
AGENDA OF THE MAYORAL COMMITTEE MEETING: 27 SEPTEMBER 2017 

 
 
7. 
PROPOSED AMENDMENT OF CONTRACT SC 867B/2010:  OPERATION OF THE 
MECHANISED MATERIAL RECOVERY FACILITY (MMRF) AT THE HERMANUS 
SOLID WASTE TRANSFER STATION 
 
8/3/1/SC867/2010 
H Blignaut (028) 313 5047 Hermanus Administration 
11 September 2017 

 
1. Executive Summary 

 
The purpose of this report is to provide the necessary information and 
motivation with regard to the proposed amendment of Contract SC867B/2010: 
Operation of the Mechanised Material Recovery Facility (MMRF) at the 
Hermanus Solid Waste Transfer Station, in terms of sections 116(3) and 33 of 
the Local Government: Municipal Finance Management Act (MFMA), 2003 
(Act 56 of 2003), to enable Council to take an informed decision whether to 
consent to the proposed amendment of the contract. 

 
2. Service Delivery and Budget Implementation Plan - IGNITE 

 
Directorate: Infrastructure & Planning 
Department: Engineering Planning (Solid Waste Planning section) 

 
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 (MFMA), 2003 (Act 
56 of 2003) 
Overstrand Municipality Supply Chain Management Policy, as amended 
Overstrand Municipality Contract Management Policy, as amended 
MFMA Circular No. 73 issued by National Treasury 

 
6. Background/Discussion/Evaluation/Conclusion 

 
Background 

 
In May 2010 Overstrand Municipality advertised tenders for the operation of 
the Hermanus MMRF (Tender SC 867/2010), which lead to the award of a 
three year contract to Hermanus Recycling CC t/a Walker Bay Recycling. 
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With the contract expiring in July 2013, the Municipality again advertised a 
similar tender for three years in May 2013. Only two tenders were received. 
Due to failure to achieve the required sub-minimum score for quality, one 
tender had to be rejected. The remaining tender was from Hermanus 
Recycling CC, the current service provider. The price offered at the time was 
not acceptable to the municipality, given the municipality’s available budget, 
and measured against what was considered to be a fair and market-related 
estimated price. 

 
The municipality had the options to either go out on tender again, or to 
negotiate with Hermanus Recycling CC. The tender document made provision 
for negotiations to take place, as long as it did not give any tenderer an unfair 
opportunity, or be to the detriment of another tenderer, or lead to a higher 
price than the tender originally submitted. Not acting to the detriment of any 
one party, and with the aim to arrive at a fair price that was affordable to the 
municipality, contract negotiations were entered into with Hermanus Recycling 
CC in accordance with legislation that allowed an amended contract. The 
existing long term agreement is the result of these negotiations. The contract 
period ends on 30 October 2022. 

 
The purpose of this second proposed amendment of the contract is to change 
the escalation factor from the Baxter formula to the Consumer Price Index 
(CPI). The reasons for this proposed amendment are discussed in the 
following sections of this report. 

 
Because the proposed amendment to the existing contract is for more than 
three years (up to 30 October 2022), the Municipality must comply with 
Section 116(3) as well as Section 33 of the Local Government: Municipal 
Finance Management Act, 2003 (Act 56 of 2003). 
The Hermanus MMRF is a very important component of the solid waste 
service of the Overstrand Municipality, and its efficient operation contributes 
significantly to the diversion of waste from landfill, thereby extending the 
lifespan of the landfill.  Overstrand Municipality’s rate of diversion from landfill 
(>50%) is currently the highest in the country. The extended contract 
negotiated with Hermanus Recycling CC in 2013 was very favourable to 
Overstrand Municipality, and significantly lower than the tenders originally 
received.  Furthermore, the Hermanus MMRF provides employment to 12 
people from Zwelihle. 

 
Discussion 

 
The negotiated escalation formula in the existing long term contract is the 
Baxter formula, and is based on a composition of the total cost of rendering 
the specified service of operating the Hermanus MMRF, that was made up of:  

 

 55% labour, represented by the Consumer Price Index for all items in the 

Western Cape 

 10% equipment, represented by the index for Trucks 
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 5% material, represented by the index for Tyres and Tubes, and  

 30% fuel, represented by the index for Diesel at the Coast 

Reality during the four years since negotiating the existing long term contract 
has proven this composition of the actual cost mainly consists of the labour 
component and that the monthly increases or decreases of the diesel price 
significantly affected the outcome of the escalation.  Furthermore, the indices 
for Trucks, Tyres and Tubes, and Diesel are being discontinued by Statistics 
South Africa as from January 2018. 

