informal settlements will be integrated into the boarder urban fabric to overcome
Ground spatial, social and economic exclusion. The DOH will accordingly introduce a new

informal settlement upgrading instrument to support the focused eradication of
these settlements.

- Previously excluded groups will be integrated into the cities and more integrated,
functional and environmentally sustainable settlements will be ensured through a
densification policy, residential development permits (which will require
developers to either set aside units within residential developments for lower
income groups or develop lower income residential accommodation in adjacent
areas) and fiscal incentives.

- Enhancing spatial planning through greater coordination and alignment of various
planning instruments and economic policies.

- Enhancing the location of new housing projects through accessing well located state
owned and parastatal land, acquisition of well located private land for housing
development, providing funding for land acquisition and fiscal incentives.

- Supporting urban renewal and inner city regeneration through encouraging social
medium density housing and increasing effective demand by providing finance to
households earning between R3 500 and R7 500. As part of this programme
backyard rental accommodation is recognised as an important component of the
overall private sector and an appropriate policy needs to be developed for this form

of rental accommodation.
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Legislation Details

- Developing social and economic infrastructure by providing funding for the
construction of social and economic infrastructure to be developed by
Municipalities.

- Enhancing the housing product through improving settlement and house design and
improving the quality of housing (built and still to be developed).

The detailed strategies of the plan have been developed into 7 Business Plans each

addressing a different area.

Arising from the Comprehensive Plan for the Development of Sustainable Human

Settlements the Gauteng Department of Housing has recently:

= [Initiated a pilot programme named the Top Twenty Townships Programme to
rehabilitate the townships that are under resourced with social and economic amenities.

The main objective of this programme is to upgrade the urban form physically through

facilitating the development of public, social and economic facilities.

= Developed a draft Backyard Rental Policy to upgrade the existing backyard rental
housing stock in Gauteng so as to provide affordable rental accommodation to the poorest
citizens. A process is proposed comprising of the following five phases:

- Phase 1: Consultation with beneficiaries and creation of awareness: This phase
comprises an education programme to inform both tenants and landlords on the plans for
the projects area, their rights and responsibilities and obtaining buy in for the plans.

- Phase 2: Deskwork and technical on site assessment: This phase will commence with a
registration of the chosen sites, mapping and field survey and occupancy audit. A basic
plan for each property will be developed by a professional expert using planning and
physical upgrade parameters and density guidelines to be formulated.

- Phase 3: Engagement: During this phase a paraprofessional will engage with the owner
of the property to obtain agreement on the property plan.

- Phase 4: Development application and approval: This phase comprises the submission,
review and approval of the application for an upgrading grant.

- Phase 5: Construction: This will comprise the implementation of the agreed property

plan.
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In addition to the above legislation, there are a number of initiatives that are being

implemented aimed at facilitating rental housing in South Africa. These are summarised in

Table 5 below.

Table 5: Initiatives aimed at facilitating rental housing in South Africal9

Initiative ‘ Details

Provincial and Metro | A number of Departments are undertaking research into the rental sector. Some

Housing Departments are actively including this sector in strategy documents. The Gauteng Provincial

Government Department of Housing for example is initiating projects and
formulating policy as detailed above. In addition some have established Social

Housing Institutions and provide financial support.

Development  Finance | Finance Institutions like the Social Housing Foundation, NHFC and Nurcha are

Institutions taking an active interest in the sector

Rental Lobbying Bodies | The Social Housing Foundation and the National Association of Social Housing

Organisations both have research agendas aimed at facilitating the introduction
of a more conducive policy framework for aspects of rental housing in South

Africa.

Research organisations Various housing related research organisations (for example FinMark Trust and

the HFRP) are undertaking research focused on the rental sector.

Legislation that has a negative impact on the rental sector or is not supportive include the

following:

Value Added Tax Act, 1991: The VAT Act is relevant insofar as the provision of
residential accommodation is neither vatable nor is a claim of input VAT. The benefit of
this is that rental is provided to the tenant without VAT. However because input VAT
cannot be claimed by the provider of the rental stock, this implies that the VAT inputs
need to be recovered from the resident. This results in a funding and cash flow cost which
impacts negatively on the cost of provision of rental housing stock.

The Assessment of the Investment Climate for rental housing in the Johannesburg CBD
by Matthew Nell and Associates determined that the implications for the rental housing
institution as a result of VAT are serious. The Landlord is required to pay the input tax in
one lump sum, but will only recoup that sum by way of gradual payments from the lessee
through the rentals. This means that the institution has less capital available for the

development of the units, and has to bear the continuing costs of the financial outlay. The

19 Adapted from South African Rental Sector Overview, David Gardner, 2005
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net effect is that the increased costs caused by the VAT Act undermine the affordability of

rental thereby decreasing the housing options available to the low income market.

VAT also has a negative impact on the operating robustness of the institution and its yield.
It has a significant negative impact on initial yields due to the current VAT treatment on
development costs, as well as operating costs. A change in VAT treatment would improve
yields by 15% (without adding VAT to the rental).

= Income Tax Act: Exemptions permitted in terms of Section 10(1)(c) of this Act are
limited to the construction of new housing stock (Section 10(1)(cC) or stock for
households earning less than R1800 per month (Section 10(1)(cl). This means that
institutions upgrading or converting existing stock cannot access tax exemptions.

=  Prevention of Illegal Eviction and Unlawful Occupation of Land Act, 1998 (PIE): PIE
was promulgated in 1998 in response to the 1958 Prevention of Illegal Squatting Act
which made squatting a criminal offence giving extensive powers and authorities to
Landowners and very little legal cover to informal dwellers. PIE attempted to protect all
of the parties. It requires in cases where occupiers have been dwelling in a particular space
for more than six months, the court to think about where these individuals are going to go
and if provision has been made for them. It has resulted in a fiscal burden on behalf of the
landowners as they have to find alternative accommodation for those they are evicting.
In 2003 the Supreme Court extended the definition of illegal occupiers to include
defaulting tenants and mortagagees who are in unlawful occupation of property through
two cases Ndlovu versus Bekker and Keeler and Another versus Jika. This made it even
more difficult for landlords and banks to evict their tenants or mortgagees for non
payment. To address this problem the 2003 Act has been expanded upon and this has been
put before the National Assembly on the 15 March 2005.

Government attitude towards rental tenure especially in respect of small scale landlords is
mixed. While there is an increasing recognition of the value of this form of housing provision
within the policy itself, this is not necessarily reinforced in terms of the attitudes of leading
officials and politicians. For example MEC Nomvula Mokonyane is reported in the Star in
July 2005 as saying that ‘ the government builds houses for people to live in, not to rent or
erect shacks in their yards’. This was as a result to a visit to Kagiso on the East Rand where
she determined that some residents were renting out their RDP houses, while others had

erected more than one shack in their backyards to let to tenants.
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The following key issues pertain to the legislative and policy framework for the rental

sector™:

= The legislation adopted to date has focused on the stabilisation of inner cities and
landlord tenant relations as opposed to the facilitation of the development of rental
stock.

= The legal system and the Rental Act are ineffective in providing incentives for tenants
to pay for their accommodation and apply sanction in cases of non payment. The
Rental Tribunal has insufficient capacity to carry out its own recommendations. PIE
further exacerbates this problem. This results in some landlords by-passing the legal
system altogether.

