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Executive Summary

Services offered by the Bitou Local Municipality is currently dispersed over a number of offices
throughout the town of Plettenberg Bay. This fragmentation results in inefficiencies and hampers
accessibility for the community. The Municipality’s objective is to assess the feasibility of the
establishment of a single working environment to improve community integration, efficiency and
accessibility of services delivered to all its residents.
Bitou Municipality appointed Grant Thornton as the financial transaction advisors and Cliffe Dekker
Hofmeyer as legal transaction advisers to compile the Feasibility Study for New Municipal Offices for
Bitou Municipality. The feasibility study has been compiled in accordance with the Municipal Service
Delivery and PPP Guidelines published by National Treasury.
The needs analysis indicated that the proposed new municipal offices for the Bitou Municipality is
aligned with the Municipality’s strategic objectives. The project is encapsulated in the strategic projects
and programmes identified to address the needs highlighted in the IDP, namely Project 2: Coming
together/New Horizons/Ladywood and Project 6: Offices Development Project. The project is also aligned with
the Bitou Municipal strategic goals stated in the IDP, namely:
 To develop a municipal governance system that complies with international best practise;
 Create an institution that can align planning with implementation for effective and efficient service
delivery; and
 To be a financially viable institution geared to provide affordable and sustainable services to the
clientele of Bitou Municipality.
In light of the municipality’s needs, strategic objectives and output specifications, the project can be
described as the creation of integrated development and service delivery through a single working
environment for the municipality to address the inefficiency and inaccessibility for communities that is
currently being experienced due the municipal departments and units being dispersed amongst various
rented and owned buildings.
The outputs for the municipality from the project would be:
 The integration of municipal service delivery;
 Improved accessibility for the communities to municipal services;
 Improved efficiency in municipal service delivery through the creation of a single working
environment;
 Creation of an environmentally sustainable building; and
 Improvement in the participation of local service providers.
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The project is proposed to incorporate a total of 16 110m2 including 7 397m2 of office space, meeting
rooms, toilets, circulation space and storage and 8 712m2 for parking. An allowance of 1 528m2 has
also been included in the 7 397m2 to allow for the increase in municipal staff over the next 20 years.
The technical solution option analysis indicated that the best technical option solution would be a new
build rather than the utilisation of existing municipal owned office space or the conversion and leasing
of existing office space. The analysis also showed that there is no existing building within the area that
can accommodate the space requirements of the Bitou Municipality. A new build would have the
following advantages and disadvantages:
Advantages









Accessibility for communities addressed
Integration of various communities through
centralisation of services
Potential for external service delivery and risk
transfer to private party
Scope for BEE participation and socioeconomic development
Minimal disruption to municipal service delivery
Synergies with proposed Public Safety Centre
Catalyst for further development around new
build
Unlock development potential around current
municipal properties

Disadvantages





Capital cost of new build paid through unitary
charge
Upgrade of N2 intersection
Relocation of Depot
Possibility of negative impact on businesses
around current municipal properties

The delivery option analysis identified the utilisation of another institution, entity or person legally
competent i.e. a private party to procure the office accommodation on a design, build and operate
basis rather than the municipality utilising one of its departments or business units. The main reason
for the utilisation of a private party is that the risk for the project such as cost overruns, late delivery
and delivery not conforming to the required outputs can be transferred to the private party.
The project technical due diligence analysed Erf 12624 (an undeveloped site in the Ladywood Area),
Remainder of Erf 2096 and Erf 2323 (which currently house the fire station, depot, clinic and water
treatment, amongst others) and Erf 2138 and Erf 4131 (which currently house municipal offices and
the council chambers). The technical due diligence found Erf 12624 in Ladywood as the most suited
for the project. The technical due diligence also did not raise any technical issues that would prohibit
the site from being used for the project. The architectural and space analysis did indicate that both the
Public Safety Centre and the new municipal office building could be accommodated on the site.
The value assessment included an external reference model, a public sector comparator (PSC) and a
risk adjusted PSC as required by the Municipal Service Delivery and PPP Guidelines published by
National Treasury. The scenarios for the external reference model include:





Scenario 1 includes all costs at R240 million.
Scenario 2 at R225 million exclude the decanting, move or temporary accommodation of Bitou
staff, land acquisition cost, signage, other than way finding and building regulation compliance, off
site upgrading of statutory services, contract monitoring during construction.
Scenario 3 at R190 million exclude all the costs excluded from Scenario 2 as well as the cost to
construct a Town Hall and the moving cost to and construction cost of a new depot.
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Scenario 4 at R183 million exclude all the costs excluded in Scenario 2 and 3 as well as specialist
installations above and beyond any standard installations, loose furniture and foreign exchange
allowances related to imported goods.
Scenario 5 reduce all costs to a R120 million where the unitary charge for the municipality is equal
to R15 million per annum. The capital cost in this scenario is sufficient to build around 4 147m2
of office space (compared to 7 397.5m2 needed for 426 people) and 209 parking bays (compared
to 264 needed).
Scenario 6 at R150 million reduce all costs to a level where 300 staff could be accommodated.
This scenario also includes the cost of acquiring additional land and the construction cost for the
new depot.
Scenario 7 at R126 million is similar to Scenario 6 but exclude the cost of acquiring additional land
and the construction cost for the new depot.

All of the scenarios include a capital contribution from Bitou Municipality with an estimated value of
R63.7 million. This relates to the value of properties owned by the Bitou Municipality that will be
contributed to this transaction to reduce the capital cost for the private party. The properties have
been incorporated at their municipal value and an independent market valuation may indicate a higher
value.
The scenarios do not incorporate the potential to rent the 1 528m2 that have been incorporated in the
space planning to account for the growth in municipal staff over the next 20 years. The potential
income is estimated at R1.3 million per annum at an assumed rental of R70 per m2. This revenue
would not be available for the full 20 year period as the space available for rent would reduce as the
municipal staff numbers increase.
The resulting unitary charge shown in the table below include a) the operating cost of the special
purpose vehicle (SPV) created for the project, b) the facilities management cost, c) the financing cost
of the SPV and d) the return on investment of the SPV (assumed to be a real equity IRR of 13%).

Base Unitary Charge (excl VAT)
Base Unitary Charge (incl VAT)

2 : No Dept
3 : No Dept
1 : Base Case 1 - Costs but
Costs or Town
All included Include Depot
Hall
Move
32 600 000
30 300 000
26 800 000
37 164 000
34 542 000
30 552 000

5 : capital costs
reduced to
achieve UC of
R15m
26 050 000
15 000 000
29 697 000
17 100 000

4 : Base Case
excl nice-tohaves

6 : Space
provided for
300 staff and
Depot build
22 800 000
25 992 000

7 : Space
provided for
300 staff
20 350 000
23 199 000

The value assessment found that the project would be affordable, would transfer risk from the
municipality to the private party and would be value for money.
1. In regards to affordability the feasibility study indicate that around R7.5m in expenses would no
longer be needed in 2015/16. The expenses that would no longer be needed is budgeted to
increase to around R8.2 million in 2017/18. An operating surplus of R45 million is budgeted for
2015/16 and it is budgeted to reduce to around R38 million in 2017/18.
The operating surplus will be utilised to finance future capital investment that has already been
planned for and which exclude the Bitou Municipal Office. The Bitou Municipality Long Term
Financial Plan for Bitou Municipality – Update 2016 state in its concluding remarks that the 3-year
Medium Terms Revenue and Expenditure Framework capital budget appears to be conservative
and within the range of affordable capital investment determined by Inca Portfolio Manger’s
model and capex can be accelerated thereafter.
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The financial scenarios indicate that unitary charge (including VAT) could range between
R37 million and R23 million. The offset between the unitary charge and expenses no longer
incurred for the Bitou Municipality could thus range between R28.8 million (R37 million less R8.2
million) and R14.8 million (R23 million less R8.2 million).
2. The value assessment found that risk can be appropriately transferred from the municipality to the
private party and there are no major risks that cannot be mitigated. The main risks that could be
transferred to the private party include:
 The availability risk i.e. the output specifications are not met;
 Planning risk
 Completion risk
 Cost overrun risk
 Design risk
 Insurance risk
 Interest rate risk
 Latent defect risk
 Maintenance risk
 Operating risk
 Sub-contractor risk.
3. The cash flow models indicate that when the relevant risks have been factored in, the Bitou
Municipality would not be able to construct the municipal offices at a lower cost than a private
party. The cash flow models indicate that the procurement of this project through an external
party provides value for money for the Bitou Municipality.
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Introduction

Introduction

Services offered by the Bitou Local Municipality is currently dispersed over a number of offices
throughout the town of Plettenberg Bay. This fragmentation results in inefficiencies and hampers
accessibility for the community. The Bitou Municipality wish to assess the feasibility of the
establishment of a single working environment to address the efficiency and accessibility issues, but
also to consolidate the leased office space into a single owned space.
In accordance with Tender Number: SCM/77/2015/ENG, Bitou Municipality appointed Grant
Thornton as the financial transaction advisors and Cliffe Dekker Hofmeyer as legal transaction
advisers to compile the Feasibility Study for New Municipal Offices for Bitou Municipality. The
feasibility study has been compiled in accordance with the Municipal Service Delivery and PPP
Guidelines published by National Treasury.
Project Background

The Bitou Municipal Council have adopted a strategy called “Coming Together” that aims to integrate
the diverse communities in Plettenberg Bay. The strategy speaks to the need to consolidate the various
service delivery departments of the Municipality into one building to improve the efficiency,
accessibility and proximity to the previously disadvantaged areas.
The consolidation of the Municipality’s various service delivery departments into a centralized
municipal office was identified as one of the Municipality’s strategic projects during a Council session
held in the beginning of November 2013. The project was given further impetus and prioritized during
a briefing meeting held with the Mayor and Councillors in June 2014.
Currently the services offered by the municipality is spread over a number of offices scattered around
the town of Plettenberg Bay including:
 Sewell Street: Head Office (Office of Political Office Bearers, Municipal Manager, Council
Chambers, Corporate Services, HR, Registry, Cashiers)
 Anchor Crescent: Finance (Budget and Treasury Office)
 Anchor Crescent: Community Services (Traffic & Vehicle Registrations)
 Marine Drive: Engineering Services (Electrical & Mechanical Engineering, Project Management,
Roads and Storm Water, Fleet Management, Depot)
 Marine Drive: Finance (Supply Chain Management, Stores)
 Church Street: Strategic Services (Town Planning, Building Control)
 Gibb Street: Strategic Services (Property Management, Performance Management, IDP, LED);
Corporate Services (Legal)
 Corner Flying Cloud Avenue/Athena Road: Community Services (Housing, Waste Management,
Beaches, Parks and Recreation, Fire and Rescue, Customer Care)
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Corner Flying Cloud Avenue/Fiery Cross: Community Services (Customer Care)
Corner Marine Drive/Park Lane: Community Services (Law enforcement & Traffic offices)
Sea Witch Avenue: Councilor Offices, Finance (IT)
Corner Marine Drive / Main Street, Melville’s Centre: Finance and Community Services
(Expenditure and Town Library)
Main Street, Florina Place: Community Services (Law enforcement)

The Municipality has considered various options for the new municipal building complex, including
the following:
 Erf 2138 (current head office building) coupled with vacant Erf 4131 to the east.
 Erf 2096 (current Engineering Services and Depot) coupled with the transfer of adjacent state
property Erf 2323
 Erf 12624 in Ladywood opposite the Saringa Drive intersection of the N2.
The Municipality has identified Erf 12624 in Ladywood as one of the sites based on:
 The availability of developable land;
 The limitation in disruption in service delivery such as moving to temporary space during the
project;
 The development of a new Magistrates Court in close proximity to the site;
 The proposed development of a new Public Safety Centre on the site which would incorporate the
community services departments of Law Enforcement, Traffic, Fire and Disaster Management.
The Municipality currently employs 387 staff out of an organizational structure of 679 which translates
to a 43% vacancy rate. Office-based staff comprises approximately 230 people while the rest are
operational. Based on the 2011 status data, the population of Bitou has almost doubled in the previous
10 years and this trend is expected to continue for at least the next decade. It is therefore proposed
that the new municipal building should be capable of accommodating between 460 – 500 staff
ultimately.
Given the projected staff numbers the Bitou Municipality have estimated that the construction cost
will be in excess of R200 million. Bitou Municipality does not have the financial capacity to implement
a project of this nature. However, the Municipality do own a number of properties that can be used to
leverage funding to contribute to the capital requirements of the project. The Municipality does not
favour disposal of properties, if not necessary for the purposes of establishing the new Offices, but
would be interested in considering other procurement and or delivery models where one can make
these potentially un-utilized properties available to potential developers in return for capital which can
be ploughed into the new offices, such as long-term leases, Public Private Partnerships, etc.
Approach and Methodology

The Bitou Municipality have partnered with the Western Cape Department of Transport and Public
Works to assist them to ensure that the study is completed in compliance with National Treasury’s
regulations.
The study is being completed in accordance with the Municipal PPP Project Cycle as summarised in
the diagram below. This report constitute the Feasibility Study portion of the project cycle.
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Methodology

The methodology for the study is well defined in the Municipal Service Delivery and PPP Guidelines
from National Treasury and the Toolkit for Municipal PPP’s for private sector commercial use of
municipal property.
The structure of the feasibility report will follow the structure as recommended by the Municipal
Service Delivery and PPP Guidelines from National Treasury namely:
Introduction







Covering letter from the accounting officer requesting TVR I
Executive summary
Introduction
Project background
Approach and methodology to the feasibility study.

Section 1: Needs Analysis







Municipality’s strategic objectives & how the proposed PPP meets them
Budget
Institutional analysis
Output specifications
Scope of the project.

Section 2: Technical solution options analysis






Options considered
Evaluation and assessment of each option
Summary of evaluation and assessment of all options considered
Recommendation of a preferred option.

Section 3: Delivery options analysis including internal and external mechanism
assessment








Delegation of authority to the municipal manager, if applicable
Options considered
Evaluation and assessment of each option
Report on internal mechanism assessment
Report on external mechanism assessment
Recommended option.

Section 4: Project due diligence






Legal aspects
o Use rights
o Regulatory matters
Site enablement
Socioeconomic and BEE.

Section 5: Value assessment



External reference model
o Technical definition of project
o Discussion on costs (direct and indirect) and assumptions made on cost estimates
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Discussion on revenue (if relevant) and assumptions made on revenue estimates –
Discussion on proposed PPP type
o BEE targets
o Proposed PPP project structure and sources of funding
o Payment mechanism
o Discussion on all model assumptions made in the construction of the model, including
inflation rate, discount rate, depreciation, tax and VAT – Summary of results from the
PPP-reference model: NPV
Risk assessment
o Comprehensive risk matrix for all project risks
o Summary of the municipality’s retained and transferable risks
o The NPV of all risks (retained and transferable) to be added onto the base PSC model, if
required
o The NPV of all retained risks to be added onto the PPP reference model
PSC and Risk-adjusted PSC
o Summary of results: NPV, key indicators
o Statement of affordability
o Statement of value for money
o Recommended procurement choice
o
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Section 6: Procurement plan
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Section 1: Needs Analysis

1.1 Introduction

The needs analysis gives definition to the project and prepares the way for the technical solution
options analysis to follow. According to the Municipal Service Delivery and PPP Guidelines the needs
analysis should:






Demonstrate that the project aligns with the municipality’s strategic objectives;
Identify and analyse the available budget;
Demonstrate the municipality’s commitment and capacity;
Specify the outputs; and
Define the project.

1.2 Municipal Strategic Objectives

According to Revised Integrated Development Plan 2015/2016, the Bitou Municipality’s vision 2022
is: “To be the best together”
The Bitou Municipality’s mission is stated as:
“The political office bearers and staff of the Bitou Local Municipality commit to:







Effecting participative and accountable development local government and governance.
Fostering effective intergovernmental relations.
Facilitating sustainable people-centred development and ensuring environmental integrity.
Proactively identifying and securing suitable land for settlement.
Providing effective basic services in a sustainable manner.
Facilitating local economic development with a particular focus on reducing poverty, creating jobs and developing the
tourism and eco-tourism sectors.
 Facilitating social upliftment and community integration.
 Adhering to the Batho Pele principles for its community. “
The Bitou Municipal Council has also approved the following strategic goals:






To ensure efficient and affordable basic services to all residents of Bitou.
To strengthen the economy of Bitou for sustainable growth and job creation.
To develop a municipal governance system that complies with international best practise.
Create an institution that can align planning with implementation for effective and efficient service delivery.
To be a financially viable institution geared to provide affordable and sustainable services to the clientele of Bitou
Municipality.
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The Bitou Municipality has also identified the following strategic projects and programmes to address
the needs identified in the IDP:













Project 1: Economic Development and Catalytic Project Driver
Project 2: Coming-together/New Horizons/Ladywood
Project 3: Checkers Development Project
Project 4: Central Beach Re-development
Project 5: South Cape College Initiative
Project 6: Offices Development Project
Project 7: Krantzkop Secure School Development
Project 8: Social Housing Project
Project 9: Establishment of a Government Footprint
Project 10: Airport Development
Project 11: Alien Vegetation Control
Project 12: Kwa-Nokuthula Electricity Upgrade

The proposed new municipal offices for the Bitou Municipality is encapsulated in Project 2: Coming
together/New Horizons/Ladywood and Project 6: Offices Development Project.
The project is aligned with the Bitou Municipal strategic goals:
 To develop a municipal governance system that complies with international best practise.
 Create an institution that can align planning with implementation for effective and efficient service
delivery.
 To be a financially viable institution geared to provide affordable and sustainable services to the
clientele of Bitou Municipality.
1.3 Budget

The PPP guidelines indicate that the budget analysis must include:







A discussion of any assumptions about future budgetary commitments required from the
municipality – how much will be required over what period, escalating in line with the
consumer price index (CPIX);
A discussion of any consolidation of budgets. These budgets may be internal to the
municipality but may also involve identification of budgets in other public entities;
A list of the line items in the municipality’s budget for costs that may no longer be incurred
because of the proposed project;
An understanding of all revenues available to the municipality from its own funds, grants and
subsidies from central government, and all other available sources; and
For activities in which user charges are collected, a discussion on billing, payment levels and
tariffs, and comment on the potential to increase cash income generated.

