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AGENDA 37TH MEETING OF THE COUNCIL  2026-01-28 
OF STELLENBOSCH MUNICIPALITY 

ADDITIONAL ITEM/S

12.2 CONSIDERATION OF SECTION 78 - FEASIBILITY STUDY OF TOURISM 
RELATED FUNCTIONS  

Collaborator No: 
IDP KPA Ref No: Good Governance 
Meeting Date: 

1. SUBJECT:  CONSIDERATION OF SERVICE DELIVERY MECHANISMS FOR THE
PROVISION OF THE TOURISM FUNCTION FOR STELLENBOSCH MUNICIPALITY

2. PURPOSE

To present to Council the findings of the Section 78(3) feasibility study and to outline the
further statutory processes required to assess options for the provision of the tourism
service, including internal and external service delivery mechanisms.

3. DELEGATED AUTHORITY

Council.

4. EXECUTIVE SUMMARY

The Section 78 feasibility study considered the current service delivery arrangement and
alternative mechanisms for the provision of the municipal destination marketing and
tourism functions within the Stellenbosch Municipal area. The study was undertaken in
compliance with the Municipal Systems Act and applied a mixed-method approach,
combining financial analysis, operational assessment, performance review and
institutional capacity evaluation.

The analysis confirmed that destination marketing is presently delivered through an
external grant-funded model, primarily via Local Tourism Organisations (LTOs). This
model has facilitated industry - led marketing initiatives, stakeholder engagement, and
access to specialised skills not currently located within the municipal administration.

Financial analysis indicates that both organisations are highly dependent on municipal
grant funding, with municipal contributions constituting the largest share of revenue.
While this raises long - term sustainability considerations, the analysis indicates that,
under current conditions, an external service delivery mechanism demonstrates
comparatively lower operational costs and greater short-term flexibility than an internal
delivery option.

Operational and performance assessments demonstrate that the external model has
evolved beyond traditional marketing into a broader tourism service delivery role,
incorporating visitor information centres, safety programmes, event coordination, sector
development and reporting aligned to municipal objectives. This reflects the maturation
of the tourism function rather than inefficiency or duplication.
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The assessment indicates that internal delivery would present material challenges at 
this time, primarily due to institutional capacity constraints, skills availability and 
projected cost implications. An external service delivery mechanism is identified as the 
most viable option under current conditions, subject to strengthened governance, 
performance monitoring and contractual arrangements. 

5. RECOMMENDATIONS

(a) that Council notes the findings of the feasibility study on the tourism function;

(b) that Council authorises the Municipal Manager to start the Public Participation
Process on the feasibility study on the Tourism Function;

(c) that the comments and inputs from the Public Participation process be
considered prior to any final decision of tourism services;

(d) that an item be brought back to Council to consider the appropriate service
delivery mechanism following the completion of public participation and
consultation processesdel.

6. DISCUSSION / CONTENTS

6.1 Background 

Previously, Stellenbosch Municipality rendered the tourism function in terms of 
Section 67 of the Municipal Finance Management Act, 2003 (Act 56 of 2003) (MFMA). 
In line with common practice among Western Cape municipalities at the time, the 
Municipality advertised the rendering of the tourism function through a call for proposals 
process. Over a number of years, Local Tourism Organisations (LTOs) applied and were 
successful in delivering the tourism function on behalf of the Municipality in accordance 
with the approved scope and funding arrangements. 

In April 2025, National Treasury issued MFMA Circular No. 131 (attached as Annexure 
3) to all municipalities, clarifying the application of section 67 of the MFMA in relation to
the procurement of tourism - related services to outsource tourism services to non-
governmental organisations (NGOs). The circular further stipulates that such services
must be procured through a competitive procurement process in accordance with
section 217 of the Constitution of the Republic of South Africa. National Treasury
indicated that continued use of section 67 without compliance with the prescribed supply
chain management (SCM) processes would result in such expenditure being disclosed
as irregular expenditure.

In response, Stellenbosch Municipality implemented the prescribed SCM tender 
processes. However, for the 2025/26 financial year, all bids received were non-
responsive, resulting in the appointment of two service providers through an approved 
deviation. 

Council subsequently approved, on 30 July 2025 (ANNEXURE 2), that the Municipality 
initiate a section 78(3) process in terms of the Municipal Systems Act to determine the 
most appropriate mechanism for the future provision of the tourism service, whether 
through an internal or external delivery option. This determination is informed by a 
feasibility study, which is attached as ANNEXURE 1. 
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The Section 78(3) process and progress is as follows. 

Feasibility Study Process 

Section 78(3) feasibility study process (Municipal Systems Act, 2000) 

Phases Description Breakdown Progress 

Phase 1 Initiation & 
Planning 

1. Council resolution to initiate Section 78(3) 
study. 

2. Establish internal project team & assign 
project manager. 

3.  Develop Terms of Reference for feasibility 
study. 

Complete 

Phase 2 Information 
Gathering & 
Research 

1. Collect baseline data (financials, HR, 
infrastructure, legal compliance). 

2. Engage internal departments for inputs. 

3. Review service delivery backlogs, current 
contracts, and performance indicators. 

Complete  

Phase 3 Stakeholder 
Engagement 
(Section 
78(3)(a)) 

1. Notify organised labour, community 
stakeholders, and relevant service 
providers. 

2. Publish notice of intention to conduct the 
feasibility study. 

3.  Conduct initial consultations with 
stakeholders. 

Pending 

Advert was 
placed 23 
October 2025. 