= The impact of the Urban Renewal Tax Incentive in the Urban Development Zones does
offer opportunities for Landlords who are upgrading or building rental buildings in the
designated areas.

= The Comprehensive plan for the development of sustainable human settlements may
provide opportunities for small scale landlords in terms of encouraging mixed used
areas and medium density housing programmes.

= Household rental has only started to be formally acknowledged in policy terms and policy
in terms of supporting Landlords providing this form of accommodation is beginning to
be formulated. The Backyard Rental Policy being formulated by the Gauteng Department
of Housing is to be welcomed. This is an opportunity in respect of small scale Landlords
owning this form of rental stock.

= [Initiatives like the Top Twenty Townships Programme are an opportunity in that they
focus on upgrading the urban form of townships areas thereby making them better places
to live and increasing their attractiveness as areas for rental accommodation. Such
initiatives could also result in increasing rentals which could have both positive and
negative consequences.

= The provision of the Value Added Tax Act, relating to the development of rental housing
presents impediments to implementing rental housing projects

= Exemptions permitted in terms of the Income Tax Act do not provide for landlords

upgrading or converting existing stock.

%0 Adapted from K Rust, Investigation into constraints on the delivery of rental housing in South Africa, 2001
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= Government attitudes towards the rental sector especially small scale landlords offering

backyard rental accommodation is mixed.

5.2 Funding framework

Table 6 below sets out the funding framework and support initiatives in respect of small scale
Landlords*":

Table 6: Funding framework and support initiatives

Category Initiative Details

Rental Commercial While being extremely risk averse recently these financiers are
Finance Finance Providers | showing more propensity to lend. ABSA granted the first commercial
Initiatives loan to an inner city rental institutions and Nedbank has launched a

Buy-to-Let project.

The Financial Sector Charter aims to bring private financial
institutions into the low income housing sector. The Charter commits
the banking sector to supply R34,6 billion worth of mortgeageable
housing units with a maximum value of RI180 000 per unit to

households in the affordable housing sector by the 31 December 2008.

NHFC Alternative | This Division aims to facilitate large scale development of rental
Tenure Division housing in urban and peri urban areas, providing both bridging finance

and long term loans.

NURCHA Nurcha provides a number of funding programmes that while not
directly aimed at the rental sector can be accessed for this form of
housing provision. Such programmes included the Joint Venture

Development Fund, OPIC Fund and Gauteng Rental Equity Fund.

Trust for Urban The TUHF aims to provide finance to increase the quality and supply
Housing Finance of rental housing in South Africa’s inner cities through small private
(TUHF) owners, small private residential landlords, institutional housing

developers and Social Housing Institutions. TUHF provides both

bridging finance and long term loans.

2 Adapted from South African Rental Sector Overview, David Gardner, 2005
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Category
Grant

funding

Initiative
The Institutional

Subsidy

Details

This subsidy was introduced as part of the Governments national
housing subsidy scheme in 1996. The subsidy is made available to
institutions who undertaken approved projects, that offer rental or
instalment sale housing units to beneficiaries.

The Institution needs to be established as a legal entity and need to
identify a housing project to be undertaken. Such a project can either e
a new development or the upgrading of existing housing stock. The
stock is provided in such a manner that the stock can be converted
from rental to ownership after a 4 year period.

The subsidy will be amended in terms of the Comprehensive Plan for
the Development of Sustainable Human Settlements (see table 4
above). In this regard a new subsidy mechanism is to be introduced to
facilitate the availability and accessibility of affordable housing
finance products/instruments to medium income households earning
between R3,500 to R7,00 per moth by providing a mechanism to
overcome the down payment barrier. In addition the 3 subsidy bands
currently in place are to be collapsed to enable households earning

below R3500 to access a uniform subsidy amount.

Overseas grants in

aid

A number of overseas donor agencies provided grants or loans to

Social housing Institutions.

Rental
Guarantee

Initiatives

GPF/NURCHA:
Gauteng Rental

Guarantee Fund

The Gauteng Rental Guarantee Fund is administered by Nurcha to
underwrite finance provided to rental institutions. It operates as a
credit enhancement tool to leverage long term development finance

for rental housing projects.

Home Loan
Guarantee
Company

Guarantees

The HLGC offers two guarantees:

- A bond guarantee

- A guarantee that covers the cost of lost income due to tenants of
rental institutions

hardship.

meeting with unforeseeable economic

The following opportunities and constraints exist within the current funding framework:

= A number of policy and funding initiatives are being implemented to assist with the

development of the sector.

However despite this there is a lack of loan finance.

particularly in respect of the low income rental sector and small scale Landlords.
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Private sector lenders remain extremely risk adverse and some investors indicate

that there are difficulties with respect to NHFC finance including unaffordable and

inflexible loans™ .

=  Due to the need to understand specifically the nature of the Landlord and the market in
which s/he operates organisations like TUHF represent a real opportunity with its
specific focus on providing finance for small scale private sector Landlords.

= The revised subsidy proposals may offer opportunities for small scale Landlords
however the nature of the subsidy needs to be determined.

= The Financial Sector Charter could benefit Small Scale Landlords and provide

funding for the purchasing of rental stock.

2K Rust, Investigation into the constraints on the delivery of rental housing in South Africa, 2001
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6 Key functions and risks

The key functions undertaken by Landlords and the risks associated with them include the

following23 :

Access to stock: This comprises the Landlord purchasing or building stock for rent. The
price, age, location and quality of a property are all critical components towards the
success of the Landlord in developing, renting and managing the property, together with a
good understanding of the market.

Access to finance: Landlords must be able to access appropriate finance on sustainable
terms in order to purchase the property, develop it and mange it effectively.

Return on the investment: Landlords need to determine how much rental can be
charged. In this regard the Landlord balances how much the market can afford and how
much should be charged in order to obtain a return on investment that is attractive in terms
of other investments.

Management: Landlords need to determine whether to manage the property themselves
or outsource the management to a managing agency. There are advantages and
disadvantages to both options and depend on the cost of the service and time constraints
and capacity of the Landlord.

Legal structure and Insurance: An appropriate legal structure needs to be put n place
and commercial insurance secured.

Marketing: The Landlord needs to market his/her rental stock in order to attract tenants.
Studies into rental stock have revealed that in the absence of estate agency systems, both
landlords and tenants rely on connections and local communication networks. However
spatially localised informal systems restrict the availability of market information to
tenants, reducing competition and resulting in higher rents than would otherwise be
expected24.

Maintenance: Regular maintenance needs to be undertaken on the stock to ensure that the
property is habitable

Security: The property needs to be secure to ensure that tenants and their goods are safe.
Tenant selection: Tenant selection is critical as tenants must be selected that can afford to

pay the rental required and meet their responsibilities.

z Property Rites, Donald Kay Korn, June 2005, Financial Planning June 2005
 Rental tenure in the cities of developing countries, Carole Rakodi, Urban Studies, May 1995
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= Signing a lease agreement: Landlords should sign a written lease agreement with the
tenant so that they are able to apply sanction in cases of non-payment and protect
themselves from legal action by the tenant in cases of dispute.