The Bitou Municipal Consolidated Operating Budget is shown in Table 1.1.
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Table 1.1: Bitou Municipal Consolidated Operating Budget

Total Direct Operating
Revenue
Total Indirect
Operating Revenue
Total Operating
Revenue
Total Direct Operating
Expenditure
Total Indirect
Operating Expenditure
Total Operating
Expenditure
Operating (Surplus) /
Deficit

2013/14
Audited
Outcome

Year to
Date Actual
2014/15

Budget
2015/16

Budget
2016/17

Budget
2017/18

-481 080 557

-506 122 235

-578 288 473

-606 340 348

-653 532 011

-5 577 364

-5 219 431

-42 454 100

-44 152 250

-45 918 330

-486 657 920

-511 341 666

-620 742 573

-650 492 598

-699 450 341

417 184 657

447 904 084

532 837 711

568 746 282

614 137 635

5 577 364

8 650 344

42 454 100

44 152 250

45 918 330

422 762 021

456 554 428

575 291 811

612 898 532

660 055 965

-63 895 899

-54 787 238

-45 450 762

-37 594 066

-39 394 376

The consolidate budget indicate that Bitou Municipality has achieved an operating surplus during the
past two financial years and is expected to continue to achieve a surplus for the three year budgeted
period.
Table 1.2 shows that Bitou Municipality generated around 50% of its direct operating revenue through
service charges for water, electricity and refuse removal during 2014/15. The municipality is thus
mainly generates its own revenue.
Table 1.2: Bitou Municipal Consolidated Operating Budget: Origin of Direct Operating Revenue

Property Rates
Property Rates –
Penalties and Collection
Charges
Service Charges
Rent of Facilities and
Equipment
Interest Earned –
External Investments
Interest Earned –
Outstanding Debtors
Dividends Received
Fines
Licenses and Permits
Agency Services
Transfers Recognised –
Operating
Transfers Recognised –
Capital
Other Revenue
Gain on disposal of
Property, Plant &
Equipment
Total

2013/14
Audited
Outcome
19.8%

Year to
Date Actual
2014/15
20.2%

Budget
2015/16

Budget
2016/17

Budget
2017/18

18.8%

18.9%

18.6%

0.0%

0.0%

0.1%

0.1%

0.1%

40.4%

49.6%

46.9%

48.8%

49.5%

0.3%

0.3%

0.2%

0.2%

0.2%

0.7%

1.1%

0.7%

0.7%

0.7%

0.8%

0.8%

0.5%

0.5%

0.3%

0.0%
5.9%
0.0%
0.2%

0.0%
1.4%
0.0%
0.2%

0.0%
5.6%
0.0%
0.2%

0.0%
5.6%
0.0%
0.2%

0.0%
5.5%
0.0%
0.2%

17.5%

19.9%

17.5%

16.9%

17.5%

10.4%

5.1%

7.9%

6.7%

6.2%

4.0%

1.5%

1.6%

1.3%

1.3%

0.0%

0.0%

0.0%

0.0%

0.0%

100%

100%

100%

100%

100%
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The Bitou Municipality’s direct operation revenue consisted of around 20% of operating transfers
emanating from various grants and subsidies as indicated in Table 1.3. The main contributor was the
integrated housing & human settlement grant, followed by the municipal equitable share allocation.
Table 1.3: Bitou Municipal Consolidated Operating Budget: Operating Transfers

Municipal replacement
funding
Provincial management
support grant
Grant : MMC –
Kurland
Subsidy: Capital
Subsidy: Proclaimed
Roads
Equitable Share Grant
Financial Management
Grant
Municipal Systems
Improvement Grant
Thusing Grant
Grant: CDW
Grant: Integrated
Housing & Human
Settlement
Grant: Traffic Disaster
Subsidy: Councillors
Allowances
EPWP Incentive Grant
Subsidy – Spatial
Planning
Total

2013/14
Audited
Outcome

Year to
Date Actual
2014/15

Budget
2015/16

Budget
2016/17

Budget
2017/18

5.8%

4.9%

7.7%

8.1%

7.7%

0.7%

0.2%

0.0%

0.0%

0.0%

0.0%

0.0%

0.0%

0.0%

0.0%

0.6%

0.9%

1.5%

1.5%

1.4%

1.4%

0.1%

0.8%

0.0%

0.0%

32.7%

37.5%

54.0%

60.8%

60.0%

1.5%

1.4%

1.4%

1.4%

1.4%

1.1%

0.8%

0.9%

0.9%

0.9%

0.3%
0.0%

0.0%
0.0%

0.1%
0.0%

0.1%
0.0%

0.1%
0.0%

52.2%

49.6%

30.0%

24.6%

26.0%

0.0%

0.0%

0.0%

0.0%

0.0%

2.5%

3.2%

2.5%

2.6%

2.5%

1.2%

1.3%

1.0%

0.0%

0.0%

0.0%

0.0%

0.0%

0.0%

0.0%

100%

100%

100%

100%

100%

Table 1.4: Bitou Municipal Consolidated Operating Budget: Capital Transfers

Sport and recreation
facilities
Municipal Replacement
Funding: Capital
Internal Audit: Grant
Grant: MIG
Grant: NEP
Sports Development –
Capex
ACIP Grant
Neighbourhood
Development Grant
Integrated Housing –
Capital
Disaster Relief Grant
Total

2013/14
Audited
Outcome

Year to
Date Actual
2014/15

Budget
2015/16

Budget
2016/17

Budget
2017/18

0.0%

0.0%

0.0%

0.0%

0.0%

0.6%
0.0%
29.7%
0.0%

0.9%
0.0%
70.0%
9.1%

0.4%
0.0%
43.1%
15.4%

0.0%
0.0%
50.2%
19.8%

0.0%
0.0%
52.4%
12.4%

0.4%
2.2%

0.0%
11.6%

0.0%
6.8%

0.0%
0.0%

0.0%
0.0%

0.0%

0.0%

0.0%

0.0%

0.0%

42.4%
24.6%
100%

7.6%
0.7%
100%

32.1%
2.3%
100%

30.0%
0.0%
100%

35.3%
0.0%
100%
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Table 1.4 indicates that the main capital transfers are received from the integrated housing & human
settlement grant, followed by the Municipal Infrastructure Grant (“MIG”).
Table 1.1 to 1.4 indicate that the Bitou Municipality generate a significant portion of its own income.
The Municipality finance the majority of its capital expenditure through capital transfers and have
limited reliance on external loans. An analysis of the long term capital commitments of Bitou
Municipality indicate that the following provisions for capital expenditure has been made:




2015/2016 Financial year: R89,9 million of which 24.5% is funded through external loans;
2016/2017 Financial year: R71.7 million of which 22.1% is funded through external loans;
2017/2018 Financial year: R67.1 million of which 13.9% is funded through external loans.

Table 1.5 indicate the expenses that would no longer be incurred should the various service
departments be consolidated into a single working environment.
Table 1.5: Bitou Municipal Consolidated Operating Budget: Expenses no longer incurred

Security Services
Repairs & Maintenance:
Buildings – Electrical
Repairs & Maintenance:
Buildings – General
Repairs & Maintenance:
Municipal Levies –
Rented Properties
Hire and Equipment –
Archives
Rent – other
Total

2013/14
Audited
Outcome
3 142 009

Year to
Date Actual
2014/15
3 801 256

Budget
2015/16

Budget
2016/17

Budget
2017/18

3 251 664

3 558 252

3 862 890

139 158

198 308

348 050

361 970

376 460

1 506 114

1 463 576

1 551 630

1 372 950

1 427 850

-

63 971

-

-

-

84 568
1 632 459
6 504 307

54 426
1 755 839
7 337 377

77 500
2 304 330
7 533 174

83 000
2 402 210
7 778 382

87 600
2 506 550
8 261 350

The main expenditure items that would no longer be incurred through the establishment of a single
work environment is security services, general building repairs and maintenance and rent paid by the
Bitou Municipality. Only 60% of the total expenditure on security services have been incorporated in
this analysis as the Bitou Municipality would still require security services at other facilities that it
provides.
1.4 Institutional Analysis

The institutional analysis analyse whether the Bitou Municipality can manage, process, evaluate,
negotiate and implement the project. The analysis analyse the people, budget and process allocated to
manage the project for both the Bitou Municipality and the Transaction Advisors.
The Bitou Municipality’s project officer and project team is shown in the table below. The project
steering committee members are also listed to indicate the capacity of the Bitou Municipality to
manage, process, evaluate, negotiate and implement the project.
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Table 1.6: Bitou Municipality’s Project Team
Name

Role in project

Relevant Skills

Brief CV

Mr Omar Essa

Project Officer

Manager: Projects

N.Dip. Btech Urban
Pr Tech Eng, Pr CPM
Experience: Civil Engineering
Infrastructure and Project
Management

Ms Phumla

Project Steering

HOD: Engineering Services

Nat Dip. Teaching

Ngqumshe

Committee

Nat Dip. Civil

Member

B.Tech Water
Master Deg. Project Management
Memberships:
AMUE, IMESA, SAICE, ILGM
Experience: Operations &
Maintenance Engineer/ Manager,
Project Technician, Project
Technician

Mr T Pillay

Project Steering

Chief Director: Provincial PPP

Manage various PPP projects on

Committee

Western Cape Department of

behalf of DTPW including the Dorp

Member

Transport and Public Works

Street Office Accommodation PPP

The project team is supported by the following project steering committee members:




















Chief Finance Officer
Municipal Manager
HOD: Corporate Services
HOD: Community Services
HOD: Strategic Services
Strategic Manager: Office of the Municipal Manager
Senior Administrative Officer
Chief Internal Auditor
Senior Manager : Budget and Financial Reporting
Manager Revenue
Manager Expenditure
Manager Supply Chain
Manager Information Technology
IDP Manager
Manager Building Control
Manager Town Planning
Acting Manager PMS/SDBIP/Compliance manager
Acting Manager: Communication
Manager Administration
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Manager Legal Services
Acting Executive Manager: Human Resources
Manager: Human Settlement & Housing, Parks
Manager Waste Management
Manager Protection Services
Manager Libraries and information services
Manager Roads
Manger Fleet
Manager Water Services
Manager Electrical and Mechanical

The project team of the Transaction Advisers are shown in the tables below.
Table 1.7: Financial Transaction Adviser Project Team
Name
Mr Martin Jansen
van Vuuren

Role in the
project
Project Leader
Financial
Adviser

Relevant Skills
Public Private
Partnerships
Financial Analysis
Property Analysis
Project Management

Ms Christelle
Grohmann

Financial
Adviser

Public Private
Partnerships
Financial Analysis
Property Analysis

Mr Grant Penrose

Financial
Adviser

Public Private
Partnerships
Financial Analysis

Brief CV
Grant Thornton Director
M.Com(Economics)
PPP experience:
 Alfred Street PPP
 Helen Bowden PPP
 Grabouw property PPP
 Polar Ship PPP
Grant Thornton Director
MBA
PPP experience:
 Alfred Street PPP
 Helen Bowden PPP
 Grabouw property PPP
 Beach Resort PPP
 Provincial park and resort PPPs
 Polar Ship PPP
Grant Thornton Director
CA (SA)
PPP experience:
 Alfred Street PPP
 Helen Bowden PPP
 Stats SA Head Office PPP
 DTPW Office Accommodation PPP
 Various waste, road, schools and
power PPP in the UK

The financial transaction advisors are supported by administrative staff from Grant Thornton and a
technical team including:




Driver Group –Project Co-ordinator & Technical Advisor (sub-contractor to Grant
Thornton)
Hatch Goba – Technical Advisor in regards to engineering services (sub-contractor to Grant
Thornton)
Jono Trust – Technical Advisor in regards to town planning and land surveyor (subcontractor to Grant Thornton)
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Makeka Designs – Technical Advisor in regards to architectural services (sub-contractor to
Grant Thornton)

Table 1.8: Legal Transaction Advisor Project Team
Name
Charl Williams

Kendall Keanly

Role in the
project
Lead Legal
Transaction
Adviser

Legal
Transaction
Adviser

Relevant Skills

Brief CV

Project Management
Public Private
Partnerships
Public sector legal
framework including
appropriation
legislation, treasury
related legislation,
MFMA, PFMA and
GIAMA
Public Private
Partnerships
experience including
due diligence
investigations, drafting
of EOI, Feasibility
Study Report, Request
for Qualifications
(RFQ) and
Request for Proposals
(RFP)

DLA Cliffe Dekker Hofmeyer Director
LLM (Company and Tax Law)
Specific experience with advising on
various aspects and matters arising
within the legal framework
within which organs of state, or
municipal- or public entities operate in,
including the appropriation
legislation, treasury related legislation,
MFMA, PFMA and GIAMA
DLA Cliffe Dekker Hofmeyer Senior
Associate
LLM (Corporate Law)
Assisted Western Cape Provincial
Government through its Department of
Transport and Public
Works on the development of the
Government Garage Precinct (Top
Yard), including due diligence
investigations, drafting of EOI,
Feasibility Study Report, Request for
Qualifications (RFQ) and
Request for Proposals (RFP).

The legal transaction advisors are supported by administrative staff from DLA Cliffe Dekker
Hofmeyer.
The budget for the financial, legal and technical advisors is R8.4 million including VAT and
disbursements. An assessment of the transaction advisers indicate that there is no lack of capacity.
Staff turnover will be managed through the inclusion of various high level individuals in the advisors
team that could replace any other high level team member.
The financial advisor team include the Driver Group who is responsible for the Project Management
of this project. Project Management is a core discipline of Driver and many of their staff are dual
qualified in either technical and contractual disciplines together with project management
qualifications. They are familiar with a broad range of project and programme management procedures
and systems such as Prince2, PBok, Microsoft Project and the like and also have a wide range of
specific programme and cost management software and data management systems.
In addition to the specific management of the deliverables described above, Driver would employ a
series of project management procedures and processes to ensure the review and assessment of the
project is delivered on time, on budget to a high professional standard, but without the need for
unnecessary bureaucracy.
Skills transfer from the Transaction Advisors to the Bitou Municipality will occur through the regular
project meetings where the process will be discussed and input received from the Municipality.
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Key Stakeholder Analysis

The key stakeholder analysis identifies the key stakeholders and the nature of their relationship to the
project, before formulating a high level consultation plan.
The key internal stakeholders for this project and their interest have been identified as follows:
Internal
 Office of the Mayor
 Office of the Municipal Manager
 Financial Services Department



Strategic Services Department



Corporate Services Department



Engineering Services Department






Community Services Department
Councillors
Organised Labour
Plettenberg Bay Tourism

Interest
 New office space
 New office space
 New office space
 Financial compliance and control
 Asset management
 Supply chain management
 New office space
 Property management
 New office space
 Public participation
 Legal compliance and control
 Human resources
 New office space
 Project management
 Technical requirements
 New office space
 New council chambers and office space
 Staff welfare
 Current tenant – free office space
commitment

Internal stakeholders include the various departments and units of the Bitou Municipality that would
utilise the new office space. Some departments also have an additional interest such as the financial
compliance and control that the Financial Services Department would need to undertake. The
purpose of communication with these stakeholders is to ensure that all relevant stakeholders are kept
informed and can provide input to the process. The purpose of the communication would also be to
inform staff who are not explicitly involved in the planned process about the process and its progress.
The communication process would also be utilised to plan and inform the relocation of the
Municipality to new premises and to ensure that there is minimal disruption to municipal services
during this time.
External stakeholders consist mainly of stakeholders that would need to provide some kind of
approval in order for the project to proceed. The purpose of communication with these stakeholders
is to keep them informed and obtain their input in order to identify any potential problems with
approvals at an early stage.
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External

Interest



National Treasury



PPP compliance



Western Cape Provincial Treasury



PPP compliance



Western Cape Department of
Transport and Public Works: Chief
Director: Special Projects



PPP compliance



Bitou residents (Ratepayers
association)



Service delivery



Expenditure of public funds



Financing Institutions



Provision of finance



Property Developers



Development potential



Facilities Management Companies



Management of the new municipal office facilities



Various tenants



Current tenants



Environmental affairs



Environmental Authorisation



Plettenberg Bay Business Chamber



Expenditure of public funds

External stakeholders also include the property developers and financing institutions that would enable
to development of the property. The purpose of communication with these stakeholders is to inform
them of the process to be followed and the needs of Bitou Municipality.
The stakeholder communication plan included below indicates:






The relevant internal or external stakeholder;
Their interest in the project;
The reason for communication;
The method of communication; and
The frequency and timing of the communication.