Complete  

Phase 4 Feasibility 
Analysis 
(Section 
78(3)(b)) 

1. Technical, financial, institutional, legal, and 
economic analysis. 

2. Assess options: internal delivery, municipal 
entity, public-private partnership, or 
outsourcing. 

3.  Draft feasibility report with cost–benefit 
analysis and risks. 

Complete  

 

Phase 5 Draft Report 
& Public 
Consultation 

1. Circulate draft report to Council 
committees and key stakeholders. 

2. Hold public participation sessions (as per 
MSA & Municipal PPP Regulations if 
applicable). 

3. Incorporate written comments into final 
report. 

Pending 

Phase 6 Finalisation & 
Submission 
to Council 

1. Submit final feasibility study to Council for 
consideration. 

2. Council decision on preferred service 
delivery mechanism. 

Pending 
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Destination marketing forms part of the Municipality’s Local Economic Development 
mandate. While not a core municipal service, it is a strategic enabling function that 
supports job creation, economic growth, place - branding and investment attraction. The 
Municipality currently fulfils this mandate through external mechanisms, as no internal 
operational unit exists for destination marketing. 
The feasibility study assessed the operational performance, financial sustainability and 
institutional capacity of the current external delivery model in comparison with a 
hypothetical internal delivery mechanism. The assessment found that external delivery 
demonstrates greater flexibility and access to specialised skills when compared to a 
hypothetical internal delivery model, while internalisation would result in higher fixed 
costs, procurement constraints and increased organisational risk. 

6.2 Feasibility Study Recommendations 
The comparative feasibility assessment indicates that the external delivery model 
records a higher overall feasibility score based on the assessment criteria applied. A 
consistently higher overall feasibility score of 3,58 compared to the internal models 3,16, 
driven primarily by its institutional readiness, operational maturity and short - term 
financial affordability. These strengths significantly reduce implementation risk and 
ensure continuity of service delivery within a dynamic and competitive tourism 
environment. 
While the internal delivery model demonstrates clear advantages in relation to 
development outcomes, cost transparency and long - term institutional value, these 
potential benefits are offset in the short to medium term by capacity, operational and 
fiscal considerations. The assessment therefore notes that, at the present time, the 
external delivery model represents the most feasible service delivery mechanism in 
terms of Section 78 of the Municipal Systems Act. 
It should further be noted that, should the tourism function be provided through an 
internal mechanism, the following timeframes must be taken into consideration. The 
proposed organogram will need to be tabled to Council for approval. Thereafter, the 
proposed job descriptions must be submitted for job evaluation, a process that may take 
up to four (4) months. Once the posts are approved, it must be advertised and filled, 
which may take a further two (2) months. 
Based on the assumptions applied in the feasibility study, the establishment of an 
internal service delivery mechanism is estimated to require approximately six (6) to 
seven (7) months. By comparison, the implementation of an external service delivery 
mechanism is estimated to take approximately only three (3) to four (4) months to 
complete. 

6.3  Financial Implications 
While the feasibility study was conducted internally and has no direct cost implications, 
the findings indicate that internalisation of destination marketing is projected to result in 
higher operational and staffing costs when compared to the current external delivery 
arrangement.  

6.4 Legal Implications 
All support rendered will comply with applicable legislation, including the Municipal 
Finance Management Act (MFMA) and Supply Chain Management Policy, and will be 
subject to available resources and approved budget allocations. 
Section 78(3) of the Municipal Systems Act, 2000 (Act 32 of 2000): 
If a municipality decides in terms of subsection (2) to explore the provision of the service 
through an external mechanism, it must: 
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(a)  Give notice to the local community of its intention to explore this option; 
(b)  Assess the impact of the proposed external mechanism on: 

(i) Direct and indirect costs associated including the impact on the environment, 
well-being and safety; 

(ii)  the capacity to provide the skills, expertise and resources necessary; 
(iii)  the views of the local community; 
(iv)  and the impact on development and employment patterns and 
(v)  the views of organised labour. 

The Municipality must take into account the outcomes of this feasibility study when 
deciding whether to proceed with the external mechanism. 

6.5 Staff Implications 
 
Current External Delivery Model 
 
The feasibility study confirms that the Municipality does not currently employ dedicated 
staff to perform destination marketing and tourism service delivery functions. These 
functions are executed through external service providers (Local Tourism Organisations) 
using grant funding. 
 
As a result: 
 
• There are no direct municipal staff transfers, redundancies or labour relations 

implications under the current outsourced model. 

• Employment associated with destination marketing, visitor information services, 
events and sector development is currently sustained within the tourism economy, 
rather than the municipal establishment. 