= Roles and responsibilities: Landlords must ensure that the tenant is aware of his/her roles
and responsibilities. Often in the case of high rise rental stock house rules are developed

so that tenants are aware of how to behave in the building and towards neighbours.

In the Assessment of the Investment Climate for rental Housing in the Johannesburg CBD
undertaken by Matthew Nell and Associates in 2004 it was determined that operating
robustness i.e. the institutions ability to withstand operational uncertainties is highly
sensitive to gross rental contributions. This in turn is dependent on the ability to collect
rentals, limited statutory charges (rates and service charges) and rental escalation
policies adopted. It was also found that it is not sensitive to interest rate variation for debt so
a 10% increase in the cost of debt funding results only in an 8% decrease in IRR. Other
interventions having an impact on the operating robustness of an institution include:

= Bringing down statutory costs

= Supporting the right capital structure

= Supporting innovation and best practice towards efficient heating and security

= Addressing the uncertainty around the PIE legislation

The following are additional risk factors that Landlords face particularly within South Africa:

= Body Corporate: Landlords owning units in Sectional Title Buildings face a significant
risk in respect of the Body Corporate. The Body Corporate comes into effect upon the sale
of the first unit in the scheme by the developer and is responsible for the management of
the common areas of the building. In many cases particularly in degrading areas Body
Corporates have become dysfunctional, whereby they are not capable of managing the
building effectively as a result of the non appointment of trustees, trustees are not aware
of their duties, mistrust between owners and trustees or intimidation of trustees by
owners/majority shareholders of sectional title units. This results in the non-payment of
Local Government rates and services charges and the common areas not being maintained

often undermining the investment made by the Landlord.
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Hijacking of buildings: In some cities particularly Johannesburg CBD Landlords and

Body Corporates are subjected to the hijacking of the building by mafias, hijackers and

corrupt shareholders who intimidate owners and tenants making day to day management

of the building extremely difficult and often dangerous. During August 2005 two building
managers were killed in Hillbrow allegedly by building hijackers. These managers had
just left a meeting with tenants in a building which was under the control of hijackers. The

Star reports that property hijacking syndicates in Johannesburg’s Inner Cities are making

up to RI10 million a month. These syndicates take over both empty and occupied

buildings.

Constraints relating to the local authority: While local authorities are recognising the

role of the rental sector their operations are in some areas undermining the success of the

sector for the following reasons:

- High rates and services charges: The costs of utilities in inner city buildings and rates
charged is high.

- Inefficient collections: Council billing systems are inefficient and often inaccurate.
Councils do not take responsibility for collecting utilities from individual units but
rather furnish one account to property owners.

- Mis-management of council owned stock: Mismanagement of council stock spills
over into neighbouring stock even though it is not council managed and undermines
the sustainability of such stock.

- Poor maintenance of public infrastructure: Public infrastructure surrounding the
rental stock including cleaning of streets, maintaining street lights in degraded areas
like inner cities and townships is poor undermining the investment made by the

Landlords.

Table 7 below sets out the key constraints and resulting delivery performance of the 3

categories of small scale Landlords which form the focus of this study.
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Table 7: Small landlord categories — constraints and delivery performance in South Africa25

Category Type of Key constraints Delivery
accommodation performance
provided

Small Multi unit This category of landlords is dependent on the Delivery of new

private accommodation ability to source appropriate stock. Costs of stock is virtually

landlords complexes. Below construction in areas where a suitable tenant base non-existent.

100 units can be found generally constrain new Most

development. transactions
Other constraints include lack of appropriate stock, involve the
prohibitive costs of new stock, lack of knowledge pu.rcl'lase of
(regarding both stock and finance) and a lack of exmmg stock for
capital and an inability to secure finance for the upgrading.
growth of portfolios.
Rates of return are good in respect of conversions
and refurbishments but are poor in respect of new
build.

Individual | Separate Landlords in this category are able to purchase Delivery of

landlords accommodation units in terms of availability and finance. rental
units. Up to 10 units accommodation

Rates of return are good .
for the middle
income
household
segment. Is
slowing down at
present due to
lower interest
rates which is
pushing
households
towards purchase

Household | Home room rental, Despite lack of funding Landlords in this category | Delivery of a

landlords backyard dwellings are able to delivery housing units, however quality | housing option

or site rental. 1-20
units

is poor. The stock delivered contravenes by laws
and is often illegal.

Rates of return are exceptionally good and even if
the cost of products were to increase as a result of
the introduction of minimum standards, the return
on capital will remain attractive.

for households
unable to secure
other affordable
more formal
accommodation.
Is the fastest
growing rental
sub-market.

% Based on D Gardner (2005), Sigodi Marah Martin and Matthew Nell and Associated (2002)
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7 The landlord/tenant relationship

Landlords and tenants are engaged in a socio, economic and legal relationship with one
another that is influenced by the level of rent*®. The Landlord is generally responsible for
the structure and exterior of the property, ensuring that the property is properly maintained
and services are available and that the tenant has possession of the property. The tenants
responsibilities are to pay rent and wusually all bills associated with accessing services,
observe the terms of the tenancy agreement and look after the property

The relationship between landlords and tenants varies according to the category of
landlord. Small private landlords and individual landlords if they use managing agents and/or
caretakers will have limited to no contact with their tenants. Household landlords will have
high levels of contact as most live on the same plot or neighbourhood. Tenants may be family
members, or connected through social networks.”’

In the case of Household Landlords, the landlord and tenant have similar socio
economic backgrounds. Neither landlord nor tenant is aware of the law and contracts are
very rarely signed. The often illegal character of the stock keeps landlords away from any
kind of legal course in the case of non payment. **

Even though landlords and tenants may share similar characteristics, this does not mean
necessarily that their relationship is benevolent. Research has found that due to the fact that
poor landlords have less finance for investment and are frequently totally dependent on
tenants rents they are often hard or harder than affluent landlords.

While some landlord tenant relationships will inevitably deteriorate into conflict it is not
clear how widespread this is. Gilbert asserts that such relationships in many Latin
American cities are generally benign except in cases of large scale landlords and
substantiates this conclusion by pointing to the long average length of tenancies. *
However in a survey in Harare in Zimbabae the women respondents had an overwhelmingly
negative experience of renting, conflicts over noise, children’s behaviour and use of utilities
were frequent while complaints of sexual harassment or ungrounded jealousy on the part of a

male landlords wife were also made™.

*6 Rental tenure in the cities of developing countries, Carole Rakodi, Urban Studies, May 1995
*7 Informal housing markets : a review; Marcelo Coccato, 1996
*¥ Informal housing markets : a review; Marcelo Coccato, 1996
% Rental tenure in the cities of developing countries, Carole Rakodi, Urban Studies, May 1995
30 Rental tenure in the cities of developing countries, Carole Rakodi, Urban Studies, May 1995
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Contracts between landlords and tenants especially in the informal sector are rarely
written and terms vary from insecure weekly or monthly to longer leases. In Indonesia,
between a third and half of owners had issued a written contract and slightly more gave

receipts3 L

3'Landlordism in Third World Urban Low Income Settlement: A case for further research, Sunil Kumar,

Urban Studies, May 96
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8 Facilitative mechanisms in support of landlords

D Gardner (2005) and K Rust (2001) suggest a range of interventions aimed at stimulating the

supply of housing stock by landlords. These are summarised in Table 8 below.

