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7. 
LONG TERM WATER AND WASTE WATER TREATMENT OPERATIONS 
MANAGEMENT CONTRACT : CONTRACT SC 1890/2018 
 
8/2/1/SC1890/2018 
H Blignaut (028) 313 5047 Hermanus Administration  
9 November 2018 

 
1. Executive Summary 

 
A long term water and waste water treatment operations management 
contract, Contract SC 1890/2018 (the Contract), was awarded to Veolia Water 
Solutions and Technologies South Africa (Pty) Ltd (the Operator) on 
4 September 2018 by the Accounting Officer, following a recommendation by 
the Bid Adjudication Committee on 31 August 2018.  

 
The purpose of this report is to present Council with the long term water and 
waste water treatment operations management contract, and to seek Council 
resolution:  

• To approve the Contract in its final form 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, 
Act no. 56 of 2003 (MFMA); and  

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

 
2. Service Delivery and Budget Implementation Plan - IGNITE 

 
Directorate: Infrastructure & Planning 
Department: Engineering Planning (Bulk Water Services) 

 
3. Compliance with Strategic Priority/ies 

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

 
6. Background/Evaluation/Conclusion 

 
Background 

 
Triggered by significant investment by Overstrand Municipality in water and 
waste water treatment infrastructure in the preceding 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 MSA 
that the Municipality should continue to deliver municipal services by way of 
an internal water services provider 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 drivers of the decision to contract an operator include 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 the regulatory requirements of the operations.  The 
outcomes sought from the contract are on-going assurance of supply of 
water, treatment of water and waste water at the right quantity and quality, 
and asset preservation over the longer term, in order that as water services 
authority the Municipality can ensure effective and efficient municipal service 
delivery.  

 
Subsequent to Council’s resolution of 22 January 2014, Contract no. SC 
1508/2014 (the Existing Contract) was awarded to Veolia Water Solutions 
and Technologies South Africa (Pty) Ltd (Veolia) for a period of 15 years, 
commencing on 1 November 2015 and terminating on 31 October 2030. The 
Existing Contract was approved by Council on 29 July 2015, after it was 
accepted that the Municipality will derive a significant financial economic 
benefit from the contract (refer to Annexure B). 

 
The bidder who scored the second most points during this tender process, 
Water and Sanitation Services South Africa (Pty) Ltd (WSSA), lodged an 
application for review of the award of the Existing Contract to the Cape High 
Court. Their application was based on technicalities with regard to the 
regulatory staffing requirements at the treatment plants. The Cape High 
Court, the Supreme Court of Appeal, as well as the Constitutional Court ruled 
that it will be appropriate for the Municipality to commence with a complete 
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new tender process, in order to make a new contract award within 6 months 
from the Constitutional Court’s decision of 7 June 2018, at which date (i.e. 
7 December 2018 latest) the Existing Contract SC 1508/2014 with Veolia has 
to terminate.  

 
In compliance with Court Order and supply chain management regulation 
and procedures, tender documentation was compiled, with specific attention 
to the issues raised by the Court Order and on-going operational needs. 

 
In response to the new competitive tender process, four tenders were 
received, including bids from Veolia and WSSA.  Veolia scored the highest 
points in terms of Council’s Supply Chain Management Policy, and the 
tender was thus awarded to them on 4 September 2018 (refer to Annexure 
C).  The duration of the Contract will be 15 years, commencing on 
8 December 2018 and ending on 7 December 2033, with the option for 
Council to extend the contract for another 5 years. 

 
Evaluation 

 
The long-term Contract which is the subject of this report is attached to this 
report as Annexure D.  The Contract includes the following improvements and 
additions to the Existing Contract SC 1508/2014: 

 The exact staffing requirements at all the treatment plants are described in 
detail; 

 Security measures at high risk key bulk water services infrastructure are 
included; 

 The operation and maintenance of the following additional infrastructure, 
which was constructed after commencement of the existing contract, have 
now been included in the scope of work of this contract:  
o the new Eluxolweni Waste Water Treatment Plant; 
o new Eluxolweni sewerage pump station;  
o 3 new sewerage pump stations in Stanford;  
o all new rising main sewer pipelines linked to the new pump stations;  
o the new Mount Pleasant reservoir and associated infrastructure;  
o the new Gansbaai bulk water supply pipeline;  
o 2 mobile generator sets. 