Stakeholder

Interest

Communication
Objective

Method

Frequency/
Timing





Provision of
information
Obtain input

Council

Monthly

Provision of
information
Obtain input

Council

Internal
Office of the Mayor

New office space


Office of the



New office space



Municipal Manager


Meeting
Report back
Meeting
Report back

Monthly
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Stakeholder

Interest

Communication
Objective

Method

Frequency/
Timing

Financial Services






Provision of
information
Obtain input

Project

Monthly

Provision of
information
Obtain input
Provision of
information
Obtain input

Project

Provision of
information
Obtain input

Project

Provision of
information
Obtain input
Provision of
information
Obtain input

Project

Provision of
information
Obtain input

Comment of

Upon

feasibility

completion of

study

feasibility study

Comment of

Upon

feasibility

completion of



Provision of
information
Obtain input

study

feasibility study




Project Update
Obtain input

Project

Monthly




Project Update
Obtain input

Project

Department



Strategic Services
Department
Corporate Services
Department







Engineering Services
Department






Community Services



New office space
Financial
compliance and
control
Asset
management
Supply chain
management
New office space
Property
management
New office space
Public
participation
Legal compliance
and control
Human resources
New office space
Project
management
Technical
requirements
New office space













Department
Councillors

Organised Labour





New council
chambers and
office space
Staff welfare







Plettenberg Bay



Current tenant



Tourism

meetings

Monthly

meetings
Project

Monthly

meetings

Monthly

meetings

Monthly

meetings
Council

Monthly

Meeting
Report back

External
National Treasury
Western Cape
Provincial Treasury




PPP compliance
PPP compliance

meetings
meetings

Monthly

Bitou Municipal Offices

24

Stakeholder

Interest

Communication
Objective

Method

Frequency/
Timing

Western Cape






Project Update
Obtain input

Project

Monthly



Provision of
information
Obtain input

Formal

As prescribed

public

by PPP

participation

guidelines:

process

After

PPP compliance

Department of

meetings

Transport and Public
Works: Chief
Director: Special
Projects
Bitou residents




Service delivery
Expenditure of
public funds



completion of
feasibility study
Financing Institutions



Finance

Project Update
Signing of MOU

Personal

Monthly after

Meetings

EOI

Personal

After

Meetings

completion of
feasibility study

Property Developers



and Facilities
Management



Development
potential
Facilities
management

Testing market appetite

Project Update

Personal

During

Meetings

feasibility stage

Media

Monthly

Releases
Facilities Management



Companies

Various tenants



Management of
the new
municipal office
facilities
Current tenants

Request for proposal

RFP

Once off

Testing market appetite

Personal

During

Meetings

feasibility stage

Formal

As prescribed

public

by PPP

participation

guidelines:

process

After





Provision of
information
Obtain input

completion of
feasibility study
Environmental affairs



Environmental
Authorisation

Environmental Impact

Formal

Planning

assessment

application

approvals

process
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Stakeholder

Interest

Communication
Objective

Method

Frequency/
Timing

Plettenberg Bay





Formal

As prescribed

public

by PPP

participation

guidelines:

process

After

Business Chamber

Expenditure of
public funds



Provision of
information
Obtain input

completion of
feasibility study

1.5 Output Specifications

The Municipal Service Delivery and PPP guidelines recommends seven steps to specify the project
outputs, namely:








Step 1: Describe the activity that the municipality needs to undertake
Step 2: Specify the outputs required to deliver that activity
Step 3: Specify the minimum standards for the outputs.
Step 4: Assess whether the output specifications can meet the municipality’s ongoing needs for
that activity.
Step 5: Specify key indicators that will measure performance.
Step 6: Identify service interface expectations.
Step 7: List the BEE and socioeconomic targets for the project.

The Bitou Municipality wish to achieve an integrated development and service delivery by establishing
a single working environment for the municipality to address the inefficiency and inaccessibility that is
currently being experienced as the municipal departments and units are dispersed amongst various
rented and owned buildings. This fragmentation results in duplication of services and costs such as
security. It also hampers accessibility for communities that are not able to access all the municipal
services in one location.
The outputs for the municipality would be:






The integration of municipal service delivery
Improved accessibility for the communities to municipal services
Improved efficiency in municipal service delivery through the creation of a single working
environment
Creation of an environmentally sustainable building
Improvement in the participation of local service providers

The minimum standards for the outputs are:




A single working environment for municipal departments and units that contributes to an
improvement in efficiency and the delivery of municipal services;
Office space of at least 7 000m2 (excluding parking)
An environmentally sustainable building.
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The single working environment for municipal departments and units should be flexible enough to
provide this environment for the next 20 years. The space would thus need to be planned to take into
account the growth in municipal departments and units. The initial space analysis indicate that the
Bitou Municipality would require around 16 000m2 of office and parking space (please see the attached
annexure for the detailed calculation) to meet this need. The calculation include an allowance for
future growth of the municipality.
Performance will be measured through improved service delivery, which will be measured through the
Key Performance Indicators as defined in the Municipal Service Delivery Budget Implementation Plan.
Examples of these KPI’s include the number of properties that receive piped water, % of funded posts
filled, % of the electricity capital budget spent, etc.
The Broad-Based Black Economic Empowerment Act (B-BBEE Act), as amended, requires organs of
state and public entities to take into account and apply the B-BBEE Codes. A revised set of codes
were issued pursuant to the latest amendments enacted to the B-BBEE Act ("Revised Codes").
Prior to the adoption of the latest amendments to the B-BBEE Act, the Preferential Procurement
Regulations, 2011, to the Preferential Procurement Policy Framework Act (PPPFA) required B-BBEE
in tenders to be measured in accordance with the Generic Scorecard contained in the B-BBEE Codes.
The PPPFA and the Regulations thereto have not as yet been amended, where necessary, to align same
to the updated B-BBEE Act and the Revised Codes.
However, it is the intention of the Municipality to –


apply its supply chain management policy to the adjudication of all bids submitted during the
Procurement Phase of the Project;



apply the PPPFA, subject to the terms and conditions set out in the Revised Codes, to set BBBEE targets/objectives/goals for measurement during the Procurement Phase of the Project;



to set B-BBEE and SED requirements in accordance with its supply chain management policy as
read with the PPPFA, the B-BBEE Act and the Revised Codes, which have to be maintained by
the successful Private Party during the Contract Management Phase of the Project.

1.6 Scope of the Project

In light of the municipality’s needs, strategic objectives and output specifications, the project can be
described as the creation of integrated development and service delivery through a single working
environment for the municipality to address the inefficiency and inaccessibility for communities that is
currently being experienced due the municipal departments and units being dispersed amongst various
rented and owned buildings.
The project will address the following of the municipality’s strategic objectives, namely:
 To develop a municipal governance system that complies with international best practise.
 Create an institution that can align planning with implementation for effective and efficient service
delivery.
 To be a financially viable institution geared to provide affordable and sustainable services to the
clientele of Bitou Municipality.
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The outputs for the municipality would be:






The integration of municipal service delivery
Improved accessibility for the communities to municipal services
Improved efficiency in municipal service delivery through the creation of a single working
environment
Creation of an environmentally sustainable building
Improvement in the participation of local service providers

Municipal assets that may be included in this project include municipal buildings and municipal land.
The specific municipal land and buildings that will be used for this project is determined during the
later phases of the feasibility study.
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Section 2: Technical Solution Options Analysis

2.1 Introduction

The technical solution option analysis is an identification and evaluation of the various technical
options to meet the needs of the municipality. The technical solution option analysis is not an
evaluation of whether the solution will be delivered by a PPP or not, which only follows in the delivery
option analysis.
The technical solution option analysis follows a process of listing all the technical solution options,
evaluating each technical solution option before recommending the best technical solution option.
2.2 Options Considered

The needs analysis has identified that the Bitou Municipality wish to achieve an integrated
development and service delivery by establishing a single working environment for the municipality to
address the inefficiency and inaccessibility that is currently being experienced as the municipal
departments and units are dispersed amongst various rented and owned buildings. This fragmentation
results in duplication of services and costs such as security. It also hampers accessibility for the
communities that are not able to access all the municipal services in one location.
To address this need, the following technical solution options have been identified:
1. Status Quo: The Bitou Municipality’s various units remain in the space that they currently
utilise and other measures are investigated to achieve the integrated service delivery and to
address the inefficiencies and inaccessibility that is currently being experienced.
2. Move to alternative existing leased space: The Bitou Municipality lease and move to an
existing building to achieve the integrated service delivery and to address the inefficiencies and
inaccessibility that is currently being experienced.
3. Convert existing space to a single working environment: The Bitou Municipality convert
existing space to achieve the integrated service delivery and to address the inefficiencies and
inaccessibility that is currently being experienced. This option could include utilising existing
space that the Municipality occupy along with additional land to create a single working
environment. The Municipality has identified two land parcels that could be utilised for this
purpose namely:
o Erf 2138 (current head office building) coupled with vacant Erf 4131 to the east;
o Erf 2096 (current Engineering Services and Depot) coupled with the transfer of
adjacent state property Erf 2323.
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The Municipality could also convert existing space such as the existing Melville’s Corner
Shopping Centre. For evaluation purposes it has been assumed that this option could also
include the conversion of any other existing building.
4. Build a new single working environment on undeveloped land: The Bitou Municipality
build a new office building on undeveloped land. The Municipality has identified Erf 12624 in
Ladywood, opposite the Saringa Drive intersection of the N2 as a potential site.
Each of the options are evaluated below.
2.3 Options Evaluation and Assessment

The purpose of the evaluation is to identify the advantages and disadvantages of each technical option
and to examine the risks to, benefits for and effect on the Municipality associated with each technical
option solution.
2.3.1 Status Quo

 Brief description
The Bitou Municipality’s various units remain in the space that they currently utilise and other
measures are investigated to address the inefficiencies and inaccessibility that is currently being
experienced. These measures may include the formulation of operational procedures and the
implementation of electronic measures such as video conferencing facilities.
The option would improve the inefficiencies currently being experienced. The option would not
address the duplication of services and costs such as security or improve the accessibility for the
community who are not able to access municipal services through electronic means.
 Financial impacts
The financial impacts would include the development cost of the operational procedures and the
implementation cost of the electronic measures. The actual cost is difficult to quantify as it would
depend on the extent of the measures implemented. Measures could range from formulating operating
procedures to implementing video conferencing facilities between the various geographic locations to
employing permanent couriers to courier documents between geographic locations.
Implementation costs would include both the physical cost of equipment and systems and the training
cost for staff.
 Funding and affordability
The option will be funded from the municipal budget. The municipality would thus be required to
create a budget allocation for the procurement and implementation of the option that would be a once
off capital expense. The municipality would also need to create a budget allocation for the continued
maintenance of the option which would include an annual payment for continued information
technology support and training (if required).
 Risk
This option would not transfer any risks to a private party. The identified risks for the municipality
include:
o The risk of procuring and implementing an effective and efficient system that would result in
the required improvement in efficiency and service delivery;
o The risk of implementing a system across various buildings and geographic locations;
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The risk of affordability of the measures required to improve the efficiency and service
delivery;
The risk of maintaining the implemented systems to ensure continued efficient operations and
service delivery; and
The continued risk of municipal services being inaccessible to the community.

 BEE and other socio economic aspects
The option would have limited impact on the advancement of BEE and socio economic objectives
apart from the procurement and implementation of the efficiency improvement system.
 Delivery arrangements
Delivery arrangements would relate to the delivery of the current municipal services which will be
affected through the measures that is to be implemented. Some delivery disruptions would occur
while the new measures is being implemented as the system is being adapted to the municipality’s
requirements and staff is being trained to utilise the system.
Access to service delivery for communities are not addressed as the municipal services remain
dispersed amongst various buildings.
 Transitional management issues
The transition from the current system to the new measures would need to be managed to ensure that
disruptions of municipal services is kept to a minimum. Training of staff on the effective use of the
system would need to occur before, during and after the implementation of the system.
 Technical analysis
A detailed technical analysis of the measures to be implemented could only be done based on a
detailed operational analysis of the municipality.
 Site issues
The Bitou Municipality would utilise the existing buildings that they own or rent to implement the
system. Site issues may arise when physical alterations may be required to buildings that is not owned
by the Municipality and permission is required from the building owners.
No zoning, geotechnical, environmental or heritage issues is expected in the implementation of this
option.
 Legislation and regulations
It is not foreseen that any legislation or regulations would prohibit the Bitou Municipality to
implement the option.
 Human resources
The human resources implication of this option would be two fold, namely:
o The impact on all staff of implementing the efficiency improvement measures that would
include training; and
o The impact of employing additional staff to maintain the implemented systems.
Staff would need to be kept informed of the implementation process in order to ensure continued
service delivery.
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 Qualitative factors
Qualitative factors for this option include the improvement in efficiency of the municipality that could
be addressed but the accessibility of the services to the community that would not be addressed. It is
acknowledged that systems exist to provide municipal services via electronic means, but it should also
be acknowledged that the majority of the Bitou Municipality’s permanent residents do not have easy
access to these electronic means.
A physical single working environment will not be created but rather an electronic single working
environment. Service delivery would also not be from a single access point for the community but
rather from a single electronic point to which most residents do not have easy access.
The advantages of having a physical single working environment where colleagues can discuss issues in
person should not be underestimated in improving the efficiencies of municipal service delivery.
 Suitability for external service delivery
This option is not suitable for external service delivery as the municipality would remain responsible
for the improvement in efficiency of municipal service delivery. The systems to effect this
improvement in efficiency could be procured from an external service provider but no risk will be
transferred to the external service provider. The municipality will remain responsible for procuring,
implementing and operating the systems to improve efficiency.
2.3.2 Move to alternative existing leased space

 Brief description
The Bitou Municipality lease and move to an existing building to achieve the integrated service delivery
and to address the inefficiencies and inaccessibility that is currently being experienced. The option
would address the inefficiencies and duplication of services and costs such as security.
The needs assessment has indicated that the Bitou Municipality would require 16 000m2 to establish a
single working environment. Primary research in Plettenberg Bay has indicated that there is no single
property available of this size for either purchase or rent.
 Financial impacts
The financial impact would be the payment of rent or the purchase price of the existing building. With
an estimated space requirement of 16 000m2 (for offices and parking) and an assumed monthly rental
of around R70m2 the monthly rental payment would be R1.12 million with R13.44 million being paid
per annum. The proposed rental payment is almost six times the current rental budgeted for the
2015/16 financial year of R2.3 million.
The potential purchase price of the 16 000m2 could not be definitively determined as there is no
comparable transactions of this size in the Plettenberg Bay area. Primary research did indicate that the
price per m2 for commercial property in Plettenberg Bay range from R5 200 to R10 400. This provides
an indicative price range of R83 million to R166 million for 16 000m2.
The option would also incur moving costs for all municipal departments. The option may also incur
cost to customise the existing space to the needs of the municipality such as the creation of cashier
desks, areas to interact with the public, archives and Council chambers if suitable space do not already
exist within the existing space.
The option would achieve a cost saving for duplicated costs such as security.
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 Funding and affordability
The option is to be funded from the municipal budget as existing space will be rented. The
municipality would thus be required to increase its budget allocation for rental paid.
The Bitou Municipality could purchase a building rather than lease as it would create an asset for the
municipality rather than a continuous rental expenditure. The municipality would thus need to raise
finance if the building is to be purchased based on the strength of its balance sheet.
 Risk
This option would not transfer any risks to a private party. If renting an existing building the identified
risks for the municipality include:
o The risk of procuring a space suited to the municipality’s requirements;
o The risk of affordability of the rental;
If purchasing an existing building the identified risks for the municipality include:
o The risk of procuring a space suited to the municipality’s requirements;
o The risk of affordability of the building’s purchase price;
 BEE and other socio economic aspects
The option would have limited impact on the advancement of BEE and socio economic objectives.
Conditions could be set to specify BEE and socio economic objectives for the purchase of the
building but given that primary research has indicated that no building large enough to accommodate
the municipality’s requirements exist, the setting of BEE and socio economic objectives would be
unrealistic.
 Delivery arrangements
Delivery arrangements would relate to the delivery of the current municipal services which will be
improved through the creation of a single work environment. However, accessibility to the services
will not be improved as primary research has shown that there is no existing building large enough to
accommodate all the municipal departments which would facilitate easy access for communities.
 Transitional management issues
The transition would occur from the existing buildings to the new buildings and would need to be
managed to ensure that disruptions of municipal services is kept to a minimum.
 Technical analysis
A detailed technical analysis could not be performed on this option as primary research indicated that
there is no existing building that could provide the 16 000m2 required by the municipality. It is not
foreseen that there would be any technical issues if an existing office building is used to accommodate
the Bitou Municipality.
Some issues may arise in customising the space to the needs of the municipality such as the creation of
cashier desks, public interaction areas, archives and Council Chambers if suitable space do not exist
within the existing space.
 Site issues
An analysis of any potential site issues could not be performed on this option as primary research
indicated that there is no existing building that could provide the 16 000m2 required by the
municipality.
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It is to be expected that no zoning, geotechnical, environmental or heritage issues would be evident in
the use of an existing office building to accommodate the Bitou Municipality.
 Legislation and regulations
Given that the Bitou Municipality currently own and rent office space it is not foreseen that any
legislation or regulations would prohibit the Bitou Municipality to implement the option.
 Human resources
The human resources implication of this option would be the movement of staff from their current
place of work to a single work environment at a new location.
 Qualitative factors
Qualitative factors for this option include the improvement in efficiency of the municipality that could
be addressed but facilitating easy access for communities would not be addressed. Primary research
indicate that there is no existing building that could accommodate the office space requirements of the
municipality within Plettenberg Bay.
 Suitability for external service delivery
This option is not suitable for external service delivery as office accommodation would be procured
through a traditional lease agreement or purchase agreement. No risk will be transferred to the private
party as the municipality will either rent or purchase an existing building that has been built to the
specifications of the private party. The municipality will be responsible to customise the building to
the needs of the municipality such as the creation of cashier desks, council chambers, etc.
2.3.3 Convert Existing Building

 Brief description
The Bitou Municipality utilise existing buildings that they occupy along with additional land to create a
single working environment. The Municipality has identified two building and land parcels that could
be used for this purpose namely:
o
o

Erf 2138 (current head office building) coupled with vacant Erf 4131 (owned by the state) to
the east;
Erf 2096 (current Engineering Services and Depot) coupled with the developed property Erf
2323 (owned by the state).