Table 8: Facilitative mechanisms

Policy/Legislative Changes to negative/damaging | Comprises changes to negative legislation such as
interventions legislation VAT, the Rental Act
Rectifying imbalanced public | Management of public owned rental stock in a
interventions manner that will support a sustainable rental
market
Extending public financing Public finance programmes for lower income
programmes households.
Regulatory Building regulations and Minimum standards appropriate to small scale
interventions standards landlords.

Performance standards

Minimum spatial standards, hygienic, sanitary and
washing facilities and fire control can be met

without constraining minimum standards

Town Planning Controls and

municipal by laws

Appropriate zoning controls, densities, planning
standards, sub letting, enforcement and

maintenance standards.

Design and service

standards

Service payment approaches

Providing separate metering for services within

multiple rental units and households rental

Planning approval procedures

Facilitative and timeous planning and plan

approval structures

Service provision and

payments

Provision of regular services and correct invoices

Improving rule of law

Establishing fair approaches for mediating or
arbitrating disputes and ensuring timeous

evictions.

Zonal development and public

environment investments

Upgrade the status of neighbourhoods and provide
better access to facilities. Target investment in one

area as a pilot demonstration area.

Funding

Subsidies

Appropriate and sufficient subsidies provided
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Loan finance Access to sufficient and appropriately structured

loan finance

Technical support Professional design and Providing technical support and training

and capacity building | development support

Information sharing Establish a forum for information sharing

Education Programmes for both landlords and tenant.

The Assessment of the investment climate for rental housing in the Johannesburg CBD by

Matthew Nell and Associated 2004 recommended measures to improve operating robustness

of Landlords which will have a significant impact on initial yield. Specifically interventions

relating to rates, service provision, rental collections and VAT would be usefully applied:

= Rates: it is recommended that rates concessions be actively applied for a defined period
and that eligible investors are targeted for this benefit. The intervention should be
publicised through explicit communication —

= Service provision: a critical issue relates to certainty of metering and invoicing of
services. To this end efforts to streamline the process as it relates to landlords and their
buildings should be made. The issue lifeline tariffs must also be resolved.

= Rental collections: The risk of default and non payment is exacerbated by the inability of
operators to act when such a risk is realised. The City should support the contractual
compliance of residents — through measures to improve the performance of the courts or
through improved functioning of the Rental Housing Tribunal

= VAT - a change in VAT legislation whereby operators would be entitled to claim input

VAT would have an enormous impact on the initial yield.
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9 C(ase studies

This section sets out four case studies that offer lessons in respect of facilitative mechanisms

in support of small landlords.

9.1 Shorebank Corporation

Shorebank Corporation3 ‘isa community development bank holding company that seeks to
increase and restore economic opportunities in economically distressed and under-invested
areas. Operations began in 1973 in the South Shore neighbourhood, a community of
approximately 80,000 people on the south side of Chicago. During the prior decade, racial
change in South Shore precipitated a massive flight of the virtually ‘all white’ population. At
the time Shorebank’s four founders took over the bank, investment had virtually stopped in
the predominantly African American community, and the last remaining bank, South Shore
Bank, was trying to move out.

Shorebank today consists of twelve operating units in five locations with 500 employees. Its
four commercial banks in the US are all regulated institutions. Shorebank’s other subsidiaries
and affiliates include for profit real estate companies, which do low and moderate income
housing; not-for-profits that provide higher risk lending and information services to small
businesses; and for-profit subordinated debt and equity funds. It also has a consulting
company, Shorebank Advisory Services that works with for-profit and non-profit
organizations both within the United States of America and internationally.  Corporation
wide, Shorebank had a capital base in 2001 of around $79 million and total assets of $1.1
billion. Its four commercial banks invest over $100 million in targeted neighbourhoods
annually.

Shorebank because of its activities in South Shore through the financing of multi-family
rental housing apartment buildings. The bank’s unconventional approach to entrepreneurial
development through improving rental housing stock created a profitable lending niche for
Shore Bank. It also created successful businesses and resulted in visible development
benefits. Local residents realized real estate appreciation and improved, secure, affordable
rental housing was provided. The entrepreneurs, primarily African-American building

developer/owner/managers, realized an increase in wealth. >

32 This section adapted from L Pikholz 2001 and the Shorebank Corporation website
3 Eighty percent of rehabbers are African American, 10% from Croatia and 10% ‘the rest’ Most are repeat
customers
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With $800,000 in capital and a $2,4 million loan from the American National Bank they
commenced operation with the aim of reversing the decline of the neighbourhood, which was
coping with disinvestments and discrimination. The multi family mortgage loan program,
finances entrepreneur residents in the business of rehabbing apartment buildings in
Shorebank’s economically distressed target areas. By 2000 over 70 customers had received
the family mortgage each with an average loan size of around $1,5 million.
Rehabbers financed by Shore Bank have produced over 22,000 rental housing units in the
South Shore neighbourhood of Chicago. The critical mass of units, produced mainly in the
last ten years, has created a momentum where more rental housing units are currently being
improved than are deteriorating — a scenario very different from fifteen years ago where the
after effects of investment flight from the area were still sharply felt.
Local entrepreneurs, with both finance and information services from Shore Bank, have led
the revitalization of the neighbourhood. The main beneficiaries of this unsubsidised housing
are low-income African American families, often single-woman headed households, who are
now able to afford the rent for an attractive and well- located apartment.
The key components of the programme were as follows:
= A consortium of savings and loan associations was established and undertook a 300 unit,
publicly financed, scattered site rental housing rehabilitation project in South Shore. The
project demonstrated strong market demand for the rental properties developed.
= This encouraged smaller local rehabbers to participate.
= The rehabber entrepreneurs, with ShoreBank’s financing succeeded by acquiring under
valued assets, effectively investing in their upgrade cost through shrewd purchasing of
materials and using their own and other inexpensive labour. They also took advantage of
the strong demand for safe and affordable housing. The rehabbers had the skills and
entrepreneurial drive and matched their motivation with a huge time commitment.
= Loan are provided on the following basis:
- Loans are for purchasing and renovating the property. If renovation is not undertaken
the loan is not provided.
- 80% of the approved value of the property and cost of the renovation is provided. 20%
of costs must be equity from the owner. This 20% can be in the form of cash, their
house, or equity in another business.

- The loan term is 20 years with an interest rate that adjusts every two years.
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ShoreBank lenders creatively structured their loans to meet the cash flow requirements
of the rehabbers. In some cases interest is not paid initially, loans are approved with an
additional amount for working capital to fund early bank repayments, a line of credit
to buy a property quickly and cheaply form a desperate seller was offered. Payment
arrangements were flexible.

A very interactive approach was adopted both in structuring the loan and collecting
hard and fast when the borrower slips on a scheduled payment. The lender meets the
customer, goes to visit the property, does the application, underwriting and manages
the property appraisal. The Lender also goes for inspections to release progress
payments and follows up immediately on late payments. The Lenders must understand
the selected neighbourhood. There is an extensive amount of face to face contact with
the rehabber.

Learning took place through informal information sharing and meetings with fellow

entrepreneurs. ShoreBank initiated this process of information sharing.