 
Section 33 of the MFMA provides as follows: 
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The procedures prescribed by section 33 of the MFMA have been duly 
followed.  This report to Council concludes the section 33 process and 
includes the projected financial obligations for each financial year and the 
impact of those financial obligations on the relevant tariffs.  
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The following activities were completed, in accordance with section 33 of the 
MFMA: 

 

 A public notice (refer to Annexure F) inviting comments from the local 
community and other interested persons was published in the local media 
and on the municipal web site on 14 September 2018 (i.e. more than 60 
days before the Council meeting of 28 November 2018).  No comment, 
input or inquiry was received before the closing date of 15 October 2018. 

 An Information Statement (refer to Annexure E) discussing the proposed 
long term contract was made available to the public from 14 September 
2018 on Overstrand Municipality’s web site. 

 The views and recommendations of the following stakeholders have been 
solicited from 13 September 2018 to 15 October 2018 (refer to Annexure 
G): National Treasury, Provincial Treasury, the Department of Co-
operative Governance and Traditional Affairs, and the Department of 
Water and Sanitation. No comments were received from any of the 
stakeholders. 

 
It is envisaged that the long term Contract will have the following financial 
and economic benefits for Overstrand Municipality: 

 Value for money, with better balanced rates than those of the existing 
contract, which was previously proven to be feasible during the MSA 
section 78 process as well as during the previous MFMA section 33 
process (refer to Annexures A and B). Even with the addition of newly 
completed infrastructure and security measures to the scope of works 
under this contract, the estimated expenditure remains within the available 
budget in the current Medium Term Revenue and Expenditure Framework 
(MTREF); 

 Annual escalation is limited to Consumer Price Index (CPI) on the Fixed 
and Variable Charges, and South African Local Government Bargaining 
Council (SALGBC) wage agreements on the Salary Contribution, and the 
contract will therefore not have an adverse effect on future tariffs; 

 An estimated R77 million worth of work will be sub-contracted to Exempt 
Micro Enterprises and Qualifying Small Enterprises over the 15-year 
contract period; 

 20 Permanent new jobs are created in the Overstrand under this contract, 
which did not exist when the function was performed in-house;  

 A new office building will be constructed by the Operator, and the asset 
will be transferred to the Municipality at no cost at the end of the contract 
(only the successful bidder offered this initiative); 

 Intensive training and development of staff and recognition of prior 
learning (“grand parenting”) will be continued, with the aim of regulatory 
compliance in terms of staffing, which is not achieved at many plants 
countrywide; 

 Focused high level expertise will be available on a continuous basis to 
improve and optimise treatment and maintenance processes, including 
professional chemical and electrical engineers, which are not available in-
house; 
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 Full time locally based maintenance teams are employed under this 
contract to do daily inspections, preventative maintenance work, and 
immediate response in case of emergency situations. In the past these 
functions had to be sourced by the Municipality on an ad hoc basis from 
Cape Town. The numbers of pump station failures, sewerage spillages 
and water quality issues have already decreased significantly under the 
Existing Contract to date; 

 Asset preservation in the long term is secured for the Municipality, 
combined with optimized treatment process efficiencies. 

 
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. 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 

 
It can be concluded from the above and taking into consideration the 
financial implications in 7 below, that this long term Contract will secure a 
significant economic financial benefit for Overstrand Municipality. The 
contract is feasible, affordable, and achieves the objectives of the 
Municipality. 

 
7. Financial Implications 

 
Source of Funding: Operating Budget Provision 
 
The estimated projected financial implications of the long term contract are 
illustrated in the table below.  The annual escalation on the fixed and variable 
charges in the contract will be based on the CPI, and with regard to the 
Salary Contribution for the ex-municipal employees, escalation will be 
aligned with the annual SALGBC wage agreements. In the table below, the 
escalation factors were applied as set out in the Overstrand budget directive 
for 2019/20, i.e. CPI at 5.7% and Wage increases of 8.6% per year. 
Furthermore, a 3% annual growth in water and waste water produced was 
applied to the variable cost, to make provision for population growth and 
development. The same escalation factors would have applied should the 
function be executed in-house or by another contractor. 
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Fixed Cost Variable Cost 
Salary 