In addition the possibility of converting the existing Melville’s Corner Shopping Centre have been
raised. For evaluation purposes it has been assumed that this option could also include the conversion
of any other existing building.
The conversion of existing building space would meet the requirement of the municipality to achieve
the integrated service delivery and to address the inefficiencies and inaccessibility that is currently being
experienced but may not meet the requirement to improve access to communities as the available
buildings are not in closer proximity to residential areas.
 Financial impacts
The main financial impact would be cost of conversion and new build to develop the single working
environment.

Bitou Municipal Offices

34

The current head office building consist of Erf 2138 that is 3 605m2 in extent and Erf 4131 that is
5 715m2 in extent. The properties thus have sufficient space to meet the municipality’s space
requirement if a multi storey building is developed. The cost of converting the 3 605m2 into new
office space is estimated at R16.6 million based on an average conversion rate of R4 600 per m2. The
cost of building new office space to accommodate the remainder of the 16 000m2 needed is estimated
at R186 million based on an average construction cost of R15 000 per m2. The total conversion cost
would thus be around R203 million excluding any financing costs.
The current Engineering Services and Deport consist of Erf 2096 that is 7.3 ha in extent and Erf 2323
that is 5 162m2 in extent. The properties thus have sufficient space to meet the municipality’s space
requirement. The building on Erf 2096 would need to be demolished in order to construct the new
office space as they are not suitable for conversion. Accordingly the cost of converting the two
properties to 16 000m2 of office space is estimated at R240 million (excluding financing costs) based
on and average construction cost of R15 000 per m2.
This cost exclude the demolition cost of the existing properties and the moving cost for the depot and
engineering services. The Engineering department would also need to be accommodated at temporary
premises while the property is being developed which will result in additional rental and moving cost.
Investigations into the Melville’s Corner building has shown that it currently have 7 790m2 of space of
which 7 340m2 is retail space and 450m2 office space. Discussions with the property manager of the
Public Investment Corporation that manage the building has indicated that only around 3 200 of the
existing retail space would be converted to office space. The building would thus not be able to meet
the municipality’s space requirements. The building would also incur an annual rental cost for the
space or a capital cost to purchase in addition to any conversion cost.
Primary research showed that no other building in Plettenberg Bay would have the required space to
be converted for the municipality’s purposes. Should an existing building with 16 000m2 of space be
available it would cost R74 million to convert to office space based on an assumed conversation rate of
R4 600 per m2.
The option would incur temporary relocation cost for the departments housed in the existing buildings
before moving back to the converted buildings. This cost would include moving cost to temporary
office accommodation and back as well as additional office rental for the temporary office space.
The option would also incur moving costs for all municipal departments once the existing building
have been converted.
The option would achieve a cost saving for duplicated costs such as security.
 Funding and affordability
The option could be funded by the municipality or could be funded through a build, operate and lease
back agreement. Should the option be funded by the municipality, finance would need to be raised.
Should the option be funded through a build, operate and lease back agreement, the municipality
would need to budget for an annual rental payment of around R13.44 million based on an estimated
space requirement of 16 000m2 and an assumed monthly rental of around R70m2. This estimate
excludes the financing cost that the developer would recoup through the rental payment. The
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municipality would thus also need to budget for the financing of the building that the private party
would need to recoup through the build, operate and lease back agreement.
 Risk
If the municipality develop the option themselves, then the option would not transfer any risks to a
private party. The risks to the municipality include:
o The risk of procuring a space suited to the municipality’s requirements;
o The risk of affordability of the building and raising finance;
If the municipality develop the option through a build, operate and lease back agreement then the
option would transfer risk to the private party. The risks to the municipality include:
o The risk of affordability of the annual rental and finance cost;
o The risk of affordability of the moving cost and the payment of rental for temporary office
accommodation.
The overarching risk for this option is the delay in transfer of land from the State to the Bitou
Municipality which may significantly delay the development of the option. Indications are that the
transfer of the land may take 2 to 3 years.
The risk of severe disruptions of municipal service delivery while certain municipal departments is
housed in temporary office accommodation is also an overarching risk. The improvement in efficiency
sought by the Bitou Municipality will be severely undermined during this period.
 BEE and other socio economic aspects
The option would have an impact on the advancement of BEE and socio economic objectives through
the procurement of BEE and local contractors and labour for the conversion of the buildings.
 Delivery arrangements
Delivery arrangements would relate to the delivery of the current municipal services which will be
improved through the creation of a single work environment. The delivery of municipal services will
be disrupted twice during the renovation process. First during the initial move to empty the building
for renovation and secondly upon moving back to the building following the renovations.
 Transitional management issues
The transition would occur from the existing buildings to the new buildings and would need to be
managed to ensure that disruptions of municipal services is kept to a minimum. The temporary period
when the municipal departments housed in the existing buildings is relocated for the duration of the
renovation period would also need to be managed to ensure that disruptions of municipal services is
kept to a minimum.
 Technical analysis
The technical analysis for this option relates to the ability to convert the existing buildings and to
construct new office space. It is not foreseen that there would be any technical limitation to convert
the existing buildings and to construct new office space.
 Site issues
Both Erf 4131 and Erf 2323 is owned by the state and would need to be transferred to the Bitou
Municipality before detailed planning could commence.
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It is to be expected that no zoning, geotechnical, environmental or heritage issues would be evident in
the use of the properties and land to accommodate the Bitou Municipality.
 Legislation and regulations
Given that the Bitou Municipality currently own and rent office space it is not foreseen that any
legislation or regulations would prohibit the Bitou Municipality to implement the option.
Erf 4131 or Erf 2323 would need to be transferred from the State to the Bitou Municipality should
these portions of land be used. Indications are that the transfer of this land would severely delay this
option.
 Human resources
The human resources implication of this option would be the movement of staff from their current
place of work to a single work environment at a new location. The temporary relocation of staff
would be required as the existing buildings are being converted to new office space and the moving of
staff to and from temporary office accommodation would need to be managed.
 Qualitative factors
The existing property of the Bitou Municipality is in prime positions and would be more commercially
valuable if developed for other purposes than municipal offices. For example, the current location of
the Engineering Department is well suited for both high end residential development and retail
development, while the existing head office and Council Chamber is well suited for office and retail
development. These buildings may thus be more attractive to a private developer to develop for
commercial use with higher returns on investment than to develop for municipal office
accommodation.
The conversion of the existing buildings may also take up to two years with certain municipal
departments having to be accommodated in temporary office accommodation for this period. The
moving process and accommodation in temporary office accommodation that may not be best suited
to the municipality’s needs would impact negatively on the delivery of municipal services for at least a
two year period.
Ultimately an improvement in the efficiency of the municipality could be addressed but the easy access
of the services to the communities would not be addressed. The properties earmarked for the
conversion is located within the Plettenberg Bay CBD.
 Suitability for external service delivery
The suitability of the option for external service delivery depends on how the municipality would want
to fund the option. The option would not be suitable for external service delivery should the
municipality fund the option through its own funds as office accommodation would be procured
through traditional methods. No risk will be transferred to the private party as the municipality will
either rent or purchase an existing building that has been built to the specifications of the private party
rather than customised to the municipality’s needs.
The option would be suitable for external service delivery should the municipality fund the option
through a build, operate and lease back mechanism. The office accommodation could be built
according to the municipality’s specifications and risk for the delivery would be transferred to the
private party.
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2.3.4 Build a New Building on Undeveloped Land

 Brief description
The Bitou Municipality build a new office building on undeveloped land. The Municipality has
identified Erf 12624 in Ladywood, opposite the Saringa Drive intersection of the N2 which could be
utilised for this purpose. The property is within a newly created government hub and is opposite a
new magistrate court and library. The property is also earmarked for the development of a new Public
Safety Centre that will house the community services departments of Law Enforcement, Traffic, Fire
and Disaster Management.
The new build would meet the requirement of the municipality to achieve the integrated service
delivery and to address the inefficiencies and inaccessibility that is currently being experienced and
would meet the requirement to provide easy access to municipal services for communities.
 Financial impacts
The financial impact would depend on how the municipality choose to fund the option. Should the
municipality choose to fund the new building through their own funds, the financial impact would be
construction cost of the new building to develop the single working environment. This cost would be
around R240 million (excluding finance costs) given the municipality’s space requirement of 16 000m2
and an assumed construction cost of R15 000 per m2.
Should the municipality choose to fund the new building through a build, operate and lease back
agreement, the financial implications would be an monthly rental which equates to R13.44 million
based on an estimated space requirement of 16 000m2 and an assumed monthly rental of around
R70m2. This would exclude the finance cost for the building that will be recouped by the private party.
The option would incur moving costs for all municipal departments to the new building.
The option would achieve a cost saving for duplicated costs such as security.
 Funding and affordability
The option could be funded by the municipality or could be funded through a build, operate and lease
back agreement. Should the option be funded by the municipality, finance would need to be raised.
Should the option be funded through a build, operate and lease back agreement, the municipality
would need to budget for an annual rental payment of around R13.44 million based on an estimated
space requirement of 16 000m2 and an assumed monthly rental of around R70m2 as well the finance
cost for the construction cost of the building.
 Risk
If the municipality develop the option themselves, then the option would not transfer any risks to a
private party. The risks to the municipality include:
o The risk of procuring a space suited to the municipality’s requirements;
o The risk of affordability of the building and raising finance;
If the municipality develop the option through a build, operate and lease back agreement then the
option would transfer risk to the private party. The risks to the municipality include:
o The risk of affordability of the annual rental and finance costs.
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 BEE and other socio economic aspects
The option would have an impact on the advancement of BEE and socio economic objectives through
the procurement of BEE and local contractors and labour for the development of the new building.
 Delivery arrangements
Delivery arrangements would relate to the delivery of the current municipal services which will not be
disrupted during the building phase and which will be improved through the creation of a single work
environment. Ease of access for communities will also be achieved.
 Transitional management issues
The transition would occur from the existing buildings to the new buildings and would need to be
managed to ensure that disruptions of municipal services is kept to a minimum.
 Technical analysis
The technical analysis for this option relates to the ability to construct new office space. It is not
foreseen that there would be any technical limitation to construct new office space.
 Site issues
An initial investigation has indicated no zoning, geotechnical, environmental or heritage issues with the
identified site.
 Legislation and regulations
Given that the Bitou Municipality currently own and rent office space it is not foreseen that any
legislation or regulations would prohibit the Bitou Municipality to implement the option.
 Human resources
The human resources implication of this option would be the movement of staff from their current
place of work to a single work environment at a new location. The work environment of staff would
also be improved.
 Qualitative factors
Qualitative factors for this option include the improvement in efficiency of the municipality that could
be addressed along with the ease of access for communities.
The earmarked site is within a newly created government hub and will offer synergies with the new
Public Safety Centre to be developed on the site.
The option address all the municipality’s needs and objectives.
 Suitability for external service delivery
The suitability of the option for external service delivery depends on how the municipality would want
to fund the option. The option would not be suitable for external service delivery should the
municipality fund the option through its own funds as office accommodation would be procured
through a traditional methods. The risk for the delivery of the building to the specifications of the
municipality would remain with the municipality as the municipality would be managing the contractor
constructing the new building.
The option would be suitable for external service delivery should the municipality fund the option
through a build, operate and lease back mechanism. The office accommodation could be built
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according to the municipality’s specifications and risk for the delivery would be transferred to the
private party.
2.4 Summary of Options Evaluation and Assessment

The advantages, disadvantages and road blocks for each option is summarised below.
1. Status Quo
Advantages



Disadvantages






Limited site issues
No legislative issues



Continued duplication of cost
Funded through municipal budget
No risk transfer to private party
Various risks to municipality in procuring,
implementing and maintaining the procedures
and systems
Limited scope for BEE and socio-economic

Road Blocks:
 Accessibility for communities not addressed
 Continued duplication of costs
 Continued geographical spread

2. Move to Alternative Existing Leased Space
Advantages



Disadvantages





Limited site issues
No legislative issues




Funded through municipal budget
No risk transfer to private party
Various risks to municipality in procuring,
implementing and maintaining the procedures
and systems
Limited scope for BEE and socio-economic
Potential additional cost to customise space to
municipal needs

Road Blocks:
 No existing building able to accommodation municipal space requirements
 Accessibility for communities not addressed

3. Convert Existing Buildings
Advantages




Potential for external service delivery
Potential for risk transfer to private party
Scope for BEE and socio-economic

Disadvantages






Capital cost of conversion and new buildings
Temporary relocation of staff during conversion
resulting in additional cost
Temporary relocation of staff during conversion
resulting in disruption to municipal service
delivery
Existing buildings better suited for alternative
development such as high end residential

Road Blocks:
 Need to transfer land from the State to Bitou Municipality that could take 2 to 3 years
 Accessibility for communities not addressed
 Additional cost of temporary relocation
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4. New Build
Advantages



Accessibility for communities addressed
Integration of various communities through
centralisation of services
 Potential for external service delivery and risk
transfer to private party
 Scope for BEE participation and socioeconomic development
 Minimal disruption to municipal service delivery
 Synergies with proposed Public Safety Centre
 Catalyst for further development around new
build
 Unlock development potential around current
municipal properties
Road Blocks:
 None

Disadvantages





Capital cost of new build paid through unitary
charge
Upgrade of N2 intersection
Relocation of Depot
Possibility of negative impact on businesses
around current municipal properties

An evaluation of the technical solutions options were conducted by allocating a score to each of the
criteria/issues discussed above (see next page). A score of -1 was allocated if the criteria/issues were
predominantly negative. A score of 0 was allocated if the criteria/issues were neutral or similar across
all the options and a score of +1 was allocated if the criteria/issues were predominately positive.
Based on the analysis the Status Quo scenario and move to an existing options received a score of -5,
while the conversion of existing buildings and land scored -2. The new build option scored 11.
2.5 Preferred Option

Based on the advantages, disadvantages and road blocks specific to each option, the Bitou Municipality
choose the new build option to achieve the integrated service delivery and to address the inefficiencies
and inaccessibility that is currently being experienced due the municipal departments and units being
dispersed amongst various rented and owned buildings.
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Stay as Is

Move to alternative existing
space

Financial impacts Continued duplication of cost.
Development and maintenance
cost of procedures and systems

Rent or purchase of existing
building.
Relocation cost.
Saving of duplicated costs.

Funding and
affordability

Municipal budget.

Municipal budget funding.

Risk

No risk transfer to private party.
Various risks to municipality

BEE and other
socio economic
aspects
Delivery
arrangements

Limited scope for BEE

Delivery of current municipal
services to improve if procedures
and systems are effective.
Proximity of service delivery to
community not addressed

No risk transfer to private party.
Various risks to municipality

Limited scope for BEE

Delivery of current municipal
services to improve but
accessibility for the community
will not be improved.

Capital cost of conversion and
new build.
Temporary relocation of staff
during conversion including
moving cost and office rental.
Saving of duplicated costs.
Either municipal budget or build,
operate and lease back
agreement.
If municipality develop option
themselves then no risk transfer.
If municipality follow build,
operate & lease back option, risk
transferred to private party.

New Build
Either capital cost of the build or
rental payment depending on
service delivery option.
Relocation costs.
Saving of duplicated costs.
Either municipal budget or build,
operate and lease back
agreement.
Risk can be transferred to private
party through build, operate and
lease back option.

Delivery of municipal services
disrupted during renovation
period.
Municipal services improved
following completion of
renovation.

No disruption of municipal
services during building period.
Municipal services improved
following completion of new
building.
Proximity to community
achieved.
Disruption of municipal service
delivery during move between
buildings
No technical issues

Disruption of municipal service
delivery during move between
buildings
No technical issues foreseen

Site issues

Erf 4131 and/or Erf 2323 would
need to be transferred to the
municipality from the State.

No site issues

Erf 4131 and/or Erf 2323 would
need to be transferred to the
municipality from the State.
Movement of staff during
renovation of existing building to
temporary space, followed by
relocation back to the renovated
space.
The exisitng property is in prime
locations which is better suited
for alternative developments.
Relocation of staff to temporary
space for up to to years while
buildings are being renovated.
Proximity of service delivery to
community not achieved.
Suitable for external service
delivery of build, operate and
leaseback option is used.

No legislation issues

Human resources Training required.
Move of staff to new location
Employment of additional staff to
maintain procedures and systems

Qualitative
factors

Suitability for
external service
delivery
Total Score

Access to services by the
community not addressed.

Not suitable for external service
delivery.

Proximity of services to the
community not addressed

Not suitable for external service
delivery.

Move to
alternative
existing
space

Stay as Is

Convert
existing
buildings

New Build

-1

0

-1

1

-1

-1

1

1

-1

-1

1

1

-1

-1

1

1

0

0

-1

1

0

0

-1

0

0

-1

1

1

0

-1

-1

1

1

1

-1

1

0

1

-1

1

-1

-1

-1

1

-1

-1

1

1

-5

-5

-2

11

BEE objectives could be achieved BEE objectives could be achieved

Transitional
Disruption of municipal service
management
delivery during transition
issues
Technical analysis PWC Optimisation study to be
provided by municipality

Legislation and
regulations

Disruption of municipal service
delivery during move from one
building to the next
No existing buildings that can
accommodate the municipal
departments in a single working
environment
Limited site issues unless
No existing buildings that can
procedures and systems requires accommodate the municipal
site alterations
departments in a single working
environment
No legislative issues
No legislative issues

Convert existing buildings

Improvement in work
environment for staff.