The way ShoreBank lenders tailored the loans to meet customer needs was a critical

success factor as follows:

Loans were structured fit the borrower’s cash flow. That meant in some cases an
initial six months moratorium of principle payments.

Loans were approved with an additional amount for working capital to fund early
bank repayments and or offering a line of credit to buy a property quickly and cheaply

from a desperate seller.

Although finance was the main product Shorebank’s lenders also provided business
development services to borrowers on an informal and unstructured basis.

Shorebank’s real estate department recommends that first time rehabbers start with a small
building which is a good fit with their existing capacity and then grows with them as they

develop more competencies in the real estate business.

L Pikholtz (2001) identifies the following three factors that result in Shorebank’s success in
South Shore:

Picking the ‘right’ neighbourhood: The area selected while deteriorating still had

sufficient economic and social capital to build upon:

There was a stolid stock of housing that was very amenable to being upgraded

There was a demand for affordable and decent housing in the neighbourhood.
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Finding South Shore’s hidden entrepreneurs: Shore Bank’s lenders learnt how to
recognise people who were true entrepreneurs, their abilities, cash flow and their
commitment to using methods much like venture capitalists might. There was value in
their hand-on experience, local knowledge and access to local networks. A lot of
emphasis is put on selecting the entrepreneur. The process if very interactive the
entrepreneurs home and previous rehabbing work is visited. If an entrepreneur has not
worked previously the building financed must be small and a simple job. Strong focus on
determining if the person has the capacity to undertake the job.

Aiming for scale and visibility: A critical mass of activity occurred in a focused area and
this changed market perceptions about the area.

Getting the price right: Shorebank will not finance a building that is overpriced and that
set the rehabber up for failer. Shorebank plays an important role in helping buyers not to
overpay for buildings.

Improvements must be made: Finance is only provided if the entrepreneur is going to
improve the building and a 100% loan is provided for purchasing the building and
renovation.

Structuring the deal for success: The Bank tailors financing to the customer’s needs.
Flexibility is important to allow the bank to meet the rehabber’s financing capacity i.e.
cash flow for example some times the rehabbers pay only interest for a whole.

Full time landlords: For rental housing to remain in good condition in distressed
neighbourhoods, the owner must be active and highly visible. The owner must have

something to lose. They must be full time.

9.2 Small landlords in Australia

Small landlords have always prospered in Australia®. Such landlords comprise an individual

or family partnership owning one or two dwellings for rent, and usually a home owner. The

reason for this is due to the taxation regime which encouraged this diversified pattern of

ownership. All expenses associated with the rental property, including mortgage financing

costs, can be deducted against the landlords total income for income taxation purposes. This

raises the prospect of negatively gearing property investments where the economic return is

expected to accrue as capital gain, a particularly attractive proposition for high income earners

on the maximum marginal tax rate.

* M Berry, 2000
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Capital gains tax is levied on rental property at the point of sale but only on the real capital

gain after inflation has been accounted for. With relatively low entrance costs and scale

constraints, and a deep secondary market individual investors can invest in rental dwellings

one by one.

Small scale landlordism provides individual investors with a flexible, controllable, and

accessible avenue of investment. Ownership of a rental property entails an option value — the

capacity of the landlord to readily switch from commercial to personal use, eg at the time of

retirement. The landlord can maintain and improve the dwelling through sweat equity and has

the choice of directly managing the tenancy. Rental housing is one of the few effective

avenues, along with savings banks, home ownership and life insurance for personal savings.

Individual households own around 60% of the dwellings rented out to private tenants in

Australia. Most of the remaining rental stock is owned by small (especially family based)

partnerships and small companies.

Some characteristics are as follows (based on a 1997 survey):

=  Around 76% of investors owned a single rental dwelling, and a further 16% owned two
dwellings.

= 75% of rental investors were also home owners.

= Almost two thirds were reliant on wages and salaries as their principal source of income
rather than rent or other income sources.

= Investors held rental dwellings for a range of reasons. Two thirds held their properties as a

secure long term investment.

9.3 National landlords Association

The National Landlords Association® exists to protect and promote the interests of residential
landlords operating in the private rented sector in the United Kingdom. The NLA lobbies
central government and local authorities and provides a range of benefits and services to
individual members including a telephone advice line, journals and more.

The Association commenced as the Small Landlords Association and was established by
Lilian Cline to represent landlords views on the need for easing the restrictive legislation
which in post war Britain had hindered the development of the private rental sector.

There are over 5 500 individual members to the organisation. It is run by a small central staff.

Functions undertaken include :

3 National Landlords Association website
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= Lobby governments around legislation affecting landlords
= Provide a dedicated advice line that provided information on financial advice, type of

property to purchase legislative requirements etc.

9.4 Transformations in Israel36

Israel undertook a multi-sectoral programme focusing on low quality neighbourhoods, most
of which consisted of government built flats erected in the 1950” and 60’s for migrants
coming to Israel after its independence, many from the less developed countries of North
Africa and Asia.

The aim of the programme was to reduce social disparities, to improve the image of project
neighbourhoods and to prevent further neighbourhood deterioration.

The projects started early in 1979 and gradually expanded to include 90 neighbourhoods
housing 600 00 people. The Project Renewal consisted of employment, education and welfare
programmes as well as the renewal of physical infrastructure and housing renovations. The
neighbourhoods chosen were regarded as the ones with the most serious problem of ageing
populations, poor education achievement, unemployment and poor housing conditions.
Within the neighbourhoods everyone was equally equal for assistance, thus the targeting was
by residential area rather than by an household criteria.

The dwellings are mainly flats in two and three and four storey blocks but there are some of
eight. There was a mix of owners and tenants in each block. The project comprised of small
loans for interior functional changes or replacement of damaged sewerage and water pipes,
and larger loans for extensions. The loans for extensions changed irregularly to deep pace
with the rampant inflation at the time.

Both the improvement loans were intended for self help programmes in that the occupier
instigated, planned, supervised and sometimes carried out the work. The loans were for
between 40 to 80% of the cost of the improvement, the rest had to be raised privately usually
from employers, savings or less favourable loans. There were no qualifications for the loans
other than ownership of a flat in the Project Renewal neighbourhoods. In the two storey
buildings where the enlargements started, households were doubling their space on average to
about 90m?2. In 1983 a start was made on three and four walk up flats but these required much

more complex social organisation and technical competence.

3 This section adapted from Graham Tipple, Extending Themselves, undated
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The Project Renewal’s local officers proved invaluable in regulating the process and
providing support and advice to owners. While there were some problems in the use of local
officers who sometimes forced owners to participate against their will it was generally felt
that the use of such officer resulted in real benefits in terms of efficiency and appearance.

In the 1982 to 7 period, 17 000 enlargements were carried out through the project. Values of
the properties enlarged increased and in some cases doubled.

As a result of the success it has inspired Local Authorities in Israel to modify their buildings
and planning regulations to enable transformation. Transformation happened more readily in
areas where the local authorities had allowed this than in others. Government investment in
infrastructure also seemed to increase the impetus to extend. Examination of aerial

photographs showed that most extensions occurred within five years of the paving of the road.
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10 Key findings

The purpose of this report is to obtain an understanding of Small Scale Landlords and
the issues that affect them, as reported in international and national literature.