 
It is therefore proposed to amend the escalation clause in the existing long 
term agreement to consist of 100% labour, represented by the Consumer 
Price Index for all items in the Western Cape, as published by Statistics South 
Africa in Statistical Release P0141, Table 3.  This is the only proposed 
amendment to the existing long term contract.  If Council give its consent for 
this amendment, future escalation on the contract will be aligned with inflation, 
and no significant adverse effect on future budgets and tariffs is foreseen. 

 
Evaluation 

 
Sections 33 and 116(3) of the MFMA provide as follows: 

 
(a) Section 33: 
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(b) Section 116(3): 
 

 
 

Section 116(3) of the MFMA should be read together with MFMA Circular no. 
73, issued by National Treasury in May 2013.  In terms of the said circular, 
the following power/duty was conferred to Council, which is cited as follows 
(emphasis added): 

 
“Considering the reasons for the proposed amendment of a contract or 
agreement and any representations that may have been received regarding 
the proposed amendment of a contract or an agreement procured through 
the supply chain management policy of the municipality and deciding 
whether to consent to the amendment of the contract or agreement.” 
(emphasis added). 
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In terms of Sections 33 and 116(3) of the MFMA, due process has been 
followed, making provision for the contract having future budgetary 
implications. 

 
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 tariffs of the Overstrand Municipality.  
The following activities were completed, in accordance with Section 33 of the 
MFMA: 

 

 An advertisement, inviting comments from the local community and other 
interested persons was placed on 27 July 2017 (i.e. 60 days before the 
Council meeting).  No comment, input or inquiry was received before the 
closing date of 28 August 2017. 

 An Information Statement indicating the proposed amendment to the 
contract was made available to the public from 27 July 2017. 

 The views and recommendations of the following stakeholders have been 
solicited from 28 July 2017: National Treasury, Provincial Treasury, 
Department of Local Government, and the Department of Environmental 
Affairs. No comment or input was received from any of these stakeholders 
by the closing date of 28 August 2017. 

 
The projected financial implications of the proposed amendment of the 
contract are illustrated in the two tables in paragraph 7 below. It is clear from 
the tables that no adverse effect on future budgets and therefore tariffs are 
envisaged if the escalation formula in the contract is amended to be aligned 
with inflation. 

 
Conclusion 

 
Due to several of the indices used in the Baxter escalation formula to be 
discontinued by Stats SA as from January 2018, the escalation formula in the 
contract has to be amended. The use of CPI in place of the Baxter formula will 
ensure alignment with inflation, with no significant adverse effect on future 
budgets and tariffs. The revised estimated expenditure with CPI escalation for 
the current Medium Term Expenditure Framework falls within the approved 
budget – please refer to paragraph 7 below. 

 
7. Financial Implications 

 
Source of Funding:  Operating Budget Provisions 

 
The estimated financial implications of the amended escalation formula over 
the remaining contract period are illustrated in the table below: 
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Financial 

Year 
Original estimate with 

Baxter escalation 
formula at Award, 
November 2013 

Actual to date, and 
estimated with Baxter 
escalation formula for 

remaining contract 
period 

Actual to date, and 
estimated with CPI 

escalation from June 
2017 for remaining 

contract period 

2013/14 R 730 487 R 442 877 R 442 877 

2014/15 R 1 130 321 R 791 598 R 791 598 

2015/16 R 1 215 736 R 877 971 R 877 971 

2016/17 R 1 308 535 R 831 032 R 831 032 

2017/18 R 1 409 453 R 1 165 766 R 1 161 841 

2018/19 R 1 519 308 R 1 258 264 R 1 242 050 

2019/20 R 1 639 005 R 1 360 165 R 1 323 624 

2020/21 R 1 769 554 R 1 472 693 R 1 406 643 

2021/22 R 1 912 077 R 1 597 257 R 1 491 193 

2022/23 R 674 548 R 565 679 R 519 402 

Total R 13 309 029 R 10 363 307 R 10 088 235 

 
The estimated Medium Term Expenditure Framework financial implications 
are summarized in the following table: 