Create single work environment.
Improve service delivery.
Improve proximity of service
delivery to community.
Synergies with Public Safety
Centre.

Suitable for external service
delivery of build, operate and
leaseback option is used.
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Section 3: Delivery Options Analysis

3.1 Introduction

According to the Municipal Service Delivery and PPP Guidelines from National Treasury, the delivery
options analysis should address the most viable delivery options for providing the specified outputs.
It is clearly stated that not all delivery options may be viable for the particular specified output. An
initial analysis of the viable delivery options is conducted first before a more detailed evaluation of the
viable delivery options.
The analysis have been conducted based on the technical solution option for the Bitou Municipality to
build new municipal offices on undeveloped land.
3.2 Delegation of authority to the municipal manager

The Municipal Service Delivery and PPP Guidelines state that in accordance with section 78(2) of the
MSA, the municipality, through its delegated agent, the municipal manager, may select an internal
service-delivery option; continue with the assessment of internal as well as external options in
accordance with section 78(3) of the MSA, and section 120 of the MFMA and the Municipal PPP
Regulations; or may direct the feasibility study to discontinue the assessment of internal options and
consider one or more external options in accordance with section 78(3) of the MSA, section 120 of the
MFMA and the Municipal PPP Regulations. The Municipal Service Delivery and PPP Guidelines
clearly state that this step does not apply to municipal support activity feasibility studies.
Given that the provision of municipal office accommodation is classified as a municipal support
activity, this step do not apply to this project.
3.3 Options Considered

Table 3.1 indicate the various delivery options considered and comments on the viability for the
delivery of office accommodation for the Bitou Municipality.
Table 3.1: Delivery Options
Option

Viability

Department or administrative unit
(internal mechanism)

 Project could be delivered through internal
mechanism
 Bitou Municipality could establish specific business
unit to deliver the project
 Bitou Municipality could establish a municipal entity
to deliver the project
 Would not provide office accommodation for
another municipality

Business unit (internal mechanism)
Municipal Entity
Another Municipality

Considered
Yes
Yes
Yes
No
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Option

Viability

Organ of State – Licensed Service
Provider
Organ of State – Traditional
Authority
Community Based Organisation or
Non-Governmental Organisation
Other Institution, entity or person
legally competent

 No licenced service provider organ of state provides
office accommodation
 No traditional authority provides office
accommodation

Considered
No
No

 No CBO or NGO provides office accommodation

No

 Private entity could provide office accommodation

Yes

Based on the initial analysis, the service delivery option considered viable for this project are:





Department or administrative unit (internal mechanism)
Business unit (internal mechanism)
Municipal Entity
Other Institution, entity or person legally competent

3.4 Option Evaluation and Assessment

Each of the service delivery options considered viable for this project are evaluated and assessed
according to the criteria specified in the Municipal Service Delivery and PPP Guidelines.
3.4.1 Department or administrative unit (internal mechanism)

 Brief Description
The provision of office accommodation for the Bitou Municipality could be delivered by a department
or administrative unit within the Bitou Municipality. The department or administrative unit could be
existing or newly established.
 Direct and Indirect Costs
The direct cost would relate to:
o Upskilling the relevant department to be able to deliver the project;
o The detailed design cost of the new build based on the municipality’s needs;
o The procurement cost of the new build;
o The project management of the new build during the construction phase; and
o The ongoing management and maintenance of the new building during the operational
phase.
The indirect cost would relate to:
o Potential cost overruns;
o Potential time delays; and
o Potential over inflation of procurement costs.
 Financial Impacts
The financial impact on the municipality would include:
o Training costs to upskill the relevant department;
o Detailed design cost and professional services that will be part of the procurement cost of
the new build. The initial estimate is around R240 million (excluding financing cost);
o The project management cost will be absorbed into the salary bill of the municipality; and
o The maintenance cost will be absorbed into the maintenance cost of the municipality.
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 Funding and Affordability
Funding will be through the Municipal budget requiring the Bitou Municipality to procure either grant,
subsidy or loan funding.
 Human Resources and Organisational Capacity
The service delivery option would require the employment of a dedicated project manager to manage
the process. The project manager would require property development experience.
The project manager would need to be supported by a range of experts dedicated to particular
disciplines such as an architect, quantity surveyor and a range of engineers. These experts would need
to be appointed as the Bitou Municipality do not have the current expertise in any of their departments
or administrative units.
 Risk
The service delivery option provides no risk transfer to a service provider as a municipal department or
administrative unit would be responsible for delivering the project. All services will be conducted
within the municipal department or administrative unit with the responsibility of delivery resting with
the Municipality.
 Qualitative Factors
Qualitative factors include the limited appetite that the Bitou Municipality may have to undertake such
a large project through a department or administrative unit given the current workload of the
municipality. The Municipality would need to take on significant responsibility for the project and
employ a number of new personnel.
 BEE and Other Socio Economic Aspects
BEE opportunities would arise with the appointment of staff to the municipal department or
administrative unit. BEE and socio economic opportunities may arise with the procurement of key
contractors such as the building contractor.
 Delivery Arrangements
The municipal department or administrative unit is expected to deliver the project by conducting the
majority of the tasks within the department or administrative unit, including the management of the
new building. It can be reasonably expected that the actual building of the office accommodation will
be conducted by a sub-contracted building contractor based on the detailed design and specification
that have been compiled by the municipal department or administrative unit.
 Transitional Management Issues
Transitional management issues may arise when the Municipality move from their existing buildings to
the newly built building. The municipality would need to take possession of the new building and
ensure that all the required services such as security, maintenance and cleaning are relocated from the
existing buildings to the new building. Training and familiarisation of staff would also be required for
the new building and would need to be conducted by the Municipality.
 Legislation and Regulations
There is no legislation that prohibits the delivery of municipal office accommodation through a
municipal department or administrative unit.
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 Capacity and Appetite
The Bitou Municipality would need to develop the capacity in order to provide the project through a
municipal department or administrative unit. It is questionable whether building this capacity and
delivering the project would provide value for money as the relevant personnel would need to be
procured from the private sector at market related salaries.
3.4.2 Business unit (internal mechanism)

 Brief Description
The provision of office accommodation for the Bitou Municipality could be delivered by a business
unit devised by the Bitou Municipality for this purpose. The business unit could be existing or newly
established. Given the current structure of the Bitou Municipality, the business unit would be a newly
established business unit.
 Direct and Indirect Costs
The direct cost would relate to:
o Establishing and capacitating the relevant business unit to be able to deliver the project;
o The detailed design cost of the new build based on the municipality’s needs;
o The procurement cost of the new build;
o The project management of the new build during the construction phase; and
o The ongoing management and maintenance of the new building during the operational
phase.
The indirect cost would relate to:
o Potential cost overruns;
o Potential time delays; and
o Potential over inflation of procurement costs.
 Financial Impacts
The financial impact on the municipality would include:
o Training costs to establish and capacitate the relevant business unit;
o Detailed design cost and professional services that will be part of the procurement cost of
the new build. The initial estimate is around R195 million (excluding financing cost);
o The project management cost will be added into the salary bill of the municipality; and
o The maintenance cost will be absorbed into the maintenance cost of the municipality.
 Funding and Affordability
Funding will be through the Municipal budget requiring the Bitou Municipality to procure either grant,
subsidy or loan funding for both the establishment of the business unit as well as the delivery and
ongoing management of the new building.
 Human Resources and Organisational Capacity
The service delivery option would require the employment of a range of experts that will be managed
by a business unit head. The experts will include architects, quantity surveyor and a range of engineers.
The experts may need to be appointed on a contract basis as some of their expertise may not be
required following the completion of the building. For example, the architect would be involved
during the design and construction phase but not during the operational phase.
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 Risk
The service delivery option provides no risk transfer to a service provider as a municipal business unit
would be responsible for delivering the project. All services will be conducted within the municipal
business unit with the responsibility of delivery resting with the Municipality.
 Qualitative Factors
The Bitou Municipality would need to take the responsibility of establishing a business unit that could
design, construct and manage municipal office accommodation. The Municipality would take the
responsibility of securing skilled personnel that could deliver the project within the required timeframe.
Recourse against these personnel could prove to be more difficult when they are employed by the
Municipality as opposed to if they are sub-contracted.
 BEE and Other Socio Economic Aspects
BEE opportunities would arise with the appointment of staff to the municipal business unit. BEE and
socio economic opportunities may arise with the procurement of key contractors such as the building
contractor.
 Delivery Arrangements
The municipal business unit is expected to deliver the project by conducting the majority of the tasks
within the unit, including the management of the new building. It can be reasonably expected that the
actual building of the office accommodation will be conducted by a sub-contracted building contractor
based on the detailed design and specification that have been compiled by the municipal business unit.
 Transitional Management Issues
Transitional management issues may arise when the Municipality move from their existing buildings to
the newly built building. The municipality would need to take possession of the new building and
ensure that all the required services such as security, maintenance and cleaning are relocated from the
existing buildings to the new building. Training and familiarisation of staff would also be required for
the new building and would need to be conducted by the Municipality.
 Legislation and Regulations
There is no legislation that prohibits the delivery of municipal office accommodation through a
municipal department or administrative unit.
 Capacity and Appetite
The Bitou Municipality would need to develop the capacity in order to provide the project through a
municipal business unit. It is questionable whether building this capacity and delivering the project
would provide value for money as the relevant personnel would need to be procured from the private
sector at market related salaries.
3.4.3 Municipal Entity

 Brief Description
The provision of office accommodation for the Bitou Municipality could be delivered by a municipal
entity, either established by the Bitou Municipality for this purpose or established by another
municipality.
 Direct and Indirect Costs
The direct cost would relate to:
o Establishing and capacitating the municipal entity to be able to deliver the project;
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The detailed design cost of the new build based on the municipality’s needs;
The procurement cost of the new build;
The project management of the new build during the construction phase; and
The ongoing maintenance of the new building during the operational phase.

The indirect cost would relate to:
o Potential cost overruns;
o Potential time delays; and
o Potential over inflation of procurement costs.
 Financial Impacts
The financial impact on the municipality would include:
o Training costs to establish and capacitate the relevant municipal entity;
o Detailed design cost and professional services that will be part of the procurement cost of
the new build. The initial estimate is around R195 million (excluding financing costs);
o The project management cost will be added into the salary bill of the municipality; and
o The maintenance cost will be absorbed into the maintenance cost of the municipality.
 Funding and Affordability
Funding would be needed for the establishment of the municipal entity. This establishment cost
would be sourced from the Bitou Municipality and could include the registration of the municipal
entity, employment of relevant staff and working capital.
The funding required for the municipal office accommodation could be raised by the municipal entity,
but may need to be underwritten by the Bitou Municipality as the municipal entity would not have any
assets to serve as collateral. Finance could be raised against the new building but the funding
institutions may be unwilling to do so without guarantees from the Bitou Municipality as the municipal
entity would not have a track record of successful municipal office development.
 Human Resources and Organisational Capacity
The service delivery option would require the employment of a range of experts that will be managed
by a municipal entity CEO. The experts will include architects, quantity surveyor and a range of
engineers.
The experts may need to be appointed on a contract basis as some of their expertise may not be
required following the completion of the building. For example, the architect would be involved
during the design and construction phase but not during the operational phase.
 Risk
The service delivery option provides some risk transfer from the Bitou Municipality as the municipal
entity would be responsible for delivering the project. All services will be conducted within the
municipal entity but the Bitou Municipality would still be responsible as the Municipality will be the
majority shareholder in the municipal entity.
 Qualitative Factors
The Bitou Municipality would need to take the responsibility of establishing a municipal entity that
could design, construct and manage municipal office accommodation. The establishment of the
municipal entity would add another layer of complexity to the development of the office
accommodation.
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 BEE and Other Socio Economic Aspects
BEE opportunities would arise with the appointment of staff to the municipal entity. BEE and socio
economic opportunities may arise with the procurement of key contractors such as the building
contractor.
 Delivery Arrangements
The municipal entity is expected to deliver the project by conducting the majority of the tasks within
the entity, including the management of the new building. It can be reasonably expected that the
actual building of the office accommodation will be conducted by a sub-contracted building contractor
based on the detailed design and specification that have been compiled by the municipal entity.
 Transitional Management Issues
Transitional management issues may arise when the Municipality move from their existing buildings to
the newly built building. The municipal entity would need to take possession of the new building and
ensure that all the required services such as security, maintenance and cleaning are relocated from the
existing buildings to the new building. Training and familiarisation of staff would also be required for
the new building and would need to be conducted by the municipal entity.
 Legislation and Regulations
The establishment of a municipal entity is regulated and due process must be followed. The
establishment of a municipal entity would result in delays in the delivery of the required municipal
office accommodation.
 Capacity and Appetite
The Bitou Municipality would need to develop the capacity in order to provide the project through a
municipal entity. It is questionable whether building this capacity and delivering the project would
provide value for money as the relevant personnel would need to be procured from the private sector
at market related salaries.
3.4.4 Other Institution, entity or person legally competent

 Brief Description
The provision of office accommodation for the Bitou Municipality could be delivered by an institution,
entity or person legally competent to operate a business activity. For the purposes of this analysis this
service delivery option will be referred to as a private party.
 Direct and Indirect Costs
The direct cost for the Bitou Municipality would relate to:
o The procurement of the private party;
o

The unitary charge paid to the private party over the concession period.

The indirect cost would relate to:
o The project management cost incurred by the municipality to manage the private party.
 Financial Impacts
The private party would typically be appointed on a design, build and operate basis. The private party
would receive a unitary charge / monthly rental over the concession period, after which the building
would revert to the Bitou Municipality.
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The financial impact on the Bitou Municipality is thus that the municipality would not need to raise the
capital to construct the office accommodation, but would need to pay a monthly rental.
 Funding and Affordability
Funding for the construction of the office accommodation will be raised by the private party and
guaranteed against the future rental income.
The service delivery option should be affordable for the Bitou Municipality if the required output
specification and agreed rental payments are in sync.
 Human Resources and Organisational Capacity
The service delivery option would require a dedicated project manager from the Bitou Municipality to
manage the relationship with the private party.
The private party would employ and procure its own architects, quantity surveyors and various
engineers to design and build the office accommodation. The private party would then procure the
relevant facility mangers, maintenance and cleaning staff and security during the operational phase.
 Risk
The risk for the design, build and operation of the office accommodation is transferred to the private
party.
The risk of securing financing for the construction of the building is also transferred to the private
party.
 Qualitative Factors
There are various private parties with the appetite to design, build and operate municipal office
accommodation. The service delivery option would thus not be difficult to implement.
 BEE and Other Socio Economic Aspects
The Bitou Municipality could formulate BEE and socio economic requirements of the private party to
achieve its own BEE and socio economic objectives.
 Delivery Arrangements
The private party is expected to deliver the project by conducting the majority of the tasks itself or
within its consortium of partners.
 Transitional Management Issues
Transitional management issues may arise when the Municipality move from their existing buildings to
the newly built building. The municipality would need to take possession of the new building and
ensure that all the required services to be provided by the private party is in accordance with the
output specifications.
 Legislation and Regulations
There is no legislation that prohibits the delivery of municipal office accommodation through a private
party.
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 Capacity and Appetite
There are various private parties with the appetite to design, build and operate municipal office
accommodation. There are also various examples of public private partnerships between the public
and private sector for the provision of office accommodation.
3.5 Internal Mechanism Assessment

The internal mechanisms that have been assessed include:
 A department or other administrative unit within the Bitou Municipality administration
 A business unit devised by the Bitou Municipality
The assessment indicated that the internal mechanisms provide no opportunity for risk transfer from
the Bitou Municipality and that the financial and funding impacts on the Bitou Municipality may make
these service delivery options unaffordable.
3.6 External Mechanism Assessment

The external mechanisms that have been assessed include:
 Municipal entity
 Any other institution, entity or person legally competent (private party).
The assessment indicated that the external mechanisms provide an opportunity for risk transfer from
the Bitou Municipality and the financial and funding impacts on the Bitou Municipality make these
service delivery options more affordable.
3.7 Preferred Option

Based on the evaluation of service delivery options, the Bitou Municipality will utilise a private party to
procure the office accommodation on a design, build and operate basis.
The private party could provide various building related services and the following services could be
included in the responsibility of the private party’s operational contract:


Utility services: The Bitou Municipality currently employs some of its own utility services staff
(e.g. cleaning staff, printing, etc), but these staff could be redeployed within the municipality;



Repairs & maintenance: The Bitou Municipality currently maintains its own buildings but the
private party will be responsible for this function in order to ensure that the building is
properly maintained over the concession period; and



Security: This function will be the responsibility of the private party as it is a non-core
function of the municipality.
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Section 4: Project Due Diligence

4.1 Introduction

The project due diligence stage details the legal and technical issues for the preferred technical solution
and delivery option namely the procurement of a private party to procure the office accommodation
on a design, build and operate basis on Erf 12624 Plettenberg Bay.
The detailed reports by the service providers are attached to this report and the findings are
summarised in this section of the report.
4.2 Legal