This report scopes the rental sector in South Africa and then on the basis of both International
and South African experiences describes landlords and rental stock, discussing key issues and

set out the regulatory and funding frameworks applicable to Small Scale Landlords.

(1) Rental accommodation refers to the consensual occupation of accommodation by an
individual or individuals (lessee or tenant) controlled by another individual or institution
(lessor or landlord) on an agreed basis, generally for an agreed payment. This agreement
may be written (lease agreement), or verbal and generally sets out the terms on which the

accommodation is rented.”’

(2) Overview of the rental sector in South Africa: Less than half of households (42% or
4.9 million households) rent accommodation in South Africa®. This shows significant
growth since 1996 when it was estimated that the rental sector comprised 31% of the total
housing sector.” The rental sector in South Africa is characterised by the following40:

- 61% of households (3,0 million households) live in formal structures (house, flat or
cluster)

- Under one quarter (24% or 1,2 million households) live in informal structures
(informal dwelling in a backyard).

- The remaining households (15%) rent other accommodation including those who rent

from their employer.

Table 9 below provides a comparative analysis of the formal and informal rental sectors

in South Africa.

3 From Social Housing Handbook, Social Housing Foundation in South African Rental Sector Overview, David
Gardner, 2005

*¥2001 Census, SA Stats

¥ See South African Rental Sector Overview, D Gardner, 2005

40 Census 2001, SA Stats
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Table 9: Comparative analysis of formal and informal sectors in South Africa

Characteristics Formal rental Informal rental ‘
Size 3,0 million households 1,2 million households
Affordability Middle (64% < R1600) Low (84%< R1600)

% in urban areas 63% 86%

Source: Stats SA

There are no statistics on the number and type of landlords who provide and manage
rental stock in South Africa. However based on an analysis of the 2001 Census the size of
the formal and informal rental sectors is determined, whereby the formal rental sector*!
comprises 68% of the sector (1,5 million units) and the informal rental sector” 19%
(390,341 units). It is assumed that all of the informal rental sector and a portion of the

formal rental sector is managed by Small Scale Landlords.

International experience shows that in low income settlements one landlord provides
accommodation for between one and three tenant households. A large majority of private
landlords operate on a small scale and often live in the same property as their

tenants®.

Current trends in South Africa in respect of the rental sector are as follows*":

- South Africa’s rental housing sector in general can support substantial growth.

- There has been an increased focus on the role of rental in overall housing policy in
the last five years.

- While a key focus has been on Social Housing resulting in extensive subsidy, policy,
institutional and facilitative support for this type of housing, more recently there is a
growing recognition of other rental housing types.

- The development of the rental housing sector, particularly in inner cities is seen as a
tool for urban stabilisation, regeneration and local economic development.

- There is a growing recognition of the role that the informal rental sub-sector

plays.

4! Includes house or brick structure on a separate stand or yard, flat in block of flats, town/cluster/semi-detached
house

“ Includes formal house, flat, room in back yard, informal dwelling in back yard

** Sunil Kumar: Landlordism in Third World Low Income Settlements: May 96

# South African Rental Sector Overview, David Gardner, 2005
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(3) Types and functions of Landlords: There are a number of ways by which Landlords
have been defined these include*’:

- The size of operation whereby the terms small scale landlords and large scale
landlords are commonly used.

- The landlords’ residency status including resident Landlords and non resident
absentee Landlords.

- Routes by which they became a Landlord including purchased property, inherited or
built themselves.

- Economic success'® including subsistence landlords who rent to sustain or augment
the household’s income, petty bourgeois landlords that use the income from renting to
invest in improvements to their quality of life and petty capitalist landlords who own
more than one property and produce dwellings for rent in order to expand and

reproduce capital in the form of residential property.

Eight categories of Landlords have been identified in South Africa (Gardner 2005) of
which the following 3 (Table 10) are small scale and are therefore relevant in terms of

this research.

Table 10: Categories of Landlords

Category Sub-sector Type of accom-dation = Scale
provided
Multi unit
landlords sub-sector entity accommodation 100 units
complexes
Unit (Indiv) Formal rental Private individuals Separate Upto 10
landlords sub-sector accommodation units units
Household Informal rental Individual owners or Home room rental, 1 to 20
landlords sub-market individuals who offer rental backyard dwellings or units
opportunities on land or site rental.
buildings on the property on
which they live

45 Adapted from Landlordism in Third World Urban Low Income Settlement: A case for further research, Sunil

Kumar, Urban Studies, May 96

% Rental tenure in the cities of developing countries, Carole Rakodi, Urban Studies, May 1995
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Different types of Landlords are motivated by different factors as follows:

- Larger corporate Landlords appear to be motivated by the rate of return realised in
respect of the rental stock.

- Small scale Landlords who occupy the property from which they let rooms are
motivated by survival, supplementing income or a small business strategy.

- Absentee landlords are thought to be motivated by different factors but information
on the motives, characteristics and scale of activities of absentee landlords is by
definition hard to come by and few studies have been replicated over time. Where data
is available, it often indicates that absentee landlords differ more from their
tenants in terms of income, wealth and political influence than do resident

landlords"’.

Table 11 below provides an overview of the three categories of small scale landlords in South
Africa as identified by Gardner (see Table 10 above) relevant to this study and their

motivation.

Table 11: Motivation of Small Scale Landlords in South Africa by category

Category Type of accommodation provided = Motivation

Small private landlords Multi unit accommodation Profit: Primary income source
complexes. Below 100 units

Individual landlords Separate accommodation units. Up Profit: Generally secondary income
to 10 units source

Household landlords Home room rental, backyard Either Profit- primary or secondary
dwellings or site rental. 1-20 units income source (often survivalist)

Or Familial — no income source

The motivation for Landlords to invest in rental stock varies in terms of the type of
Landlord:
-Investment Return: Those landlords who have access to capital and view
residential rental property as an investment option, the risk of investing in rental
and the rate of return of the investment are key factors of concern. The higher the

perceived risk or uncertainty the higher the required rate of return.

7 Rental tenure in the cities of developing countries, Carole Rakodi, Urban Studies, May 1995
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Declining property prices generally reflect the risk and rate of return profile of
residential rental properties in the areas. Changing rates of return generally give rise
to shifts within the rental housing market or a decline in the profitability of return -,

- Capital formation: For those landlords whose access to capital is limited by
savings and whose investment is intermittent their investment in rental housing is
more likely to be governed by considerations other than the economic rate of return,
including for example that the investment will supplement income, or to purchase
property for children or to sell the land when the prices rise. For these Landlords the
provision of rental stock is influenced by the availability of land and housing finance
and regulations relating to construction, land use zoning and security of tenure.*’

An assessment of the investment climate for rental housing stock in the Johannesburg

CBD undertaken by Matthew Nell and Associates in 2004 found that small scale

landlords are likely to invest in the inner city of Johannesburg, particularly in

respect of refurbishment and conversion.

The key functions undertaken by Landlords include the following™:

-Investment: This includes accessing rental stock, raising finance for purchasing of the
stock and ensuring that the stock will provide the required return on investment.

