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12. 
WATER AND WASTE WATER TREATMENT OPERATIONS MANAGEMENT 
CONTRACT: SC1508/2014  
 
8/2/2 
S Muller/H Blignaut (028) 313 5047 Corporate Head Office 
17 July 2015 

 
1. Executive Summary 

 

The purpose of this report is to present Council with the Water and Waste 
Water Treatment Operations Management contract in its final form, and to 
seek Council resolution:  

- To approve the contract as it is to be executed, and to authorise the 
Municipal Manager to sign the contract as is required by section 33 of the 
Local Government: Municipal Finance Management Act, No 56 of 2003 
(MFMA); and  

- To grant the right to use, control and manage of the water and waste 
water treatment works as set out in the Contract, as is required by the 
Municipal Asset Transfer Regulations No.R878 published in Government 
Gazette No. 31346 on 22 August 2008.  

 

The Bid Adjudication Committee on 17 July 2015 recommended the award of 
the contract to the Accounting Officer.  The latter awarded the contract on 
22 July 2015. 

 
2. Service Delivery and Budget Implementation Plan - IGNITE 

 
Directorates:  Infrastructure and Planning and Community Services 
Water and Waste Water Services 

 
3. Compliance with Strategic Priorities 

 
Provision of democratic, accountable and ethical governance 
Provision and maintenance of municipal services 
Creation and maintenance of a safe and healthy environment 

 
4. Delegated Authority 

 
None 

 
5. Legal Requirements 

 
Local Government:  Municipal Finance Management Act, 56 of 2003 and its  
Regulations (MFMA) 
Local Government:  Municipal Systems Act, 32 of 2000 (MSA) 
Labour Relations Act, 66 of 1995 (LRA) 
Water Services Act, 108 of 1997 
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Municipal Asset Transfer Regulations No R878 
Overstrand Municipality Supply Chain Management Policy 
Overstrand Municipality Contract Management Policy 

 
6. Background/Discussion/Evaluation/Conclusion 

 
Background 

 

Triggered by significant investment by Overstrand Municipality in water and 
waste water treatment infrastructure in recent years, Council resolved in June 
2011 in terms of section 77 of the MSA that the municipality must undertake 
an assessment in terms of MSA section 78(1) of the way in which it was 
structured to deliver water and sanitation services.  

 
Following the MSA section 78(1) assessment, Council resolved on 22 January 
2014 (refer to Annexure A) in terms of section 78(2) of the Act to continue to 
deliver water and sanitation services by way of an internal mechanism, but 
that a competently skilled and experienced operator should be contracted to 
operate and maintain the water and waste water treatment works.  

 

The key driver of the contract is the need to secure focussed management of 
the operations and maintenance of the water and waste water treatment 
works, and to develop local skills in compliance with regulatory requirements 
of the operations.  The outcomes sought from the contract are on-going 
assurance of supply of water, and treatment of waste water at the right 
quantity and quality, and asset preservation over the longer term.  

 

Council delegated the Director: Infrastructure and Planning to undertake a 
more detailed study to inform the bid specifications, initiate the procurement 
process, and to report back with regard to the future financial commitments.  

 
Discussion 

 
The feasibility of the Contract was confirmed through a competitive bidding 
process in compliance with the Supply Chain Management Framework.  
There is acceptance of the risk proposed in the attached contract for a 
contract period of 15 years.  The price of the Contract is affordable within the 
current municipal budget. Refer to Annexure G. 

 
The economic and financial benefit to Overstrand Municipality includes: 
(1) The total estimated expenditure over the contract period of 15 years is 
estimated to be R 830 056 837, excluding VAT, compared to a total estimated 
expenditure of R 1 088 616 122, excluding VAT, if the Municipality was to fill 
the organogram as required by regulations.  With escalation applied at 6% 
this reflects a saving of 23.7%; 
(2) Annual escalation of fixed operational and maintenance costs is limited 
to CPI for the contract period.  
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(3) Asset preservation in the long term is secured, combined with optimized 
treatment process efficiencies.  

 
The contract will not have any negative impact on water services tariffs, as the 
cost is within the approved MTREF of the Municipality, and annual escalation 
over the contract period is limited to CPI and SALGBC agreed rates for the 
salary component.  

 
In discussion, National and Provincial Treasury have confirmed that the 
transaction is not a public private partnership.  Nor would the transaction 
constitute privatisation, as the assets remain with the Municipality, and the 
Municipality remains accountable for the function.  Privatisation would in effect 
divest the Municipality from any responsibility in regard to the assets or 
function. In this case the Municipality has a vested interest in that it owns the 
assets and in order to ensure service delivery.  It must take steps to ensure 
that the bulk works are operated and maintained optimally, and has step in 
rights if the operator does not perform in accordance with the Contract 

 
Evaluation 

 
The contract is structured to meet the needs of the Municipality and the long 
term objectives of assurance of supply and asset preservation.  