We intend to exercise long-term ownership and control over the project site chosen to deliver this
project. Accordingly, this project has been approached on such a basis to allow us to retain ownership
control over site while involving a private party in this project through a public-private partnership
transaction.
We obtained guidance and assistance from the appointed advisory team concerning the requirements
we need to meet in order to comply with the relevant legal framework.
All legal issues discovered by our advisors based on their review and/or consideration of
documentation and information provided by us to them, save for those specifically highlighted below,
have been addressed and cleared by us.
Site Enablement Issues
Certain restrictive conditions of title have been identified in respect of the various properties
earmarked as potential sites for the delivery of this project.
Save for the restrictive conditions to one of these sites which are currently the subject matter of a title
deed endorsement process, none of the restrictive conditions presents an insurmountable hindrance to
us to use any such site for purposes of this project.
However, in respect of the 3 (three) sites earmarked as potential project sites, 2 of these sites, namely –


Erf 2323, which is coupled with Erf 2096 (our current Engineering Services and Depot site); and



Erf 4131, which is coupled with Erf 2138 9our current head office site),
belongs to the Republic of South Africa and needs to be transferred to us.
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We envisage that the associated process to be followed, matters to be addressed and timeline required
to achieve such a transfer will negatively impact the commencement, completion and delivery of this
project.
The remaining site, namely Erf 12624 contain restrictive conditions of title which impacts the
commencement of the development of this project, but we are currently attending to the removal of
such restrictive conditions by way of an endorsement of the relevant title deed.
From a site enablement perspective, we envisaged that, subsequent to such endorsement of the
relevant title deed, Erf 12624 indeed will be a location that merits preference to the other potential
project sites.
Currently, there are no potential land claims in respect of any of these potential project sites and no
pending land claim applications have been lodged by any individuals in respect of these sites.
Nevertheless, we have been advised by our advisors that an application can be made to obtain a
certificate from the Commissioner for the Restitution of Land Rights which confirms that there are no
land claims in respect of any of the potential project sites or at least the site to be chosen to delivery
this project.
Procurement
We are required to apply a preferential procurement system for purposes of this project and for this
purpose intend to adhere to the requirements as contemplated in the PPPFA.
As this is a project with an anticipated Rand value in excess of R1 million, due to our commitment to
comply with the PPPFA we will not be seeking an exemption from the application of the PPPFA in
respect of the 90/10 rule.
The inclusion of functionality as a qualification criteria will be finalised as soon as we have finalised our
evaluation criteria for purposes of the Request For Qualification (and, if applicable or required, the
Request For Proposal).
We envisage that the bulk of the goods required by the prospective private party for purposes of this
project will be sourced from outside the Republic of South Africa. In view of the nature of the
development, it is foreseeable that some of the goods or components may fall within one or more of
the designated sectors as indicated by the Minister of Trade and Industry and accordingly, the
Municipality, as an organ of state, will be required to introduce local content as a condition or
qualification criteria when issuing its RFQ, but subject to what can be sourced locally.
We will accordingly, assess a prospective bidder from a B-BBEE perspective by applying the PPPFA
and adhering to our supply chain management policy and where possible, attain practical realisation of
the tenents of the Code of Practice for the BEE Policy for PPPs as issued by the National Treasury.
It is our intention to introduce strategic socio-economic objectives for achievement during this project,
however, we will only be able to finalise the exact nature and extent of these objectives, the extent to
which same needs to be introduced as evaluation criteria and/or for point scoring purposes and the
application thereof over the term of this project, including during the term of the PPP Agreement.
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PPP Transaction
It appears that the best commercial arrangement for the delivery of this project entails a development,
management and operation arrangement in respect of which the prospective private party –


will take occupation and control of the site chosen to deliver this project, to develop such site; and



following the retake of occupation and control by us of such site as developed, will manage and
operate such site.

BEE and Socio-Economic
The content of section 4.7 of this report finds equal application here.
No Hindrance
None of the issues raised by our advisors in their due diligence investigation into this project, barring
the matter concerning the restrictive title deed conditions in respect of Erf 12624, as mentioned
aforesaid which we are in the process of being endorse and/or removed, will be a hindrance to this
project and accordingly, prevent it from continuing as a public-private partnership.
4.3 Land Ownership and Zoning

The land ownership and zoning study was conducted by Jono Trust and the results are summarised
below.
Erf 12624
Location

Ladywood, opposite the
Saringa Drive intersection
of the N2

Current use

Undeveloped

Size

2.58ha

Ownership

Bitou Municipality

Zoning

Agricultural Zone 1

Remainder Erf 2096 &
Erf 2323
Plettenberg CBD, abutted
by Marine Way & Cutty
Sark Avenue

Erven 21 38 & 4131

Housing, fire station,
depot, clinic, water
treatment and road
reserve
Erf 2096 – 7.3ha
Erf 2323 – 5 162m2
Erf 2096 – Bitou
Municipality
Erf 2323 – Unknown –
presumed National Dept
of Public Works
Erf 2096 – Local
Authority
Erf 2323 – Local
Authorituy

Offices and Council
chambers

Plettenberg CBD, abutted
by Anchor Crescent and
Sewell Street

Erf 2138 – 3 605m2
Erf 4131 – 5 715m2
Erf 2138 – Bitou
Municipality
Erf 4131 – National Dept
of Public Works
Erf 2138 – Local
Authority
Erf 4131 – Public Open
Space and Road

Source: JONO Trust
The study concludes that:
 All sites will require a planning and heritage application processes. Even though Erf 2138 is
suitably zoned, Erf 4131, if to be incorporated in a combined site, will require a development
application process.
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Sites options comprising Erf 12624 (Ladywood site) and Erven 2096 & 2323 (Marine Way site)
appear to have the required space to accommodate a consolidated municipal building. This implies
that Erven 2138 & 4131 (the existing municipal office) should not be considered as a viable option
for redevelopment.
None of the sites have servitudes that prevent their development.
Erf 12624 (Ladywood site) and Erven 2096 & 2323 (Marine Way site) is owned by the
municipality. (Erf 2323, whose ownership is unclear, is a minor part of the Marine Way site.)
The development of Erf 12624 (Ladywood site) for a new municipal building complex offers the
highest degree of consistency with the principles espoused in the Spatial Planning and Land Use
Management Act (Act 16 of 2013) and the Land Use Planning Act (Act 3 of 2014).
The development of Erf 12624 (Ladywood site) for a new municipal building complex is
consistent with the guideline proposals contained in the Integrated Development Framework and
the Spatial Development Framework. Under current planning legislation, an application for
development rights that is consistent with the IDP and SDF cannot be refused by the planning
decision-making body.

4.4 Engineering

The engineering assessment have been conducted by Hatch Goba and is attached as an annexure to
this report.
Ladywood (Erf 12624)
Erf 12624 is located on the N2 and is currently undeveloped. The location of the site mid-way between
the Kwanokuthula and the Plettenberg CBD is favoured as the most suitable of the 3 sites as it best
addresses the Bitou Municipality’s ‘’Coming Together’’ Strategy which aims to create more effective
spatial integration of communities and inclusive service delivery.


Access Management: In order to achieve acceptable levels of service, SMEC, as part of the
proposed Public Safety Centre to be constructed on the same site, have proposed a traffic circle to
replace the current 2 way stop controlled intersection. SANRAL have in principle agreed to the
proposed traffic circle but consideration needs to be given to SANRAL’s plans to dual this section
of the N2 (4 lanes with median barrier) with construction programmed to start in 2020.



Services: Bulk sewer and water services appear to be available in close proximity to the site.
SMEC have proposed a 600 mm Ø stormwater pipe to be installed in order to drain the site. An
extension to the existing 11kV electrical reticulation network is required to provide the site with
electricity. The cost of the bulk stormwater and electrical infrastructure would accrue to the Public
Safety Centre project which is planned to be constructed prior to the Municipal Office Complex.



Geotechnical: The entire site comprises two distinct layers of silty clay. Due to the potentially
expansive nature of this type of soil, and the lack of suitable backfill material for soil rafts,
stiffened raft foundations are recommended. The expansive clay will need to be removed to a
depth of 1m below underside of foundations and replaced with a granular, non-expansive fill
which will need to be sourced off site. No major bulk earthworks are envisaged for this site.



Environment: No significant environmental constraints have been noted. Environmental
Authorization for the development of the Public Safety Centre on the site has been granted.
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Plettenberg Bay CBD (Erf 2138 and Erf 4131)
Erven 2138 and 4131 are located near the traditional commercial centre of Plettenberg Bay. Erf 2138 is
the current site of the main Bitou Municipal Offices and Council Chamber while the opposite erf 4131
is vacant.


Access Management: Any increase in office density on these 2 erven will lead to an increase in
vehicular and pedestrian traffic. Intuitively, the location of this site in a built up area close to the
Plettenberg Bay CBD will make the provision of parking and traffic accommodation more
expensive when compared to the other 2 sites where more space is available.



Services: Bulk sewer and water services appear to be available in close proximity to the site. The
sewer and water networks may however require upgrading in order to accommodate the proposed
municipal office development. The existing stormwater system is likely to be able to cope
adequately with the additional runoff from the municipal office complex development however
Water Sensitive Urban Design (WSUD) principles should be adopted in the design of the site
specific stormwater drainage. The additional electrical demand as a result of the municipal office
complex would require the existing electrical mini substation (and switchgear) to be upgraded.



Geotechnical: A detailed geotechnical investigation at detail design stage is required to determine
the existing ground conditions of both erven. This will inform the most appropriate foundation
solutions. Due to the fairly significant slope of the site, building and parking layouts and levels will
need to be carefully considered to reduce any bulk earthwork requirements.



Environment: No significant environmental constraints have been noted.

Marine Way (Erf 2096 and Erf 2323)
Erven 2096 and 2323 are located in a mixed land use, but predominantly residential area of Plettenberg
Bay. The erven support a number of uses including housing, a fire station, engineering depot and water
treatment plant. The portion of land identified as potentially being able to accommodate the municipal
offices is currently the site of the Engineering Division.


Access Management: Access to the proposed municipal office complex on this erf is only
possible off Marine Way who’s road reserve is sufficiently wide to accommodate any potential
road widening that may be required.



Services: Bulk sewer and water services appear to be available in close proximity to the site. The
sewer and water networks may however require upgrading in order to accommodate the proposed
municipal office development. The existing stormwater system is likely to be able to cope
adequately with the additional runoff from the municipal office complex development however
Water Sensitive Urban Design (WSUD) principles should be adopted in the design of the site
specific stormwater drainage. The additional electrical demand as a result of the municipal office
complex would require an additional electrical mini substation (and switchgear) to be installed.



Geotechnical: As is the case with the Plettenberg Bay CBD site, a detailed geotechnical
investigation at detail design stage is required to determine the existing ground conditions of this
site. This will inform the most appropriate foundation solutions. Due to the fairly significant slope
of the site, building and parking layouts and levels will need to be carefully considered to reduce
any bulk earthwork requirements. There is evidence that suggests the presence of a spring /
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fountain on the proposed municipal office site. A detailed geotechnical investigation will inform
possible solutions (if any) to deal with its impact on any proposed new structure.


Environment: No significant environmental constraints have been noted.

4.5 Environmental and Heritage

The Heritage and Environmental due diligence was conducted on Erf 12624, Remainder Erf 2096 &
Erf 2323 and Erven 21 38 & 4131 by African Heritage Consultants CC and is attached as an annexure
to this report.
The report Heritage and Environmental report found that all the proposed development sites have no
structures older than sixty years as well as no visible archaeological remains and fall outside the
jurisdiction of Act 25 of 1999. There is no objection to the intended development from a Cultural
Heritage Resources point of view, though once a decision has been taken on which site the
development will take place the chosen development site will need a full Cultural Heritage Resources
Impact Assessment in accordance with Section 38(1) of Act 25 of 1999 before development may
commence.
4.6 Urban Design and Architectural

The urban design and architectural response have been developed by Makeka Design Lab and is
attached as an annexure to this report.
A needs analysis have been conducted based on the Approved Organisational Structure with
Amendments as at July 2015 supplied by the Bitou Municipality.
Description
Office of the Mayor
Office of the Municipal Manager
Financial Services
Strategic Services
Corporate Services
Community Services
Engineering Services
Sub - total
Services & Toilets
Circulation
Storage
Allowance for growth
Sub - total
Parking - Staff
Parking - Visitors
Total

Space Requirement (m2)
230.0
516.5
1 262.5
588.5
1 306.0
257.0
291.5
4 452.0
81.9
1 113.0
222.6
1 528.0
7 397.5
7 920.0
792.0
16 109.5

The Bitou Coming Together Urban Integration and Regeneration Strategy (CTUIRS) form the basis of
the Feasibility Study. Erf 12624, Plettenberg, located in Ladywood has been identified as the preferred
site. The property offers significant opportunities to normalise the spatial distribution of commercial
facilities and access to economic opportunities for New Horizons. The site can accommodate the
Municipal Offices as well as Public Safety Centre and Fire Station. A three storey building complex has
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been identified as the preferred massing. The building blocks should be narrow in width to allow for
sufficient natural ventilation and lighting reducing the requirements for mechanical ventilation and
lighting, aiming towards a green building. Service cores should include shared services, lifts, fire
escapes and ablutions in central locations along the length of buildings.
It is preferred that visitors’ parking should be accommodated at grade with close connection to the
Foyer and any associated public functions [e.g. public service counters]. The opportunity exists to use
the Council Chambers as multi-functional spaces for large meetings and functions during office hours
and events after hours. In addition the cafeteria and foyer should be located in positions where these
spaces can service not only the requirements of an office building but also allow for flexibility if used
after hours.
Option 1 is preferred in terms of the positions identified for the Public Service Centre and Fire Station.
The benefit of locating these functions on the perimeter of the site allows for flexibly in the
positioning of the Municipal Office Building and configuration of massing components. The massing
configuration is not fixed and different options exist as identified in Options 2 and 3. The options
identify sufficient space for the Municipal Offices.

In response to the financial modelling and in order to achieve financial viability it is recommended that
a portion of staff parking is accommodated at grade as opposed to a two storey basement. As a result
of space constraints on the site, a single level basement is proposed for 50 parking bays with direct
access into the building. The remaining staff parking will be accommodated along the landscaped ring
road proposed around the site reducing the visual impact of an extensive parking lot. It is
recommended that parking areas be landscaped.
Should a Town Hall be required accommodating 600-800 people in lieu of the Council Chamber and
Meeting Rooms, spatial constraints will result in the accommodation of all staff parking within a two
storey basement parking area below grade. The accommodation of all staff parking in a basement will
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result in an increase in cost. The Town Hall will be accommodated at grade with links to the Municipal
Offices.
4.7 Socio Economic and BEE

The Municipal Service delivery and PPP Guidelines indicate that this section should identify sectoral
BEE conditions (for example, the extent to which BEE charters have been developed and
implemented), black enterprise strength in the sector, and any factors that may constrain the
achievement of the project’s intended BEE outputs. The section should also identify socioeconomic
factors in the project location that will need to be directly addressed in the project design.
The Broad-Based Black Economic Empowerment Act (B-BBEE Act), as amended, requires organs of
state and public entities to take into account and apply the B-BBEE Codes. A revised set of codes
were issued pursuant to the latest amendments enacted to the B-BBEE Act ("Revised Codes").
Prior to the adoption of the latest amendments to the B-BBEE Act, the Preferential Procurement
Regulations, 2011, to the Preferential Procurement Policy Framework Act (PPPFA) required B-BBEE
in tenders to be measured in accordance with the Generic Scorecard contained in the B-BBEE Codes.
The PPPFA and the Regulations thereto have not as yet been amended, where necessary, to align same
to the updated B-BBEE Act and the Revised Codes. However, it is the intention of the Municipality
to:


apply its supply chain management policy to the adjudication of all bids submitted during the
Procurement Phase of the Project;



apply the PPPFA, subject to the terms and conditions set out in the Revised Codes, to set BBBEE targets/objectives/goals for measurement during the Procurement Phase of the Project;



to set B-BBEE and SED requirements in accordance with its supply chain management policy as
read with the PPPFA, the B-BBEE Act and the Revised Codes, which have to be maintained by
the successful Private Party during the Contract Management Phase of the Project.

The BEE charters that would apply for this project would be the construction sector code during the
construction period and the property sector code during the operational phase.
The relevant results of the 2013 BEE survey of KPMG as shown below. The survey indicated that the
construction industry is performing well in regards to the scorecards, while the property sector is
performing fairly.
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Based on the survey it is expected that the construction and property sectors would be able to meet the
B-BBEE targets/objectives/goals set by the municipality.
The socioeconomic factors in the project location that will need to be directly addressed in the project
design will include local production and content that will include local goods and services from the
Bitou Municipal area and skills transfer to residents of the Bitou Municipality.
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Section 5: Value Assessment

5.1 Introduction

The value assessment determine whether an external or internal option is the best procurement choice
for the project. The three test prescribed by both the MFMA and MSA are:
1. Is it affordable?
2. Does it appropriately transfer risk from the municipality to the private party?
3. Does it provide value for money?
The Municipal Services Delivery and PPP guidelines published by the National Treasury PPP Unit
indicate that either a full value assessment or a simplified value assessment can be undertaken.
The simplified value-for-money assessment is undertaken when the output to be assessed is not a
realistic public-sector option. It may not be an option for a variety of reasons including a lack of
funding, technical capacity or previous experience in providing the output. In these cases, a PSC need
not be created but an external reference model must be created to ensure the project is affordable and
to establish a benchmark against which to evaluate the bids.
Given that the municipality would have difficulty to raise the funding for the required output and given
that the municipality have limited technical capacity or previous experience in providing the output, it
is argued that a simplified value-for-money assessment should be undertaken. A Public Sector
Comparator (PSC) model and risk adjusted PSC have, however, been included in this analysis to
demonstrate affordability and value for money.
5.2 Project Description

The project will consist of a municipal office with the following space and facility requirements:


A total office space area of 7 400m2 providing office accommodation for 426 staff. The
office accommodation space include services and toilets, circulation space, storage,
boardrooms, Council Chambers, Committee Rooms and a canteen.