Contribution 

Large 
Maintenance 
and Repairs 

Total Estimated 
Cost 

Average 
Increase 

2018/19 R 8 751 604 R 4 321 383 R 9 450 000 R 787 500 R 23 310 487 
7 Months 

only 

2019/20 R 16 761 807 R 8 065 256 R 17 593 200 R 1 426 950 R 43 847 213 7.4% 

2020/21 R 17 717 230 R 8 780 725 R 19 106 215 R 1 508 286 R 47 112 456 7.4% 

2021/22 R 18 727 112 R 9 559 663 R 20 749 350 R 1 594 258 R 50 630 383 7.5% 

2022/23 R 19 794 557 R 10 407 701 R 22 533 794 R 1 685 131 R 54 421 183 7.5% 

2023/24 R 20 922 847 R 11 330 968 R 24 471 700 R 1 781 184 R 58 506 699 7.5% 

2024/25 R 22 115 449 R 12 336 139 R 26 576 266 R 1 882 711 R 62 910 565 7.5% 

2025/26 R 23 376 030 R 13 430 477 R 28 861 825 R 1 990 026 R 67 658 358 7.5% 

2026/27 R 24 708 463 R 14 621 895 R 31 343 942 R 2 103 457 R 72 777 758 7.6% 

2027/28 R 26 116 846 R 15 919 003 R 34 039 521 R 2 223 354 R 78 298 725 7.6% 

2028/29 R 27 605 506 R 17 331 178 R 36 966 920 R 2 350 085 R 84 253 690 7.6% 

2029/30 R 29 179 020 R 18 868 627 R 40 146 075 R 2 484 040 R 90 677 762 7.6% 

2030/31 R 30 842 224 R 20 542 463 R 43 598 638 R 2 625 631 R 97 608 955 7.6% 

2031/32 R 32 600 231 R 22 364 785 R 47 348 120 R 2 775 291 R 105 088 427 7.7% 

2032/33 R 34 458 444 R 24 348 765 R 51 420 059 R 2 933 483 R 113 160 751 7.7% 

2033/34 R 15 835 164 R 14 930 029 R 23 267 577 R 1 291 955 R 55 324 725 
5 Months 

only 

Total R 369 512 532 R 227 159 059 R 477 473 202 R 31 443 343 R 1 105 588 136 
 Total, Including 15% VAT       R 1 271 426 357 

  
The above table indicates that the long term Contract will not have an 
adverse effect on the Water and Sewerage operational budgets of the 
Overstrand Municipality and it can therefore be concluded that the contract 
will not contribute to excessive annual increases in tariffs.  

 
The contract represents an estimated 26% of the total expenditure budget for 
Water, and 15% of the total expenditure budget for Sewerage Services. 

 
8. Staff Implications 

 
There are no implications for existing municipal staff. Management will 
allocate capacity to monitor and implement the Contract. Ex-municipal staff 
who were directly involved with the function at the time of the conclusion of 
the Existing Contract were transferred to the Operator at commencement of 
the Existing Contract, and their employment with the Operator will continue 
under the new Contract.  

 
9. Comments from other Departments, Divisions and Administrations 

 
None 
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10. Annexures 
 

Annexure A: Council Resolution 4.7 of 22 January 2014 
Annexure B: Council Resolution 4.9 of 29 July 2015 
Annexure C: Bid Adjudication Committee Minutes of 31 August 2018 
Annexure D: Long Term Contract SC 1890/2018 
Annexure E: MFMA Section 33 Information Statement  
Annexure F: MFMA Section 33 Public Notice 
Annexure G: MFMA Section 33 Letter to Stakeholders  

 
RECOMMENDATION TO THE COUNCIL:  
  
1. that cognisance be taken that no response was received from the public or 

any other stakeholder following the invitation for comments, representations, 
views and recommendations in respect of the long term contract and the right 
to use the water and waste water treatment works; 
 

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 determination of significant economic financial benefit from the long 

term contract for the Overstrand Municipality be noted; 
 

4. that the long term contract for the Management of the Operation and 
Maintenance of the Water and Waste Water Treatment Works under the 
jurisdiction of Overstrand Municipality be approved;  and 
 

5. that the Municipal Manager be authorised to sign the long term contract on 
behalf of Overstrand Municipality. 

 
 
RESPONSIBLE OFFICIAL : H BLIGNAUT 
 
TARGET DATE FOR IMPLEMENTATION : 8 DECEMBER 2018 
 
TARGET DATE TO INFORM APPLICANT : N/A 
 
TARGET DATE TO INFORM OBJECTOR : N/A 
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