• The external model enables access to specialised skills (digital marketing, 
campaign management, visitor services, event coordination, data analytics and 
stakeholder engagement) through contractual arrangements, without the 
establishment of permanent municipal posts.  

Implications if the Function Were Internalised 

The feasibility study indicates that internalisation would require the establishment of 
additional staffing capacity, with associated human resource and organisational 
implications, including: 

• The creation of a new municipal tourism and destination marketing unit, requiring 
multiple specialised posts (marketing professionals, visitor services staff, project 
managers, analysts and administrative support). 

• Increased long-term fixed personnel costs, including salaries, benefits, training, 
performance management and compliance with municipal HR policies. 

• The need for recruitment and skills development, as these competencies are not 
currently present within the municipal structure. 

• Reduced organisational flexibility, as municipal staffing arrangements are less 
agile than external contracting in responding to seasonal tourism demands and 
market shifts. 
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6.6 Previous / Relevant Council Resolutions:  

 
Item 10.8.3  Consideration of a section 78(3) feasibility study on outsourcing of  tourism 
services: 33rd Council meeting: 2025-07-30: item 1 resolved (majority vote with  
2 abstentions): 

(a) that Council notes the legal obligation in terms of Section 78(3) of the Municipal 
Systems Act; 

(b) that Council approves the initiation of a Section 78(3) feasibility study to assess 
the outsourcing of tourism functions to an external mechanism; 

(c) that the Municipal Manager be authorised to conduct an inhouse feasibility 
study; and 

(d) that the findings of the feasibility study be submitted to Council for consideration 
prior to any final decision on the outsourcing of tourism. 

6.7 Risk Implications  
 
The feasibility study identifies a range of risks associated with the internalisation of the 
tourism function, including capacity constraints, loss of specialised skills, slower 
response times and increased fixed costs. These risks are mitigated through a 
structured external delivery model supported by clear service level agreements, 
reporting requirements and municipal oversight. 

Summary of risks:  

• Risk of institutional capacity failure if internalised 
• Risk of loss of industry trust and responsiveness 
• Risk of reduced marketing agility and slower procurement 
• Financial sustainability risk due to high fixed costs 

 
6.8 Comment from Senior Management 

 
Comments from Internal Departments will be obtained during the public participation 
process.  

ANNEXURES: 

Annexure 1:  Feasibility study for the delivery of destination marketing in Stellenbosch 
Municipality 

Annexure 2:  Item 10.8.3 Consideration of a section 78(3) feasibility study on outsourcing 
of tourism services: 33rd council meeting: 2025-07-30 

Annexure 3:  National Treasury issued MFMA Circular No. 131 

FOR FURTHER DETAILS CONTACT: 

NAME Lesley van Gensen  
POSITION Manager: Economic Development and Tourism  
DIRECTORATE Planning and Economic Division 
CONTACT NUMBERS 021 808 8179 
E-MAIL ADDRESS Lesley.vangensen@stellenbosch.gov.za 
REPORT DATE 23 January 2026 
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FEASIBILITY STUDY FOR 

THE DELIVERY OF 

DESTINATION 

MARKETING IN 

STELLENBOSCH 

MUNICIPALITY 
A product in compliance with the Municipal Systems Act  Section 78 

Section: Economic Development and Tourism 
Department of Development Planning 

Abstract 
This report summarises the investigation into the feasibility of current 

mechanisms of delivering the municipal function of destination marketing in 

the WC024  
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Executive Summary  

This feasibility study was undertaken in accordance with Section 78 of the Municipal 

Systems Act to assess the most appropriate mechanism for the delivery of the 

destination marketing function by Stellenbosch Municipality. Destination marketing is 

a key contributor to the local economy and plays an important role in supporting 

tourism-related businesses, employment creation and broader local economic 

development. The study was initiated to determine whether the municipality should 

continue with the existing external delivery model or whether the function could 

feasibly be internalised within the municipal administration. 

Currently, the municipality delivers the destination marketing function through an 

externalised model, providing grant funding to Local Tourism Organisations to 

implement marketing, visitor information services and related activities. This model has 

enabled the municipality to leverage established sector expertise, operational 

systems and stakeholder networks, while limiting internal staffing and administrative 

requirements. In line with legislative requirements, the feasibility assessment first 

considered the internal delivery option before comparing it with the external model. 

The assessment integrated financial, institutional, operational and developmental 

considerations. Financial analysis indicated that internalisation would require a 

significant increase in direct municipal expenditure, with estimated annual costs of 

approximately R13,38 million and a medium-term financial commitment of 

approximately R69,87 million. While internal delivery would improve transparency and 

governance, it would introduce increased fiscal pressure in the short to medium term. 

The external model remains more affordable in the short term, although a portion of 

grant funding effectively subsidises organisational overheads, limiting value-for-

money clarity. Institutional and operational assessments confirmed that the 

municipality currently lacks sufficient internal capacity to deliver the function without 

transitional risk. Internalisation would require substantial recruitment, system 

development and administrative preparation, with potential impacts on efficiency 

and responsiveness during the establishment phase. The external delivery model 

benefits from institutional maturity, operational readiness and flexibility, enabling it to 

respond effectively to a dynamic tourism market with minimal implementation risk. 