-Management of rental stock: Landlords could manage the property themselves or
outsource the management to service providers. Management functions include
aspects such as insurance, maintenance, cleaning and security. The management
process also includes managing Tenant relations.

- Leasing: This includes marketing and Tenant selection, signing lease agreements and

ensuring that Tenants are aware of their roles and responsibilities.

(4) Type of rental stock: Rental stock available within South Africa can be described in
terms of type of construction and the planning status:®’
- Type of construction: There are generally two types of construction methodologies

used in developing rental stock in South Africa:

8 Rental tenure in the cities of developing countries, Carole Rakodi, Urban Studies, May 1995
49 Landlordism in Third World Urban Low Income Settlement: A case for further research, Sunil Kumar, Urban

Studies, May 96

%0 Property Rites, Donald Kay Korn, June 2005, Financial Planning June 2005
3 Adapted from South African Rental Sector Overview, David Gardner, 2005
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- Formally constructed accommodation which is built by formal developers and
contractors using permanent building materials (such as concrete, brick and wood) to
standards specified by the National Building Regulations. Such stock is developed
either through new construction, refurbishment of existing residential buildings and
conversion of suitable non residential buildings (office or industrial) to residential
rental.

- Informally constructed accommodation which is built by households themselves or
using informal developers and contractors, generally using informal or impermanent
materials (wood, traditional materials, galvanized iron and plastic). Generally such
accommodation will not meet National Building Regulation standards.

- Planning status: The planning status is categorised according to whether the
accommodation is a primary or secondary accommodation unit and whether it is
self contained or reliant on common facilities:

= Primary accommodation units are distinct accommodation units legally
zoned as residential units, with their own facilities. Such stock includes
low, medium or high rise accommodation and attached or freestanding
permanent accommodation units.

= Secondary accommodation units are linked to a primary accommodation
unit and comprise a separate unit or room either with their own or shared
services. These units are generally not a legal approved use or are the
subject of a special application. They include formally constructed
permanent dwelling units, rooms in dwellings or backyard rooms and
informally constructed backyard units, with their own or access to
shared services in the unit. Where such units are not legally approved there

is the risk of them being pulled down unless approval is obtained.

(5) Quality issues’*: Approximately one quarter of rental stock in South Africa is
informal meaning that it falls outside of currently set minimum standards. C Moster
(1998) in the Asset Vulnerability Framework indicates that poor quality housing and
inadequate water supplies, sanitation and solid waste disposal are all environmental
hazards that often have a serious impact on the urban poor’s human capital, health

and well being. In addition such stock is not sustainable in the long term.
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The high incidence of respiratory infections and diarrhoeal disease amongst the poor
indicates the need to focus on reducing indoor air pollution, overcrowding and
dampness. Emphasis should be placed on the provision of clean drinking water,
adequate sanitation and water management and hygiene education.

Research undertaken by the CSIR has identified problem areas in respect of structural

instability, threat of fire, poor thermal performance and extensive overcrowding.

In South Africa the design and construction of housing stock (whether for ownership or
rental) must comply with the relevant requirements regulations While building
standards vary between Local Governments they are however significantly higher than
what is affordable by Small Scale Landlords particularly those providing backyard
rental accommodation. In addition the procedures for obtaining approval are difficult. In
addition most Local Governments lack the capacity to effectively apply sanction and

limit the development of stock that does not meet the minimum standards.

Very little research or literature in South Africa could be found on the applicability of
the current building standards being applied by Local Government to affordable

housing.

It is a concern that one quarter of the rental housing stock in South Africa could be
detrimental to the health of its occupants. However, in addressing this, thought must
be given to the cost of developing accommodation. While housing developed must be
healthy it must also at the same time be affordable. High standards applied to
housing can often be a significant barrier to providing affordable shelter and can
result in forcing households into overcrowded or unhoused conditions. The challenge
is to understand how such dwellings can be effectively upgraded to ensure the health
of the occupants given their and their Landlord’s resource constraints. A realistic
balance must be found between ensuring that housing stock is healthy and a sustainable

asset, while at the same time affordable.

32 This section adapted from Lessons for the South African Built Environment from a critical review of
contemporary frameworks on healthy housing, M Napier et al, 2000
% These regulations comprise: National Building Regulations, Requirements laid by the National Home

Builders Registration Council (NHBRC), Local Government Town Planning and Building Ordinances and
Bylaws
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(6) Landlord/Tenant relationship issues: Landlords and tenants are engaged in a socio,
economic and legal relationship with one another that is influenced by the level of rent™.
The Landlord is generally responsible for the structure and exterior of the property,
ensuring that the property is properly maintained and services are available and that the
tenant has possession of the property. The tenants responsibilities are to pay rent and
usually all bills associated with accessing services, observe the terms of the tenancy
agreement and look after the property.

The relationship between landlords and tenants varies according to the category of
landlord.

-Small private landlords and individual landlords if they use managing agents and/or
caretakers will have limited to no contact with their tenants.

- Household landlords will have high levels of contact as most live on the same plot or
neighbourhood. Tenants may be family members, or connected through social
networks.*

In the case of Household Landlords, the landlord and tenant have similar socio economic
backgrounds. Neither landlord nor tenant is aware of the law and contracts are very rarely
signed. 2

While some landlord tenant relationships will inevitably deteriorate into conflict it is not
clear how widespread this is. Gilbert asserts that such relationships in many Latin
American cities are generally benign except in cases of large scale landlords and

substantiates this conclusion by pointing to the long average length of tenancies.”’

(7) Risk issues : In the Assessment of the Investment Climate for rental Housing in the
Johannesburg CBD undertaken by Matthew Nell and Associates in 2004 it was
determined that the operating robustness of the Landlord is highly sensitive to the ability
to collect rentals, limited statutory charges (rates and service charges) and rental
escalation policies adopted.

The following are key risk factors that Landlords face in South Africa, particularly in the

Inner Cities:

> Rental tenure in the cities of developing countries, Carole Rakodi, Urban Studies, May 1995
55 Informal housing markets: a review; Marcelo Coccato, 1996
*® Informal housing markets: a review; Marcelo Coccato, 1996
37 Rental tenure in the cities of developing countries, Carole Rakodi, Urban Studies, May 1995
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-Body Corporate's: Landlords owning units in Sectional Title Buildings face a
significant risk in respect of the Body Corporate. In many cases particularly in
degrading areas Body Corporate's have become dysfunctional.

This results in the non-payment of Local Government rates and services charges and
the common areas not being maintained often undermining the ability to collect rents
and the investment made by the Landlord.

- Hijacking of buildings: In some cities particularly Johannesburg CBD Landlords and
Body Corporate's are subjected to the high jacking of the building by mafias, hijackers
and corrupt shareholders who intimidate owners and tenants making day to day
management of the building extremely difficult and often dangerous.

- Constraints relating to the local authority: While local authorities are recognising
the role of the rental sector their own behaviour in some cases undermine the success
of the sector for the following reasons:

= High rates and services charges and inefficient collections

= Mismanagement of council stock which spills over into neighbouring stock
even though it is not council managed and undermines the sustainability of
such stock.

= Poor maintenance of public infrastructure surrounding the rental stock
including cleaning of streets, maintaining street lights in degraded areas
like inner cities and townships undermine the investment made by the

Landlords.