240 Staff parking bays of which 50 will be accommodated in a basement. An additional 24
visitor parking bays will be provided.

A detailed space requirement has been compiled by an architect and is attached to this report.
The possibility of incorporating a Town Hall venue in the development have been raised. The Town
Hall is to accommodate 800 people. The cost estimate for the Town Hall venue takes into account an
average space requirement of 1.5m2 per person, with an additional 15% of space required for
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circulation and back of house facilities, resulting in a total space requirement of 1 380m2. At an
average cost of R10 000 per m2, the total building cost of the Town Hall equates to R13.8 million.
It is the recommendation of the financial transaction advisers, Grant Thornton, that the Town Hall
not be incorporated into the municipal office development for the following reasons:


The Town Hall will add capital cost to the development that would have to be financed and
paid for through a unitary payment if included in the Municipal Office project. The Town
Hall could be procured more cost effectively through the traditional supply chain process of
the municipality given the simplicity of the design. The Town Hall will also not be utilised on
a daily basis, resulting in payment through a unitary payment for space that is not optimally
utilised.



It has been raised that the Town Hall could be rented to outside parties to utilise for meetings
and events, but the 30 years of experience by Grant Thornton in conducting feasibility studies
for conference centres and meeting venues has shown that these venues rarely generate
enough income to cover their operating expenses and never generate enough income to cover
their financing cost.

The Town Hall would have positive impact such as the ability of the municipality to host certain
events that could not be hosted previously due to space constraints. The Town Hall would also
contribute to the diversification of the economy in Bitou by contributing to the tourism industry.
Given the various considerations it is the opinion of the financial adviser that the Town Hall would
place an additional financial burden on the Bitou Municipality without contributing any income or
achieving the outputs required by the Bitou Municipality. The Town Hall has been included in the
financial scenarios to demonstrate the impact that it would have on the capital cost and unitary
payment.
5.3 External Reference Model

Timeframe
The external reference model was constructed in accordance with the following timeframe:
Council approval and TVR I
Prepare bid documents including draft PPP agreement
TA IIA approval of bid documentation
RFQ issued
RFQ response
RFP Shortlist
RFP Submission
Preferred Bidder and value assessment report
TVR IIB Approval
Negotiate with preferred bidder
Finalise PPP contract management plan
Public and Treasury 30 day comment period
TVR III Approval
Council passes resolution authorising execution of PPP contract
Financial Close (accounting officer signs PPP agreement)

28 July 2016
30 September 2016
30 September 2016
30 October 2016
29 January 2017
28 February 2017
30 May 2017
31 July 2017
31 July 2017
31 October 2017
31 October 2017
30 December 2017
29 January 2018
29 January 2018
01 March 2018
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Measure outputs, monitor and regulate performance
Construction period 2 years
Start of concession
Concession period - 20 years
Expiry
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31 March 2018
30 March 2020
30 March 2020
31 March 2040
31 March 2040

Assumptions
The following scenarios were created to test the affordability for the Bitou Municipality:
1. All in. This scenario includes all cost for the construction of the office building as well as cost that
would be allocated to the municipality, such as moving cost and the construction of a new depot;
2. No Municipal Costs. This scenario includes all cost for the construction of the office building but
exclude the costs that would be allocated to the municipality, such as moving costs. The scenario
still includes the construction cost of and the moving cost to a new depot;
3. No Town Hall or Depot. This scenario includes all cost for the construction of the office building
but exclude the costs that would be allocated to the municipality, such as moving costs and the
cost for construction of a Town Hall and the construction cost of and the moving cost to a new
depot.
4. No Nice to Haves: This scenario includes all cost for the construction of the office building but
exclude the costs that would be allocated to the municipality, such as moving costs and the cost
for construction of a Town Hall/ Conference venue and specialist installations which is above and
beyond the standard installations for fittings, ICT, etc.
5. Unitary charge at R15 million. This scenario reduces all costs to a level where the unitary charge
for the municipality is equal to R15 million per annum. The capital cost in this scenario is
sufficient to build around 4 147m2 of office space sufficient for 244 people (compared to
7 397.5m2 needed for 426 people) and 209 parking bays (compared to 264 needed).
6. Office space for 300 staff and depot. This scenario increases the capital cost to a level where the
building will be able to accommodate 300 office staff. This scenario also includes the cost to
acquire more land and to construct a new depot;
7. Office space for 300 staff: This scenario is similar to Scenario 6 but exclude the cost to acquire
more land and to construct a new depot.
Capital Costs
The assumed capital for the relevant scenarios is shown in Table 5.1.
Scenario 1 includes all costs.
Scenario 2 exclude the following:
 Decanting, move or temporary accommodation of Bitou staff;
 Land acquisition cost;
 Signage, other than way finding and building regulation compliance;
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Off site upgrading of statutory services;
Contract monitoring during construction; and
Moving cost for the Depot.

Table 5.1: Capital Cost

General office accommodation
Office associated / specialist areas
Open external parking area
Preliminaries
Main Contractor's Overheads and
Profit
Site wide external works, security,
boundary and access provisions,
paving / roads, services
Green building rating aspirations
Fixtures and Fittings
Interior and exterior landscaping or
features
Canteen fit-out
Council Chamber associated
specialist installations / fittings
Walk-in safe installation and
associated structural adjustments
Professional fees for design, legal
and delivery
Disposal of hazardous materials
Planning and Local Authority Fees
Project development and
construction risk and contingency
allowances
Decanting, move and or temporary
accommodation
Land acquisition
Specialist electrical, electronic,
communications, audio and visual,
data, security installations
Signage, other than way finding and
building reg.'s compliance
Loose Furniture
Off site upgrade of statutory
services
Foreign exchange allowances
Contract monitoring during
construction by BM
Town Hall
Depot Move Costs
Depot Capital Costs
Total Capital Cost

2 : No Dept
3 : No Dept
1 : Base Case 1 - Costs but
Costs or Town
All included Include Depot
Hall
Move
86 983 336
86 983 336
86 983 336
7 212 198
7 212 198
7 212 198
14 948 295
14 948 295
14 948 295
21 828 766
21 828 766
21 828 766

86 983 336
7 212 198
14 948 295
21 828 766

5 : capital costs
reduced to
achieve UC of
R15m
56 974 085
4 723 989
9 791 133
14 297 841

6 : Space
provided for
300 staff and
Depot build
55 426 968
7 212 198
12 230 423
13 909 587

4 : Base Case
excl nice-tohaves

7 : Space
provided for
300 staff
55 426 968
7 212 198
12 230 423
13 909 587

11 787 739

11 787 739

11 787 739

11 787 739

7 720 969

11 787 739

11 787 739

5 719 427
2 859 714
7 907 680

5 719 427
2 859 714
7 907 680

5 719 427
2 859 714
7 907 680

5 719 427
2 859 714
7 907 680

3 746 225
1 873 112
5 179 530

3 644 497
1 822 249
5 038 882

3 644 497
1 822 249
5 038 882

857 914
663 454

857 914
663 454

857 914
663 454

857 914
663 454

561 934
434 562

546 675
422 762

546 675
422 762

549 065

549 065

549 065

549 065

359 638

349 872

349 872

285 971

285 971

285 971

285 971

187 311

182 225

182 225

7 138 417
285 971
114 389

7 138 417
285 971
114 389

7 138 417
285 971
114 389

7 138 417
285 971
114 389

4 675 663
187 311
74 924

4 548 697
182 225
72 890

4 548 697
182 225
72 890

14 276 834

14 276 834

14 276 834

14 276 834

9 351 326

9 097 393

9 097 393

2 859 714
5 719 427

-

-

-

-

5 719 427

-

3 953 840

3 953 840

3 953 840

-

-

-

-

114 389
1 976 920

1 976 920

1 976 920

-

-

-

-

2 859 714
1 427 683

1 427 683

1 427 683

-

-

-

-

2 745 325
15 785 619
269 814
18 659 222
239 790 834

15 785 619
269 814
18 659 222
225 492 267

190 777 612

183 419 169

120 139 556

18 659 222
150 853 929

126 475 281

Scenario 3 exclude all the costs excluded from Scenario 2 as well as the cost to construct a Town Hall
and the moving cost to and construction cost of a new depot.
Scenario 4 exclude all the costs excluded in Scenario 2 and 3 as well as:
 Specialist installations above and beyond any standard installations. For example, this does not
exclude the installation of standard IT systems but exclude the installation of video conferencing
facilities;
 Loose Furniture i.e. the municipality will utilise its existing furniture in the new building;
 Foreign exchange allowances related to imported goods.
Scenario 5 reduce all costs to a level where the unitary charge for the municipality is equal to
R15 million per annum.
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Scenario 6 reduces all costs to a level where 300 staff could be accommodated. This scenario also
include the cost to acquire additional land and to construct a new depot;
Scenario 7 is similar to Scenario 6 but exclude the cost to acquire additional land to construct a new
depot.
All of the scenarios include a capital contribution from Bitou Municipality with an estimated value of
R63.7 million. This relates to the value of properties owned by the Bitou Municipality that will be
contributed to this transaction to reduce the capital cost for the private party.
The properties have been included at the value indicated in the municipal valuation. A formal,
independent, market related valuation of the properties is still to be performed. The municipal
valuation values have been included in order to be conservative as it is believed that the market
valuation for these properties would be higher. A higher market valuation would thus further reduce
the capital cost and resulting unitary charge for the Municipality.
The properties to be contributed and their relevant value is shown below:
Table 5.2: Properties to be contributed by the Bitou Municipality
Erf
Erf 226
Erven 335
Erven 336
Erf 2666

Erf 3161
Erf 2096

Erf 2323

Description
Residential erf and has a house on it, which is being rented
out by Council
Undeveloped stands
Undeveloped stands
Bowling club and squash court. Three bowling greens have
been laid out but the area around the squash court is as yet
undeveloped which can be subdivided as it is fairly large
and suitable for a small residential development. Erf 2666
is valued at R 4 000 000 for the entire erf but the bowling
club and squash court should be excluded
Located on the corner of Bowtie and Challenge Drive and
is a stand in a single residential neighbourhood
Council Engineering Services, Supply Chain Management,
Community Services, Fire Brigade and the water works
Council Engineering Services, Supply Chain Management,
Community Services, Fire Brigade and the water works

Erf 2101

The temporary court while it is unclear what the future use
of the building might become.
Erven 2324 Dwelling
Erven 2325 Bitou Law Enforcement
Erf 2875
Building in Seawitch Street housing the Councillors offices
Erf 2884
Erf 2138
Erf 4131

Dwelling
Municipal building - council chambers
Vacant land next to council chambers

Erf 1896
Erf 1725

Public open space off Robberg Road
Public open space located along Longships

Total

Municipal
Value
Comment
2 450 000
1 600 000
1 800 000
4 000 000 Undeveloped portion seems to be
half of total erf thus valued at half of
R4m

Conservative
value
2 450 000
1 600 000
1 800 000
2 000 000

560 000 Value obtained from property register

560 000

38 700 000 Waterworks & creche to be excluded
so R38.7 m value needs to be reduced
by at least 30%
3 700 000 Must be transferred from Public
Works

27 090 000

-

5 500 000

5 500 000

2 000 000
1 600 000
2 300 000

2 000 000
1 600 000
2 300 000

2 100 000
11 000 000
10 259 000 Must be transferred from Public
Works
900 000 EIA would need to be done
2 800 000 Value obtained from asset register EIA would need to be done
91 269 000

2 100 000
11 000 000
900 000
2 800 000
63 700 000

Potential Rental Income
The scenarios do not incorporate the potential to rent the 1 528m2 that have been incorporated in the
space planning to account for the growth in municipal staff over the next 20 years. The potential
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income is estimated at R1.3 million per annum at an assumed rental of R70 per m2. This revenue
would not be available for the full 20 year period as the space available for rent would reduce as the
municipal staff numbers increase.
SPV Costs
A special purpose vehicle (SPV) will be established for the purposes of the project. The annual SPV
cost during construction and during operations is shown in Table 5.3.
Table 5.3: Annual SPV Costs
SPV costs during Construction
initial SPV costs - setup and
operations during construction
Insurances
Local Content monitor
Development manager
Independent Certifier
Financial Advisor
Legal Advisor
Tax Advisor
Safety Advisor
Bank Agency Costs
Total

SPV costs during Operations
2 000 000
2 000 000
500 000
750 000
400 000
100 000
100 000
50 000
80 000
550 000
6 530 000

Staffing
Audit, tax and compliance
BEE Audits
Operational insurance
Banking and Agency Costs
Stationery
Travel
Sundries and Contingencies
Bank Agency Costs
Contract monitoring
Total

900 000
600 000
300 000
650 000
180 000
60 000
300 000
600 000
450 000
840 000
4 880 000

It should be kept in mind that the SPV cost during construction is an annual figure. Given that
construction is projected to take two years, the SPV cost will be around R13 million during this period.
Facilities Management Costs
The facilities management will include security, cleaning, gardening & landscaping and minor
maintenance. The implication is that the Bitou Municipality will not be responsible for these functions
and accordingly the cost of performing these functions will be incorporated in the unitary charge to the
service provider. The annual facilities management cost during construction and during operations is
shown in Table 5.4.
Table 5.4: Facilities Management Costs
FM Cost - Construction
FM Mobilisation
FM ongoing during construction
Total

550 000
80 000
630 000

FM Costs - Operations
Security
Cleaning
Gardening and landscaping
Minor maintenance
Total

900 000
960 000
300 000
600 000
2 760 000

Financing
The proposed financing will be based on traditional Project Finance whereby senior debt will be
obtained from the senior funders, being any of the large institutional funders in South Africa. This
senior debt will then be housed within a ring fenced SPV that will engage in the contract with the
Bitou Municipality.
The Senior Debt provided is an innovative solution that provides significant value for money over
traditional finance. The debt is a CPI linked facility, thus providing significant benefits over fixed rate
instruments and a better natural hedge over CPI volatility. It should be noted that this is a tested and
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proven financing solution that has worked in the Renewables Industry and is moving into
accommodation projects.
Funding Structure
The proposed funding structure will be based on limited recourse Project Finance. The funder will
enter into an agreement with the SPV, in order to fund the construction of the facilities in terms of the
PPP Agreement.
The funds will be payable to the construction partner on the basis of agreed milestones and these
payments will be drawn in line with an agreed drawdown schedule. The draw down schedule will be
derived from the financial model at financial close.
The repayment of the debt facility is facilitated by way of receipt of the Unitary Payment that the SPV
will receive from the Bitou Municipality.
The maximum debt:equity ratio for this project is 80%: 20% meaning that 80 % of the required
funding is provided by way of loans from a senior lender. The remaining 20% is provided in the form
of equity and subordinated loans.
The Senior Funding will be provided in a single tranche of secured senior debt, which will be based on
generally accepted principles of project financing.
The principles of limited recourse finance include the creation of a SPV that will assume overall
responsibility for the Project. This entity will sign the PPP Agreement with the Bitou Municipality. The
Senior Funders will provide the financing to this SPV, using the PPP Agreement (and the right to
receive the Unitary Payment) as a basis of security for the provision of the finance.
The lender will also sign a Direct Agreement with the Bitou Municipality to ensure that in the event of
the SPV failing to deliver the required service to the level required (and subsequently not being entitled
to receive all/any of the Unitary Payment) the funder has certain step in rights to the contract.
Simplistically, the funders' Direct Agreement enables the funder to procure the continued provision of
services to the Bitou Municipality while at the same time looking for a permanent replacement service
provider.
This agreement (the Direct Agreement), therefore ensures that the Bitou Municipality has assurance
that in the event that the SPV does not maintain its obligations in terms of delivery and debt
repayment (to both the Bitou Municipality and Senior Lender), the Bitou Municipality and Lender will
have an agreement in place to ensure that the project can continue and that action can be taken to
remedy whatever problems have arisen.
Funding Terms
The model is prepared using the funding assumption schedule shown in Table 5.5.
Table 5.5: Financial Assumptions
Subordinated Loans
Drawn down Pari Passu with Senior Debt (and
Capital Contribution)
Subordinated Debt Coupon Rate
Interest treatment during Construction

True
12.5% rolled during construction
12.5% paid during Operations
Rolled
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Repayment Method During Operations
Repayment Date
Senior Facility
Arrangement Fee
Commitment Fee
Senior Debt Margin during Construction
Senior Debt Margin during Operations
Interest treatment during Construction
Target Minimum average debt service coverage
ratio (ADSCR)
Dividend Lockup ADSCR
Default ADSCR
Target Minimum Loan Life Coverage Ratio
(LLCR)
Dividend Lockup LLCR
Maximum Gearing
Debt Tenor
Debt service reserve account (DSRA) Balance
Maintenance Reserve Account (MRA) Balance
Equity
1,000 Ordinary Shares of R1.00 each

Annuity
Expiry Date
1.3%
0.7% during Construction
2.80% (including liquidity costs, credit margin
and statutory margin)
2.80% (including liquidity costs, credit margin
and statutory margin)
Rolled
1.20
1.10
1.05
1.25
1.20
80%
18.00 years from Financial Close
6 months future Senior Debt Service
3 year prefund on basis of 100%, 66%, 33%
1,000

Unitary Charge
The resulting unitary charge for each scenario is shown in Table 5.6.
Table 5.6: Annual Unitary Charge

Base Unitary Charge (excl VAT)
Base Unitary Charge (incl VAT)

2 : No Dept
3 : No Dept
1 : Base Case 1 - Costs but
Costs or Town
All included Include Depot
Hall
Move
32 600 000
30 300 000
26 800 000
37 164 000
34 542 000
30 552 000

5 : capital costs
reduced to
achieve UC of
R15m
26 050 000
15 000 000
29 697 000
17 100 000

4 : Base Case
excl nice-tohaves

6 : Space
provided for
300 staff and
Depot build
22 800 000
25 992 000

7 : Space
provided for
300 staff
20 350 000
23 199 000

It should be kept in mind that the unitary charge include the following:
 Annual operating cost of the SPV;
 The annual facilities management cost of the SPV;
 The financing cost of the SPV; and
 The return on investment of the SPV (assumed to be a real equity IRR of 13%).
It is clear that the biggest impact on the unitary charge is a reduction in the capital cost given the
assumption of 80% debt financing. The scenarios indicate that the most affordable unitary charge is
achieved through a reduction in capital cost.
Cash Flow Analysis
To compare the external reference model to the Public Sector Comparator (PSC) and the risk adjusted
PSC, a discounted cashflow model has been compiled as required by the Municipal Service Delivery
and PPP Guidelines as published by National Treasury. The calculations are attached as an annexure
to this report. The comparison is done in order to assess whether the project is value for money for
the municipality.
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Utilising the same discount rate as for the PSC and adjusted PSC (detailed below) the net present value
of the discounted cash flow is R297 million for the external reference model.
5.4 Risk Assessment

The risk transfer has been demonstrated based on the standard PPP risk matrix as issued by National
Treasury in PPP Practice Note number 05 of 2004. The complete risk matrix is included as an
annexure to this report.
There are no major risks that cannot be mitigated. Risk can also be appropriately transferred from the
municipality to the private party. The main risks that could be transferred to the private party include:












The availability risk i.e. the output specifications are not met;
Planning risk
Completion risk
Cost overrun risk
Design risk
Insurance risk
Interest rate risk
Latent defect risk
Maintenance risk
Operating risk
Sub-contractor risk.