From a developmental perspective, the internal model demonstrated stronger 

alignment with municipal policy objectives, including targeted employment creation, 

transformation and inclusive local economic development. The external model 

contributes to economic with development impacts occurring indirectly rather than 

through deliberate policy-led interventions. 

When the outcomes of all assessment dimensions were consolidated, the external 

delivery model achieved the higher overall feasibility outcome, driven by its 

institutional readiness, operational feasibility and short-term financial affordability. 

While the internal model offers long-term strategic advantages, these are outweighed 

in the short to medium term by capacity constraints, operational risk and fiscal impact. 

The study therefore concludes that the external delivery model represents the most 

feasible option and recommends that it be retained in the short to medium term, while 

governance, financial transparency and outcome-based performance 

management are strengthened. 
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Background  
The provision of destination marketing and tourism services within the Stellenbosch 

Municipal area has historically been undertaken through external mechanisms rather 

than through a dedicated internal municipal structure. In line with prevailing practice 

among Western Cape municipalities, Stellenbosch Municipality previously rendered 

the tourism function through a call for proposals process, enabling external 

organisations to deliver destination marketing, visitor services and related tourism 

activities on behalf of the Municipality. Over several years, this approach facilitated 

the effective delivery of tourism services and contributed to the growth and visibility 

of the municipal area as a tourism destination, supported by strong industry 

participation and stakeholder networks  

 

This approach was implemented within the context of section 67 of the Municipal 

Finance Management Act, which had been widely interpreted as permitting the 

transfer of funds to non-governmental organisations for the delivery of tourism-related 

functions. However, in April 2025, National Treasury issued MFMA Circular No. 131, 

which clarified that section 67 of the MFMA may not be used as a mechanism to 

outsource tourism services to external organisations. The circular further confirmed 

that such services constitute municipal services for purposes of the Municipal Systems 

Act and must therefore be procured through competitive supply chain management 

processes in compliance with section 217 of the Constitution. National Treasury 

indicated that the continued use of section 67 without adherence to prescribed 

procurement processes would result in such expenditure being classified as irregular  

 

In response to this clarification, Stellenbosch Municipality implemented the required 

supply chain management processes to procure tourism services through an open 

and competitive tender process. During the 2025/26 financial year, however, all bids 

received were deemed non-responsive, resulting in the temporary appointment of 

service providers through an approved deviation. This outcome highlighted both the 

complexity of procuring specialised tourism services through conventional 

procurement mechanisms and the need for a more structured assessment of the most 

appropriate long-term service delivery model. 

 

Following this outcome, Council resolved on 30 July 2025 to initiate a formal Section 

78(3) process in terms of the Municipal Systems Act to determine the most appropriate 

mechanism for the future provision of the tourism service. This decision recognised that 

destination marketing, while not a core municipal service, forms an integral 

component of the Municipality’s Local Economic Development mandate and 

functions as a strategic enabler of job creation, economic growth, place branding 

and investment attraction. The resolution further required that any future decision 

regarding the delivery of the tourism function be informed by a comprehensive 

feasibility study, incorporating financial, operational, institutional and developmental 

considerations  

The Section 78 feasibility study was accordingly undertaken to assess the current 

external delivery model against potential internal delivery options. The study applied 

a mixed-method approach, drawing on financial analysis, operational performance 
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review, institutional capacity assessment and an evaluation of development and 

employment impacts. Emphasis was placed on assessing the Municipality’s current 

and future capacity to deliver specialised tourism and destination marketing services 

internally, as well as the cost, risk and implementation implications associated with 

alternative delivery mechanisms  

 

The background to the study is further informed by the absence of an internal 

municipal unit dedicated to destination marketing and tourism service delivery. At 

present, the Municipality does not employ specialised staff to perform these functions, 

and all destination marketing, visitor information services, event coordination and 

sector development activities are delivered externally through grant-funded 

arrangements. As such, the feasibility assessment was required not only to consider 

the appropriateness of outsourcing, but also to evaluate the scale of organisational 

restructuring, staffing, skills development and lead-in time that would be required 

should the function be internalised 
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Objectives  
For purposes of a feasibility study in terms of Section 78 of the Municipal Systems Act, 

the municipality is required to undertake a structured and evidence-based 

assessment before deciding on an appropriate service delivery mechanism. The study 

must first evaluate the feasibility of providing the service through an internal 

mechanism by assessing the direct and indirect costs and benefits associated with 

such an option, including the anticipated impacts on the environment and on human 

health, well-being and safety. It must further assess the municipality’s existing and 

potential future institutional capacity, including the availability of skills, expertise and 

resources required to deliver the service internally, as well as the extent to which 

administrative reorganisation and human resource development, as envisaged in the 

Act, could reasonably be utilised to support internal service delivery. The feasibility 

study must also consider the likely impacts of the internal option on local 

development, job creation and employment patterns, and take into account the 

views of organised labour. In addition, the municipality may consider broader trends 

in the sustainable provision of municipal services. 