 
The Contract will achieve the following:  
- Skills development and retention – regulatory compliance;  
-  Assurance of supply – as Water Services Authority with a duty to ensure 

service delivery, and as Water Services Provider with direct accountability 
to the community and mandate to deliver water services, it is important 
that the Works are operated and maintained optimally;  

-  Operations optimisation – focussed management must optimise 
operations in order to ensure on-going effectiveness and efficiency within 
the current budget;  

- Asset preservation – the Municipality has invested significantly in the 
infrastructure and it requires focussed management to ensure that the use 
of the assets can be optimised. 

 
7. Financial Implications 

 
Source of Funding eg.  Capital/Operating Budget Provisions 

 
The financial implications of the contract over its full duration are illustrated in 
Table 1 below. The estimated cost of the contract over the contract period of 
15 years is R830 056 837, excluding VAT. The costs below assume a CPI 
increase of 6% for the operational costs and 6.1% for the salary contribution.  

 
The cash flow takes into account that the Operator will use the existing supply 
contract of the Municipality for chemicals up to the end of June 2017, and 
thereafter its own suppliers, as instructed in the bidding process.  The rates 
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tendered by the Operator for his own chemical supply will result in an 
estimated annual saving of R 845 000 (before escalation) to the municipality. 

 
The table below compares the projected cost of the Operator with the 
projected cost of the municipality, if all required positions are created and filled 
to achieve complete regulatory compliance. 

 

PROJECTED CASH FLOW 

      OPERATOR 
(VEOLIA) 

MUNICIPALITY 

Number Year Months Amount pa Amount pa 

1 2015/16 10 R 27 969 966.14 R 37 034 301.67 

2 2016/17 12 R 35 660 860.52 R 46 189 965.70 

3 2017/18 12 R 37 162 255.01 R 48 821 538.72 

4 2018/19 12 R 39 739 064.78 R 52 206 796.64 

5 2019/20 12 R 42 506 131.20 R 55 842 002.32 

6 2020/21 12 R 45 478 540.92 R 59 746 975.69 

7 2021/22 12 R 48 672 664.73 R 63 943 223.73 

8 2022/23 12 R 52 106 273.83 R 68 454 093.13 

9 2023/24 12 R 55 798 667.01 R 73 304 937.53 

10 2024/25 12 R 59 770 810.12 R 78 523 300.60 

11 2025/26 12 R 64 045 488.74 R 84 139 116.64 

12 2026/27 12 R 68 647 475.47 R 90 184 930.42 

13 2027/28 12 R 73 603 713.35 R 96 696 138.07 

14 2028/29 12 R 78 943 516.84 R 103 711 251.20 

15 2029/30 12 R 84 698 792.29 R 111 272 186.44 

16 2030/31 2 R 15 252 616.87 R 18 545 364.41 

Total    180 R 830 056 837.79 R 1 088 616 122.91 

 

Source of Funding:  Operating Budget (all amounts in table below are excluding 
VAT) 

In evaluating the financial implications the actual expected expenditure was 
compared with the current budgeted amounts for the Function.  The comparison 
is shown below and indicates that there are sufficient funds in the budget.   
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Table 2: Budget Required 

YEAR BUDGET ACTUAL 

ESTIMATED 

DIFFERENCE 

2015/16 R 35 260 517.00 R 27 969 966.14 R 7 290 550.86 

2016/17 R 36 458 482.00  R 35 660 860.52 R 797 621.48 

2017/18 R 38 506 166.00 R 37 162 255.01 R 1 343 910.99 

 
Asset Implications: 

 
 The water and waste water treatment works will be made available to the 
operator to operate and maintain for the duration of the contract. Whilst the 
operator will take operational risk in regard to the assets, the Municipality will 
remain the owner. No lease fee is required as the contract is a management 
contract and the Municipality pays the operator a management fee to operate 
the works. The granting of the right of use is made with the objective of 
achieving key economic objectives namely asset preservation and operations 
optimisation. 

 
Because of the direct interface of the contract with the Municipality’s water 
service provider obligations, the risk of non-performance or poor performance 
must be managed by the Municipality.  The capital assets will not be required 
for the Municipality’s own use during the contract period, other than for access 
to monitor the performance of the operator and to execute the planning and 
capital development function.  

 
Conclusion: 

 
The Contract is feasible, affordable and achieves the objectives of the 
Municipality 

 
8. Staff Implications 

 
If Council approves the contract, this will trigger the transfer of the function of 
operating and maintaining the water and waste water treatment works for a 
period of 15 years. This triggers section 197 of the LRA.   

 
The Municipality has undertaken that there will be no job losses as a result of 
the contract.  The contractor requires the human resource capacity to continue 
the undertaking of the operations of the water and waste water treatment works, 
which has a direct impact on the ability of the Municipality to execute its 
obligation to ensure service delivery.   
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The 50 municipal employees currently involved with the function have been 
identified to transfer.  The affected employees will be transferred on terms and 
conditions in the whole not less favourable as their current benefits, from the 
effective date of the Contract. 