 
 2017/18 2018/19 2019/20 

mSCOA Description Operation of Hermanus 
Material Recovery Facility 

Operation of Hermanus 
Material Recovery Facility 

Operation of Hermanus 
Material Recovery Facility 

mSCOA Cost Account 13640200530000 13640200530000 13640200530000 

mSCOA Business Key 20170525078486 20170525078486 20170525078486 

Budget Provision (excl VAT) R 955 060.00 R 1 012 360 R 1 073 101 

Balance Available (excl VAT) R 833 004.29 R 1 012 360 R 1 073 101 

Total Estimated Expenditure (excl VAT) R 819 098.00 R 876 583 R 934 068 

mSCOA Description Maintenance of Equipment Maintenance of Equipment Maintenance of Equipment 
mSCOA Cost Account 12240201460000 12240201460000 12240201460000 

mSCOA Business Key 20170525078524 20170525078524 20170525078524 
Budget Provision (excl VAT) R 319 100.00 R 399 800 R 423 900 

Balance Available (excl VAT) R 294 983.86 R 399 800 R 423 900 

Total Estimated Expenditure (excl VAT) R 284 623.00 R 303 867 R 324 256 

mSCOA Description Maintenance Contractor Maintenance Contractor Maintenance Contractor 
mSCOA Cost Account 12240201460000 12240201460000 12240201460000 

mSCOA Business Key 20170525078539 20170525078539 20170525078539 

Budget Provision (excl VAT) R 58 120.00 R 61 600 R 65 300 

Balance Available (excl VAT) R 54 540.70 R 61 600 R 65 300 

Total Estimated Expenditure (excl VAT) R 54 540.00 R 61 600 R 65 300 

Any other related costs (excl VAT) 0 0 0 

Total Budget Provision (excl VAT) R 1 332 280.00 R 1 473 760 R 1 562 301 

Total Balance Available (excl VAT) R 1 182 528.85 R 1 473 760 R 1 562 301 

Total Estimated Project Cost (excl VAT) R 1 161 841.00 R 1 242 050 R 1 323 624 

Escalation (if any) CPI CPI CPI 

Escalation Date Monthly Monthly Monthly 

 
8. Staff Implications 

 
None 
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9. Comments from other Departments, Divisions and Administrations 
 

Contract Management Office: 
 

It is confirmed that contract SC867B/2010 is still active and the proposed 
amendment of the contract is supported. This is the third amendment to the 
existing contract and a Section 116(3) amendment as required by the MFMA 
has been followed. In terms of Section 33 of the MFMA, due process has been 
followed, making provision for the contract having future budgetary 
implications. 

 
No recommendations or representations were received from any relevant 
stakeholders against the intention to amend the contract.  

 
The amendment of this contract carries exceptional reason for the amendment 
of the contract and is expected to contribute a financial benefit to the 
municipality, without having an impact on the municipality’s future tariffs and 
revenue. 

 
10. Annexures 

 
Annexure A: Intent to amend 
Annexure B: BAC Minutes of 18 November 2013 
Annexure C: MFMA Section 33 Information Statement 
Annexure D: MFMA s.33 and S 116(3) Advertisement 
Annexure E: Letter to Government Departments 

 
RECOMMENDATION TO THE COUNCIL:  
  
1. that cognisance be taken of the reasons for the proposed amendment of 

Contract SC867B/2010 for the Operation of the Mechanised Material 
recovery Facility at the Hermanus Solid Waste Transfer Station, in terms of 
the enabling provisions of Sections 33 and 116(3) of the Local Government: 
Municipal Finance Management Act 2003 (Act 56 of 2003), and that the 
amendment be consented to;  and 

  
2. that cognisance be taken that no recommendations or representations were 

received from the local community or other stakeholders by the closing date 
of 28 August 2017. 

 
 
RESPONSIBLE OFFICIALS : H BLIGNAUT 
 J VAN TAAK 
 
TARGET DATE FOR IMPLEMENTATION : 1 OCTOBER 2017 
 
TARGET DATE TO INFORM APPLICANT : N/A 
 
TARGET DATE TO INFORM OBJECTOR : N/A 
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