Where, after this initial assessment, the municipality elects to explore external service 

delivery mechanisms, the feasibility study must include a comparative evaluation of 

the available external options. This process requires formal notification to the local 

community and a detailed assessment of each external option’s direct and indirect 

costs and benefits, including environmental and health impacts. The study must 

evaluate the capacity and future potential of prospective service providers to deliver 

the service effectively, consider the views of the local community and organised 

labour, and assess the anticipated impacts on development and employment within 

the municipality. Following this assessment, the feasibility study must motivate a clear 

recommendation for either an internal or external mechanism, demonstrating how 

the preferred option achieves the best overall outcome in line with the municipality’s 

obligation to ensure services are provided in a sustainable, equitable, efficient and 

effective manner. Throughout the process, the feasibility study must confirm 

compliance with all applicable legislation governing the appointment of external 

service providers, as well as any additional regulatory requirements. 
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Methodology  
This feasibility study utilised the methodological approaches of both Qualitative and 

Quantitative Analysis. This mixed-method approach is appropriate for this study as it 

allows for both objective and subjective evaluation. While there are clearly defined 

quantitative measures of analysing financial and performance data, there are 

aspects of this study which are immeasurable by definite terms. The qualitative 

approach provides subjective aspects to be considered too.  

This approach is designed to comply with the prescripts of Section 78 of the Municipal 

Systems Act through providing a robust and evidence-based evaluation of the most 

appropriate delivery mechanism for the tourism function. The methodology integrates 

qualitative and quantitative research techniques to provide a blended and robust 

analysis of organisational, financial, performance data and stakeholder perspectives. 

This ensures that each potential delivery model is assessed comprehensively in turn of 

a narrow perspective. 

The quantitative data sources are to be analysed to determine any relationships or 

correlations between phenomena. Specifically, these will be used to analyse the 

relationship between the grant received (and other income) and the expenditure on 

marketing (and other expenditure). It will further be used for analysing the business 

operations of the LTOs to provide insights for consideration in the assessment of the 

internal delivery option.  

A comprehensive financial analysis was undertaken using the audited financial 

statements of the LTOs over the period under review. These statements were 

scrutinised to assess budget allocations, revenue structures, expenditure patterns, 

grant utilisation efficiency, and the cost profile of conducting destination marketing 

through an external model. Financial performance was compared against municipal 

financial management standards, identified, constraints, risks, and opportunities 

associated with the internal delivery mechanisms. 

The qualitative data sources are to be analysed to complement the quantitative 

sources and in addition be used to probe for information that are not found in or able 

to be inferred from the available data sources. Therefore, discussions with the 

municipalities Human Resource and Finance Departments will be crucial to provide a 

more comprehensive perspective on operations. 

Operational and performance analysis relied on detailed examination of LTO monthly 

reports, annual performance summaries, campaign data, event outcomes, and 

strategic plans. These documents were analysed to assess the effectiveness of 

marketing activities, return on investment of campaigns, visitor engagement metrics, 

operational strengths and weaknesses, institutional capacity, and alignment with 

municipal and provincial tourism strategies. Patterns and themes emerging from this 

analysis formed the baseline diagnostic against which alternative delivery models 

were evaluated. 

To assess human resource capacity and institutional readiness for potential 

internalisation, discussions were held with the Municipal Human Resources 

Department. These engagements focused on existing skills availability, staffing 
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structures, capability gaps, recruitment requirements, remuneration considerations, 

training needs, and change management implications. These internal discussions 

were essential for determining compliance with the internal capacity assessment 

requirements stipulated under Section 78(1)(a) &(b) of the MSA. 

The study also applied a comparative model analysis approach, in which the 

operational, financial, institutional and performance characteristics of each delivery 

option were assessed against a set of evaluative criteria derived from legislation, 

municipal objectives, tourism sector standards, and stakeholder expectations. These 

criteria included cost-effectiveness, financial sustainability, governance and 

accountability, service quality, risk exposure, responsiveness, skills requirements, and 

ability to meet community and industry needs. This structured comparison enabled 

objective assessment of each model relative to the municipal tourism mandate. 

This approach does have limitations in its use. The mixed method approach does 

make the study a more complex and time-consuming process. The processing and 

interpretation of data will require greater capacity to ensure a comprehensive 

assessment of all options. Particularly with the quantitative sources, there is the risk that 

inferences may not be in-depth enough as it is based on narrow data. 

The combination of documentary analysis, stakeholder consultations, financial 

assessment, performance evaluation and structured comparative modelling ensures 

that the study is evidence-based and is cognisant of institutional realities. This 

methodology provides the basis for determining the most appropriate, cost-effective, 

accountable and sustainable service delivery mechanism for tourism and destination 

marketing. 

Situational Analysis  
This chapter contains the analysis of the current model of delivery of the tourism 

function of destination marketing. The analysis will be done focussing on three main 

categories namely, operations, finance and performance. These categories allow for 

simplified analysis but ensure that vital information is considered.  

The operational analysis will focus on investigating the current delivery model and the 

institutional arrangements which facilitate its functioning. The LTOs operations will be 

described in detail, providing an account of how they carry out the destination 

marketing function for which they receive the grant. The governance arrangements 

in terms of reporting will also be analysed.  