 
The transferred employees will be paid out their accrued leave by the 
municipality.  

 
The Local Labour Forum (LLF) has been kept advised of progress. A LLF 
Working Group was established by the LLF, with representation from the 
Municipality and IMATU and SAMWU.  There was regional and local 
representation from the unions.  The task of the working group was to ensure 
that there was information dissemination; identify potentially impacted 
employees; identify options for potentially impacted employees; identify legal 
consequences of options and implementation risks, and report back to the LLF.  
The working group has no decision making authority. Although both IMATU and 
SAMWU are in principle opposed to the transfer of the employees, no 
alternative agreements have been proposed by the Unions, and accordingly 
section 197 of the LRA applies, with its protection for the employees. 

 
The Municipality is obliged to ensure capacity to manage the contract and 
monitor performance.   

 
9. Comments from other Departments, Divisions and Administrations 

 

Both section 33 of the MFMA and the Municipal Asset Transfer Regulations 
require that notice be given to the community and to relevant stakeholders.  

 

In March 2015 a notice was published in regard to the municipality’s obligations 
in terms of the proposed contract and the proposed granting of the right to 
operate and maintain the water and waste water treatment works.  The 
community and other interested parties were invited to submit to the 
Municipality comments or representations in respect of the proposed contract 
and the granting of the right and obligation to operate and maintain the Bulk 
Works.  No formal response in writing in the relevant tender box was received.  
A local newspaper independently reported on the matter.  

 
See Annexure B: Notice and Information Statement.  

 

A report on the contract and the granting of the right to operate and maintain 
the Bulk Works was sent to National Treasury, Provincial Treasury, the 
Department of Local Government and Department of Water & Sanitation.   A 
working session was facilitated to discuss the report.   

 
Written views were received only from the Western Cape Provincial Treasury, 
which in essence commended the Municipality on the initiative and raised the 
need to ensure procedural compliance regarding procurement and decision 
making and ensuring funds are available for the duration of the contract.   The 
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Provincial Treasury “took note of and values the effort of Overstrand 
Municipality in securing the required institutional capacity to ensure long-term 
efficient operation and maintenance of water and waste water treatment works. 
Given that South Africa is a water scarce country, the Municipality is 
commended in exploring alternative service delivery mechanisms in the delivery 
of the service.” 

 

The Provincial Treasury concluded “given the current financial position of the 
Municipality, Treasury has, in principle, no objection against your intention, 
subject to the required Supply Chain Management processes being followed, 
the requirements of the MFMA (especially s33) being adhered to and the carry 
through implications over the MTREF be taken into account within the budgets 
of each of the affected years with the required budgetary provision to ensure 
affordability and sustainability over the new MTREF years.”  

 
Refer to Annexure D, Provincial Treasury Letter, and Annexure H, BAC report 
of 17 July 2015. 

 

In terms of s19(4) of the Water Services Act 106 of 1997, the Operator has 
disclosed and provided information on any other interests it may have which are 
ancillary to or associated with the Municipality; and any rate of return on 
investment it will earn or will gain by entering into the agreement. (see 
Annexure E: Veolia Letter)  

 

Once concluded, a copy of the contract must be supplied to the Western Cape 
Provincial Government and the Minister of Water & Sanitation.  

 
10. Annexures 

 
Annexure A: Council Resolution of 22 January 2014 in terms of section 78(2) 

of the Municipal Systems Act 
Annexure B: Public Notice in English, Afrikaans and Xhosa and Information 

Statement 
Annexure C: Stakeholder Letter 
Annexure D: Comments received from Provincial Treasury 
Annexure E: Veolia Letter 
Annexure F: Draft Contract 
Annexure G: MFMA Section 33 Report by Worley Parsons 
Annexure H: BAC Report 17 July 2015 

 
RECOMMENDATION TO THE COUNCIL:  
  
1. that cognisance be taken of the responses received to the request for 

comments, representations, views and recommendations in respect of the 
contract and granting of the right to use the water and waste water treatment 
works; 
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2. that the right to use, control and manage the water and waste water 
treatment works for the contract period of 15 years to Veolia Water Solutions 
& Technologies (Pty) Ltd, be granted; 

  
3. that the significant economic financial benefit from the contract for the 

Municipality, be noted; 
  
4. that the Contract for the Management of the Operation and Maintenance of 

the Water and Waste Water Treatment Works in the jurisdiction of Overstrand 
Municipality, be approved;  and 

  
5. that the Municipal Manager be authorised to sign the contract on behalf of 

Overstrand Municipality. 
 
 
RESPONSIBLE OFFICIAL : S MÜLLER 
 H BLIGNAUT 
 M BARTMAN 
 
TARGET DATE FOR IMPLEMENTATION : 1 SEPTEMBER 2015 
 
TARGET DATE TO INFORM APPLICANT : 29 JULY 2015 
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