A risk workshop was also held with the steering committee members of the Bitou Municipality to
identify the risks associated with the identified sites. Most risks were applicable to all three sites. The
risks particular to a particular site is highlighted in grey the tables below. The other risks are associated
with all the identified sites.
Table 5.7: Identified Risks for the Head office site & vacant erf 4131
Risk
Severity
Mitigation
Transfer of Public Works land Need Ministerial consent on national basis
Erf 4131
High
to transfer land
No heritage issues identified on particular
Heritage issues
Low
site
Technical assessment and quantification of
existing services by engineers. Municipality
Capacity of existing services
High
to deal with outcome.
Availability of sufficient space
Municipality could relax restrictions to accommodate all needs
Medium
Private party to formulate space plan.
Affordability
High
Demonstrated by the feasibility study
Not achieving coming together
Site do not achieve the goals in regards to
mandate
High
integration with communities
Interruption of ICT
Low
Proper planning by private party
Interruption of municipal
services during move to
Proper planning for the move by
temporary offices
High
municipality
Proper planning for the move by
Alternative/temporary office
municipality & securing of temporary office
space requirement
High
space
Political buy in
High
Provide regular information to councillors
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Local government elections &
change of council
Closure/realignment of Sewel
St
Relocation cost of staff to new
building
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Loss of public parking
Management and monitoring of
PPP contract
Readiness of municipality to
assume responsibilities during
and following end of
concession period

Medium

Mitigation
Following of due process and obtaining
council buy in to avoid delays
Due process to be followed for closure/
realignment
Municipality to budget for relocation cost
of staff
Proper planning and procedures by
municipality for the safeguarding of
information and records
Obtaining political support and providing
motivation for application for grant
funding by municipality
Ensure the integration objective is
entrenched in the project
Conduct stakeholder consultation by
municipality
Private party to do traffic impact
assessment and municipality to facilitate the
process
Shared if developer undertake
environmental impact assessment and
public participation is undertaken
Feasibility study to indicate and broader
economic development framework to be
adhered too
Parking to be included in development
concept to compensate for loss of existing
parking

High

Municipality to build the relevant capacity

Contractors collusions
Developer stopping office
development if issues
experienced on other properties
part of transaction
Unacceptable bid scenario (due
to properties being offered /
incl. procurement / meeting of
criteria & municipal objectives)

High

Proper planning by municipality and
building of relevant capacity
Incorporation of relevant clauses in the
request for qualification and request for
proposal

Medium

Municipality to do proper selection of
properties. Private party to take
development risk of properties.

High

Municipality to do proper selection of
properties.

Loss of information/records,
etc

Severity
High
High
High
High

Access to grant funding
Loss of grant funding - due to
failing of integration objective

High

Labour buy in

High

Traffic impact

Medium

Objections by stakeholders to
development on specific site(s)

Medium

Site not being used to full
potential

High

High

High

Table 5.8: Identified Risks for the Depot Site
Risk
Severity
Transfer of Public Works land Erf 2323
High
Heritage issues

Low

Mitigation
Need Ministerial consent on national basis
to transfer land
No heritage issues identified on particular
site
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Risk

Severity

Capacity of existing services
Availability of sufficient space
to accommodate all needs
Affordability
Not achieving coming together
mandate
Interruption of ICT
Interruption of municipal
services during move to
temporary offices

High

Alternative/temporary office
space requirement
Political buy in
Local government elections &
change of council
Sub division and consolidation
of site
Relocation cost of staff to new
building
Loss of information/records,
etc

Medium
High
High
Low

High

Proper planning for the move by
municipality
Proper planning for the move by
municipality & securing of temporary office
space
Provide regular information to councillors
Following of due process and obtaining
council buy in to avoid delays
Due process to be followed and liaison
with district roads re Marine Drive, Dept of
Health re clinic
Municipality to budget for relocation cost
of staff
Proper planning and procedures by
municipality for the safeguarding of
information and records
Obtaining political support and providing
motivation for application for grant
funding by municipality
Ensure the integration objective is
entrenched in the project
Conduct stakeholder consultation by
municipality
Private party to do traffic impact
assessment and municipality to facilitate the
process
Shared if developer undertake EIA &
public participation
Feasibility study to indicate and broader
economic development framework to be
adhered too

High

Municipality to build the relevant capacity

High
High
High
High
High
High
High

Access to grant funding
Loss of grant funding - due to
failing of integration objective

High

Labour buy in

High

Traffic impact
Objections by stakeholders to
development on specific site(s)

Medium

Site not being used to full
potential
Management and monitoring of
PPP contract
Readiness of municipality to
assume responsibilities during
and following end of
concession period

Mitigation
Technical assessment and quantification of
existing services by engineers. Municipality
to deal with outcome.
Municipality could relax restrictions Private party to formulate space plan.
Demonstrated by the feasibility study
Site do not achieve the goals in regards to
integration with communities
Proper planning by private party

High

Yellow

High

Contractors collusions

High

Relocation of depot to new site

High

Proper planning by municipality and
building of relevant capacity
Incorporation of relevant clauses in the
request for qualification and request for
proposal
Funding, obtaining and development of
new site prior to development of existing
depot site
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Risk

Severity

Litigation from home owners
Existing tenants in council
houses
Non-alignment of developers
vision with affordable housing
vision of Coming together
strategy
Developer stopping office
development if issues
experienced on other properties
part of transaction
Unacceptable bid scenario (due
to properties being offered /
incl. procurement / meeting of
criteria & municipal objectives)

High

Mitigation
Regular stakeholder consultation by
municipality

High

Following of due process

Medium

Criteria for developers in request for
qualification and request for proposal and
output specifications

Medium

Municipality to do proper selection of
properties. Private party to take
development risk of properties.

High

Municipality to do proper selection of
properties.

Table 5.9: Identified Risks for the Ladywood Site
Risk
Severity
Restrictive conditions on title
deed
Environmental impact
assessment process on public
safety centre

High
High

Heritage issues

Low

Capacity of existing services
Availability of sufficient space
to accommodate all needs
Affordability
Interruption of ICT

High

Political buy in
Local government elections &
change of council
N2 intersection upgrade and
cost
Relocation cost of staff to new
building

High

Low
High
Low

High
High
High

Loss of information/records,
etc

High

Access to grant funding

High

Labour buy in

High

Traffic impact

Medium

Mitigation
Bilateral agreement for removal of
restrictive conditions signed off by
Municipality
Environmental impact assessment
completed.
No heritage issues identified on
particular site
Technical assessment and quantification
of existing services by engineers.
Municipality to deal with outcome.
Space planning indicate the availability of
sufficient space
Demonstrated by the feasibility study
Proper planning by private party
Provide regular information to
councillors
Following of due process and obtaining
council buy in to avoid delays
Due process to be followed to mitigate
delay
Municipality to budget for relocation
cost of staff
Proper planning and procedures by
municipality for the safeguarding of
information and records
Obtaining political support and
providing motivation for application for
grant funding by municipality
Conduct stakeholder consultation by
municipality
Private party to do traffic impact
assessment and municipality to facilitate
the process
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Risk

Severity

Objections by stakeholders to
development on specific site(s)

Medium

Site not being used to full
potential
Management and monitoring of
PPP contract
Readiness of municipality to
assume responsibilities during
and following end of
concession period

High
High

Mitigation
Shared if developer undertake
environmental impact assessment and
public participation is undertaken
Feasibility study to indicate and broader
economic development framework to be
adhered too
Municipality to build the relevant
capacity

Contractors collusions
Developer stopping office
development if issues
experienced on other properties
part of transaction
Unacceptable bid scenario (due
to properties being offered /
incl procurement / meeting of
criteria & municipal objectives)
Objections by surrounding land
owner related to surrounding
land development potential
Potential loss of revenue for
businesses when municipality
move out of existing CBD
Lack of availability of
commercial, retail and
recreational facilities at new site

High

Proper planning by municipality and
building of relevant capacity
Incorporation of relevant clauses in the
request for qualification and request for
proposal

Medium

Municipality to do proper selection of
properties. Private party to take
development risk of properties.

High

Municipality to do proper selection of
properties.

High

Follow due process to deal with
objections and mitigate delays

High

Development of new opportunities of
existing municipal sites in the CBD

Pedestrian safety

High

High

High

Development of new opportunities of
private sites surrounding the new site
Detailed and proper planning of N2
intersection upgrade

The standard risk PPP matrix have been combined with the risks identified for the preferred site
during the risk workshop to produce a risk valuation. The risk valuation is attached as an annexure to
this report and estimate the value of the identified risks. The risk valuation identify the value of risk at
R163 million.
The risk valuation has then been combined in a risk matrix that identify the risk, describe the risk, and
indicates the value of the risk as well as the mitigation measures and the allocation of the risk.
The identified risks have been utilised to construct the PSC and the risk adjusted PSC in accordance
with the Municipal Service Delivery and PPP Guidelines as published by National Treasury. The
calculations are attached as an annexure to this report.
5.5 Public Sector Comparator

The Public Sector Comparator (PSC) is a costing of the project with the public sector as the supplier.
In this case the PSC is compiled with the assumption that the Bitou Municipality will construct and
operate the municipal office.
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The Municipal Service Delivery and PPP Guidelines as published by National Treasury indicate that
the PSC must have the following key characteristics:
 It must be expressed as the net present value of a the projected cash flow based on the
appropriate discount rate for the public sector;
 It must be based on costs for the most recent, similar, public sector project, or a best estimate;
 Costs must be expressed as nominal costs; and
 Depreciation should not be included, as it is a cash-flow model.
The PSC has been calculated by determining the nominal project cashflow for the external reference
model by excluding the costs related to funding and returns. The external reference model contain the
best estimates of costs for the project as there is no recent, similar public sector project available for
comparison.
The PSC excludes the profits from the construction, facility management and lifecycle as well as tax.
The risk free rate portion of the discount rate was based on the 10 year government bond rate of
8.98% at the time of writing this report. The risk premium has been set at 4% based on the experience
of the financial advisers, Grant Thornton. The total discount rate have been set at 12.98%.
The PSC is shown as a discounted cashflow model as required by the Municipal Service Delivery and
PPP Guidelines as published by National Treasury. The net present value of the discounted cash flow
is R273 million.
5.6 Risk Adjusted Public Sector Comparator

The risk adjusted PSC incorporate the value of the identified risks. The Municipal Service Delivery
and PPP Guidelines as published by National Treasury state that:
“In conventional public sector procurement, risk is the potential for additional costs above the base PSC model.
Conventional public sector procurement has tended not to take risk into account adequately. Budgets for major
procurement projects are prone to optimism bias – a tendency to budget for the best possible outcome rather than the most
likely. This has led to frequent cost overruns. Optimism bias has also meant that inaccurate prices have been used to
assess options. Using biased price information early in the budget process can result in real economic costs resulting from
an inefficient allocation of resources.
Much of the public sector does not use commercial insurers, nor does it self-insure. While commercial insurance would not
provide value for money for government, because the size and range of its business is so large that it does not need to
spread its risk, and the value of claims is unlikely to exceed its premium payments, this is a notional self-insurance:
specific municipalities still bear the cost arising from uninsured risks that arise. In addition there are many examples of
projects where the public sector has been poor at managing insurable (but uninsured) risk.”
The identified risks have been valued at R163 million. These risks have been allocated in the PSC cash
flow model to the broad categories of construction risk, environmental risk, facility management risk,
force majeure, funding risk, insurance risk and operational risk. The operational risk have been
annualised and inflated with inflation as these risks will increase during the operational period.
The risk adjusted PSC is shown as a discounted cashflow model as required by the Municipal Service
Delivery and PPP Guidelines as published by National Treasury. The net present value of the
discounted cash flow is R409 million for the risk adjusted PSC.
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5.7 Conclusion

The value assessment determine whether an external or internal option is the best procurement choice
for the project. An external option is preferred due to the answers to the three test as prescribed by
both the MFMA and MSA:
1. Is it affordable?
The feasibility study indicate that around R7.5m in expenses would no longer be needed in
2015/16 (budgeted to increase to around R8.2 million in 2017/18) and around R45 million
operating surplus is budgeted for 2015/16 (budgeted to reduce to around R38 million in 2017/18).
The operating surplus will be utilised to finance future capital investment that has already been
planned for and which exclude the Bitou Municipal Office. The Bitou Municipality Long Term
Financial Plan for Bitou Municipality – Update 2016 state in its concluding remarks that the 3-year
Medium Terms Revenue and Expenditure Framework capital budget appears to be conservative
and within the range of affordable capital investment determined by Inca Portfolio Manager’s
model and capex can be accelerated thereafter.
The financial scenarios indicate that unitary charge (including VAT) could range between
R37 million and R23 million. The offset for the Bitou Municipality could thus range between
R28.8 million (R37 million less R8.2 million) and R14.8 million (R23 million less R8.2 million).
2. Does it appropriately transfer risk from the municipality to the private party?
Risk can be appropriately transferred from the municipality to the private party and there are no
major risks that cannot be mitigated. The main risks that could be transferred to the private party
include:












The availability risk i.e. the output specifications are not met;
Planning risk
Completion risk
Cost overrun risk
Design risk
Insurance risk
Interest rate risk
Latent defect risk
Maintenance risk
Operating risk
Sub-contractor risk.

The risks identified for the preferred site during the risk workshop can be mitigated.
3. Does it provide value for money?
The cash flow models indicate that the Bitou Municipality would not be able to construct the
municipal offices at a lower cost than a private party when the relevant risks have been factored in.
The cash flow models indicate that the procurement of this project through an external party
provides value for money for the Bitou Municipality.

Bitou Municipal Offices

76

Section 6: Procurement Plan

6.1 Introduction

The procurement plan is detailed below.
6.2 Procurement Plan

The proposed timeframe is as follows:
Action
Presentation to Bitou Council
Delivery of updated Feasibility Study Report
Start of Public comment period - 60 days (plus time to address comments)
End of 60 day public comment period
Submission of Feasibility Study Report to Council
Council and TVR I approval
Prepare bid documents including draft PPP agreement
TVR IIA approval of bid documentation
RFQ issued
RFQ response
RFP Shortlist
RFP Submission
Preferred Bidder and value assessment report
TVR IIB Approval
Negotiate with preferred bidder
Finalise PPP contract management plan
Public and Treasury 30 day comment period
TVR III Approval
Council passes resolution authorising execution of PPP contract
Financial Close (accounting officer signs PPP agreement)
Construction Start
Measure outputs, monitor and regulate performance
Construction period 2 years
Start of concession
Concession period - 20 years
Expiry

Revised Due Date
06 May 2016
06 May 2016
09 May 2016
08 July 2016
22 July 2016
28 July 2016
30 September 2016
30 September 2016
30 October 2016
29 January 2017
28 February 2017
30 May 2017
31 July 2017
31 July 2017
31 October 2017
31 October 2017
30 December 2017
29 January 2018
29 January 2018
01 March 2018
31 March 2018
30 March 2020
30 March 2020
31 March 2040
31 March 2040
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Bitou Municipality confirms that sufficient funds are available to take the project to TVR III and into
contract implementation.
Potential challenges to the project include:


Delays in approvals by Council and National Treasury. Mitigation measures include regular
feedback to Council and National Treasury to provide information and obtain input and preparing
comprehensive documentation required for decision making.



Delays in adjudicating the received bids. Mitigation measures include the formulation of the bid
evaluation process and identification of bed evaluation teams. Further mitigation measures include
the formulation of appropriate quality assurance processes and establishment and maintenance of
an appropriate audit trail.

The process with be conducted in accordance with the Municipal Services Delivery and PPP
Guidelines and the procurement policies of the Bitou Municipality.
The project stakeholders have been identified in the Need Analysis along with the project team and the
measures to communicate with each stakeholder.