The financial analysis will focus on investigating the financial profile of the organisation 

as a whole. This allows not only for a narrow analysis of how funds are used for 

destination marketing but also how the organisation functions as a business. Notably, 

an analysis of the relationship between grant funding and marketing costs will be 

done to investigate the effective utilisation of grant funding.  

The performance analysis will focus on investigating the performance of the LTOs on 

their Key Performance Indicators (KPI). It will also analyse the available data on 

strategy and campaigns run by the LTOs. This will be to only analyse their performance 

but probe for inferences of the relative capacities required for such activities.  
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Current Delivery Model 
The current Delivery Model in its simplistic form is the provision of a grant to service 

providers (LTOs) who provide tourism functions and implement destination marketing 

services and campaigns on behalf of the municipality for the Stellenbosch and 

Franschhoek areas. This is a municipal function which is externalised as no internal 

capacity exists to perform the function. The appointed service provider/s will be 

responsible for the execution of integrated marketing initiatives, stakeholder 

engagement, visitor information services, tourism product development support and 

the coordination of tourism-related events in alignment with the Municipality’s 

strategic goals. 

The appointment of a service provider is done through a competitive bidding process 

whereby competent and compliant organisations are invited to bid on the provision 

of the requested services. The service providers bid to deliver services based on four 

core functional areas: (i) Destination Marketing, (ii) Visitor Information Centre, (iii) 

Reporting, Monitoring and Evaluation and (iv) Product development. Within these 

functional areas, there are deliverables attached (See Annexure – BSM 126_25) which 

are quoted for.  

 

The bidder then provides a quote for the specified services and demonstrates their 

capacity and competence to perform the job. The bid includes a comprehensive 

portfolio of evidence and a rate to be charged for the planning and management 

of municipal events, allowing the service providers to do both marketing and events. 

The bid is evaluated by the municipality's SCM department, which appoints a 

successful service provider.  

The successful service provider will then enter into a Memorandum of Understanding 

(MoU) with the municipality, confirming the bid value and the responsibilities of the 

parties. The service provider is then required to report monthly on the expenditure and 

progress of specified projects. Reporting is done to the Project Manager – Manager: 

Economic Development and Tourism who will be responsible for the management of 

the project on behalf of the Municipality. 

Figure 1: Extract from BSM 126/25 
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Operational Analysis  
 This section will review the operations of the LTOs currently appointed by the 

municipality. This section will review the staffing, competencies of the organisation 

and key projects run by the organisation.  

The tourism and destination marketing function is currently delivered through 

externally appointed organisations operating as membership-based entities with 

independent governance structures. These organisations are responsible for 

implementing destination marketing, visitor information services, event activation, 

stakeholder engagement and sector support within defined geographic areas on 

behalf of the municipality. Their operations are structured to balance strategic 

destination promotion with member-driven business support and visitor servicing 

functions. 

Governance is provided by an independently appointed board, constituted through 

a democratic or representative process, which exercises oversight over organisational 

performance, financial management and the achievement of agreed key 

performance areas. Strategic direction and day-to-day management are led by a 

chief executive role responsible for high-level stakeholder engagement, long-term 

tourism positioning, programme oversight and representation in intergovernmental 

and industry forums. This role is supported by a small core management team 

responsible for financial administration, human resource management, compliance 

and organisational sustainability. 

Operational delivery is undertaken through a combination of permanent staff and 

contracted specialists. Core internal roles typically include marketing management, 

visitor centre and operations management, administrative support, member liaison 

and programme coordination. These roles focus on coordinating campaigns, 

managing visitor information services, maintaining stakeholder relationships, 

supporting events and ensuring consistent reporting and compliance with service 

level agreements. Visitor Information Centre operations form a significant component 

of the workload and require dedicated frontline staff to provide visitor assistance, 

manage enquiries, disseminate information, support safety initiatives and act as 

destination ambassadors. 

Specialist capacity is largely accessed through contracted or project-based 

resources rather than permanent appointments. These contracted roles provide skills 

in areas such as digital and performance marketing, content creation, graphic 

design, social media management, web development, data analysis, financial 

reporting, sustainability advisory services and skills development facilitation. This 

approach allows the organisations to scale capacity in response to seasonal 

demand, major events and campaign cycles, and to remain responsive to rapidly 

changing market trends and technologies. 

Operational activities are organised around a defined programme framework that 

typically includes destination marketing and brand positioning, visitor experience 

enhancement, trade engagement and event support, visitor services, sector 

capacity building, development-oriented initiatives, environmental and social 

responsibility programmes, and service standards management. These programmes 
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are implemented through a mix of media campaigns, events, trade activations, visitor 

centre operations, training initiatives and stakeholder coordination, with performance 

monitored through agreed indicators related to reach, engagement, visitor 

satisfaction, compliance and reporting. 

From a resourcing perspective, the majority of fixed operational effort is concentrated 

on visitor services and membership or stakeholder support functions, reflecting the 

labour-intensive nature of visitor information centres and frontline engagement. 