(8) Regulatory and funding frameworks: There is a range of legislation pertaining to the

rental sector in South Africa impacting on:

- The establishment of a legal operating structure

- Governance of the structure

- Method of operating

- Taxation
The legislation adopted to date has focused on the stabilisation of inner cities and
landlord tenant relations as opposed to the facilitation of the development of rental
stock. However the following legislative problems have been identified:

- Exemptions permitted in terms of the Income Tax Act do not apply to landlords

upgrading or converting existing stock or to public benefit Landlords.
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-The provision of the Value Added Tax Act, relating to the development of rental
housing presents impediments to implementing rental housing projects

-The impact of the Urban Renewal Tax Incentive in the Urban Development Zones
does offer opportunities for Landlords who are upgrading or building rental
buildings in the designated areas. However it does not benefit tax exempt public
benefit organisations.

-The legal system and the Rental Act are ineffective in providing incentives for
tenants to pay for their accommodation and apply sanction in cases of non
payment. The Rental Tribunal has insufficient capacity to carry out its own
recommendations. PIE further exacerbates this problem. This results in some landlords
by-passing the legal system altogether.

The Comprehensive plan for the development of sustainable human settlements may
provide opportunities for small scale landlords in terms of encouraging mixed used
areas and medium density housing programmes.

Household rental has only recently started to be formally acknowledged in policy
terms and policy in terms of supporting Landlords providing this form of accommodation
is beginning to be formulated. The Backyard Rental Policy being formulated by the
Gauteng Department of Housing is to be welcomed. This is an opportunity in respect of
small scale Landlords owning this form of rental stock. Initiatives like the Top Twenty
Townships Programme are an opportunity in that they focus on upgrading the urban
form of townships areas thereby making them better places to live and increasing their
attractiveness as areas for rental accommodation. Such initiatives could also result in
increasing rentals which could have both positive and negative consequences.
Government attitudes towards the rental sector especially small scale landlords offering
backyard rental accommodation is mixed. While there is an increasing recognition of the
value of this form of housing provision within the policy itself, this is not necessarily

reinforced in terms of the attitudes of leading officials and politicians5 ‘.

There are a range of funding initiatives in respect of rental housing stock including:™:
- Rental finance initiatives:

= Commercial Banks providers as influenced by the Financial Sector Charter

%% For example MEC Nomvula Mokonyane is reported in the Star in June 2005 as saying that the government
builds houses for people to live in, not to rent or erect shacks in their yards.

» Adapted from South African Rental Sector Overview, David Gardner, 2005
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= NHFC Alternative Tenure Division
= Nurcha
= Trust for Urban Housing Finance (THUF)
- Grant funding:
= The Institutional Subsidy
= Qverseas grants in aid
- Rental Guarantee initiatives:
= Gauteng Rental Guarantee fund (administered by Nurcha)

= Home loan Guarantee Company

A number of policy and funding initiatives are being implemented to assist with the
development of the sector. However despite this there is a lack of loan finance.
particularly in respect of the low income rental sector and small scale Landlords.
Private sector lenders remain extremely risk adverse and some investors indicate
that there are difficulties with respect to NHFC finance including unaffordable and
inflexible loans®. Due to the need to understand specifically the nature of the Landlord
and the market in which s/he operates, organisations like TUHF represent a real
opportunity with its specific focus on providing finance for small scale private sector

Landlords.

The revisions to the rental subsidy may offer opportunities for small scale Landlords
however the revised policy still needs to be operationalised. Similarly the Financial
Sector Charter could benefit Small Scale Landlords and provide funding for the

purchasing of rental stock.

(9) Landlord support mechanisms: D Gardner (2005) and K Rust (2001) suggest a range of
interventions aimed at stimulating the supply of housing stock by landlords. These
interventions include:

- Policy and legislative interventions
- Regulatory interventions

- Design and service standards

- Funding

- Technical support and capacity building
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Case studies: Four case studies that offer lessons in respect of facilitative mechanisms in

support of small landlords were identified (see box)

% K Rust, Investigation into the constraints on the delivery of rental housing in South Africa, 2001
%! This section adapted from L Pikholz 2001 and the Shorebank Corporation website
52 M Berry, 2000

63 National Landlords Association website
%% This section adapted from Graham Tipple, Extending Themselves, undated
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Annexure A: Legislation pertaining to private sector rental stock

in South Africa

Regarding legal entities

Companies Act (section 21 companies and private
companies) no. 61 of 1973 and relevant amendments

For the registration of the legal entity.

Set criteria to which the legal entity must adhere
and report on (see governance)

Regarding governance

King 2 report on corporate governance

Sets out corporate governance requirements for
public and private companies.

Promotion of access to information Act 2 of 2000

Disclosure of information on request to ensure
transparency and accountability

Regarding operations

Constitution, Act 108 of 1996

Right to access housing

Eviction only possible through an order of court
i.e. security of tenure

Housing Development Act 107 of 1997

Principles for the development of housing
Framework for operating in subsidy market

Defining roles of the key players in the sector

Rental Act 50 of 1999

Details government responsibility in the rental
housing sector

Lease agreement requirements

Landlord tenant relationships through the
establishment of tribunals

Treatment of deposits and limitations on rent
increases

National Housing Code

Details of using the various subsidy instruments
available under the capital subsidy programme

Provincial housing legislation and policies

Captures provincial enhancements to the housing
subsidy scheme and policy to be adaptive to the
context in the province

Local authority policies and bylaws

Captures local area specific requirements that
residential property owners have to adhere to and
maintain. Linked to the town planning and zoning

PIE — Prevention of Illegal Eviction and Unlawful
Occupation of Land Act, 1998

Significantly affects the ability to evict defaulting
residents, as the process is long and costly.

Basic conditions of employment, Labour relations and
employment equity legislation

This legislation affects the recruitment, selection,
development, performance review and
administration of staff

Financial Charter

Proposed to bring private financial institutions into
the low income housing sector. Small scale
Landlords could benefit from funding from these
organisations to diversify their funding sources
and spread risk

Regarding development and land
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Development Facilitation Act 67 of 1995

Comes in to play when accessing land for the
development of rental housing. The principles in
Chapter 1 are applicable in all provinces.

Town planning legislation — provincial ordinances

Comes in to play when accessing land for the
development of rental housing and zoning land for
rental housing development

Municipal housing plans and integrated development
plans and provincial development plans

Defines nodal areas targeted for development,
details public funding available for the areas
identified. Assists in planning the location of
housing developments

NHBRC/Consumer Protection Measures Act 95 of
1998

This applies during the development stage of a
project and will affect the Landlord if they act as
developers of the project. The additional levy
added for NHBRC cover adds to the cost of
construction of the product and in the case of
rental units adds a third level of insurance to the
development, whereas in the case of instalment
sale does not necessary benefit the prospective
homeowner as transfer occurs after year 4

Tenure

Sectional titles Act 95 of 1986

Applies to sectional title developments

Regarding taxation

VAT Act

Zero-rating of subsidies for VAT not applicable to
rental housing development.

Income tax legislation

Income tax exemption for units under R!800

Property Rates Act

Regulating the property rates regime

Source: Social Housing Policy for South Africa: Towards an enabling environment for social housing development: Draft 2005