Destination marketing activities account for a smaller but strategically significant 

proportion of baseline effort, supplemented by variable project work during peak 

campaign and event periods. Reporting, monitoring, evaluation and financial 

management functions are maintained on a regular basis to meet contractual and 

governance requirements. 

Overall, the current operational model is characterised by lean permanent staffing, 

extensive use of specialist contracted skills, strong reliance on established stakeholder 

networks and a high degree of operational flexibility. This structure enables responsive 

delivery of tourism services and marketing activities but also results in limited 

internalisation of skills and institutional knowledge within the municipality, with 

strategic and operational capacity remaining largely external to the municipal 

administration. 

Financial Analysis  
In assessing the financial characteristics of the current externally delivered tourism and 

destination marketing function, the available financial information indicates that the 

operating model is sustained through a combination of public-sector funding and self-

generated income streams, with a strong reliance on municipal grants. Across the 

reporting period, grant funding typically accounts for approximately one third to one 

half of total annual revenue, providing the primary source of stability for organisational 

operations. Without this funding, the scale and continuity of service delivery would be 

materially constrained. 

Membership-related income forms the next most significant revenue stream and is 

derived from tourism-related businesses operating across accommodation, food and 

beverage, wine production, retail and experience-based sectors. In aggregate, 

membership fees contribute in the region of one quarter of total revenue, with year-

on-year collections generally remaining within a moderate variance range. Periods of 

underperformance, estimated at less than one fifth of projected collections in weaker 

years, coincide with broader economic disruption and reduced trading conditions 

within the tourism sector. Payment behaviour suggests a preference for instalment-

based settlements over upfront payments, indicating ongoing cash-flow pressure 

among member businesses. 

Event-related income contributes a relatively small but highly variable portion of total 

revenue, typically estimated at low single-digit percentages annually. While certain 

flagship events generate consistent net returns over time, the overall profitability of 

events fluctuates significantly due to external factors such as sponsorship availability, 

operating costs, weather conditions and visitor demand. As a result, event income 

Page 19



 

Page 12 of 39 
 

functions primarily as a supplementary revenue stream and cannot be relied upon to 

support fixed operational costs. 

Tourism-related levies and commissions linked to accommodation and visitor services 

provide an additional, performance-sensitive revenue source. Accommodation-

based levies consistently outperform other sectors and are closely correlated with 

occupancy rates and visitor volumes. In stronger years, levy income approaches or 

slightly exceeds one tenth of total revenue, while in weaker periods it declines sharply, 

reinforcing the exposure of this income stream to seasonality and market volatility. 

Other income sources, including sponsorships, commissions, merchandise sales, 

interest and once-off project funding, are irregular and unpredictable. In certain 

years, these sources contribute a disproportionately large share of revenue due to 

exceptional sponsorships or recoveries, but over the full reporting period they average 

less than one tenth of total income. These sources therefore play a limited role in 

sustaining baseline operations and are more appropriately applied to once-off 

initiatives or contingency funding. 

On the expenditure side, staff-related costs represent the single largest cost driver, 

accounting for approximately forty to forty-five percent of total expenditure over the 

reporting period. These costs include salaries, statutory contributions and limited staff-

related operating expenses. While total staff expenditure fluctuates year-on-year, the 

overall trend indicates that personnel costs remain the most significant fixed 

commitment within the operating model, even in periods where project activity 

contracts. 

Administrative and business services costs constitute the second-largest expenditure 

category and account for approximately one quarter to one third of total 

expenditure. These costs encompass office accommodation, utilities, information 

technology, professional services, financial administration, compliance and 

insurance. Changes in accommodation arrangements and maintenance 

requirements result in periodic spikes in this category, although many of these costs 

would likely be lower or absorbed within a municipal environment due to economies 

of scale and centralised procurement. 

Marketing-related expenditure accounts for roughly one quarter of total spending 

when averaged across the reporting period, although its composition has shifted 

significantly over time. Earlier expenditure patterns were dominated by conventional 

advertising, media placements and campaign execution. More recently, marketing 

expenditure has expanded to include a broader suite of place-based initiatives, visitor 

services and grant-funded projects, resulting in substantial increases in absolute spend 

but a decline in pure advertising as a proportion of total costs. Social media, content 

production and public relations consistently represent the largest marketing cost 

components, while traditional digital advertising accounts for a comparatively smaller 

share. 

Developmental and social responsibility expenditure remains relatively modest, 

typically representing less than five percent of total expenditure. These costs are 

directed toward skills development, community initiatives, transformation support and 

social impact programmes. Although financially limited, this category aligns closely 
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with municipal development objectives and reflects the increasing expectation that 

destination marketing functions contribute to broader socio-economic outcomes. 

Overall expenditure trends indicate gradual growth in operational scale, with more 

pronounced increases occurring during periods of expanded grant-funded projects 

and visitor service delivery. While staffing and administrative costs remain relatively 

stable in proportional terms, project and marketing-related expenditure exhibits 

greater volatility, reflecting the grant-dependent nature of service expansion. Taken 

together, the financial profile reflects an externally delivered model that is 

operationally sustainable primarily through continued public-sector funding, with 

limited capacity to independently finance core functions in the absence of municipal 

and intergovernmental support. 

Synthesis  

When the relationship between municipal grant funding and marketing-related 

expenditure is considered across the reporting period, the financial data indicates a 

consistent imbalance between funding allocations and direct marketing spend. In the 

case of the externally appointed organisations operating under the current model, 

grant funding generally exceeds identifiable marketing expenditure by a substantial 

margin. Based on the available information, the difference between annual grant 

allocations and marketing costs can be estimated to range between roughly one 

third and one half of the total marketing budget in most years. In practical terms, this 

implies that for every rand spent on marketing activity, a materially higher amount is 

transferred through grant funding. 

In some instances, particularly in the mid-years of the reporting period, this divergence 

becomes more pronounced, with grant funding exceeding marketing expenditure by 

an estimated forty to fifty percent. In later years, where reporting formats change and 

marketing-related project costs are grouped differently, the relationship appears 

more variable, with project-related expenditure at times marginally exceeding grant 

values by an estimated fifteen to twenty percent. This variance reflects the inclusion 

of management fees, internal cost recovery and timing differences between grant 

disbursement and project execution, rather than a direct increase in marketing 

intensity. 

The financial records do not allow for a precise isolation of grant-funded destination 

marketing expenditure from other organisational costs, as expenditure is frequently 

aggregated across campaigns, projects and operational activities. Marketing 

contracts often bundle municipal and non-municipal deliverables, and administrative 

systems do not consistently distinguish between grant-funded outputs and 

organisation-funded initiatives. This limits the municipality’s ability to quantify the direct 

cost of destination marketing alone. Nevertheless, the available trends indicate that 

a significant portion of grant funding is absorbed by non-marketing expenditure 

categories that are nonetheless necessary to support service delivery. 

This pattern suggests that municipal grants function not only as funding mechanisms 

for destination marketing outputs, but also as operational subsidies that contribute to 

organisational sustainability, staffing and administrative overheads. While such costs 

are legitimate and unavoidable, the magnitude of the observed variance raises 
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questions regarding value for money, particularly where grant funding exceeds direct 

marketing expenditure by more than an estimated fifteen percent, which would 

ordinarily be considered a reasonable contingency threshold for performance-based 

funding. 

Marketing expenditure trends further reinforce this conclusion. In one instance, 

marketing spend remains relatively stable as a proportion of total expenditure, 

averaging approximately one quarter over the reporting period. Spending is 

concentrated on social media, public relations, event-related promotion and 

physical collateral, and does not scale proportionally with increases in grant funding. 

This suggests that grant allocations serve primarily as a stabilising base rather than as 

a driver of expanded marketing output. Marketing activity in this context remains 

largely campaign-driven and discretionary, aligned with destination promotion rather 

than structured service delivery. 

By contrast, in the second instance, marketing-related expenditure escalates sharply 

in the latter part of the reporting period. This increase is not attributable to intensified 

advertising or promotional activity, but rather to the inclusion of municipally funded 

projects, visitor information services and place-based initiatives within marketing 

expenditure categories. As a result, marketing spend transitions from media-led 

promotion to a broader suite of grant-defined operational functions. While advertising 

costs remain relatively stable in absolute terms, their proportional share declines 

significantly as project and visitor service costs dominate expenditure. This reflects a 

structural shift in which marketing becomes a delivery vehicle for municipal services 

rather than a flexible promotional tool. 

Notwithstanding the delivery of reported outputs, the scale of grant funding relative 

to marketing expenditure indicates the need for a more rigorous value-for-money 

assessment. Grant arrangements should be periodically reviewed to ensure that 

funding levels remain proportionate to defined outputs and outcomes, while 

remaining sensitive to the financial viability of the service providers. Excessive 

underspending on direct marketing relative to grant allocations risks diluting 

accountability and weakening the performance-based rationale of the funding 

model. 

A further consideration arising from the financial analysis is the degree of grant 

dependency evident across the current delivery model. While one organisation 

demonstrates a comparatively diversified revenue base, with grant funding estimated 

to account for roughly one third of total revenue and the balance derived from 

membership fees, levies, sponsorships and ancillary income, the second organisation 

exhibits a far higher dependence on public-sector funding. In the latter case, 

municipal and intergovernmental grants together account for an estimated half or 

more of total revenue, with own-generated income streams remaining limited in scale 

and growth. 

This dependency is material, as grant-funded projects not only support service delivery 

but also enable brand expansion, membership growth and the leveraging of 

additional revenue for organisation-led initiatives. While the relationship between the 

municipality and the service providers is mutually beneficial, the sustainability of the 

organisations remains closely tied to continued grant support. Greater diversification 
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of revenue would reduce exposure to funding volatility and strengthen the resilience 

of the tourism sector more broadly. 

The analysis of expenditure also provides insight into the underlying cost of doing 

business under the current model. Staffing costs represent the largest expenditure 

category, averaging in the region of one and a half to two million Rand per annum 

and accounting for approximately forty to forty-five percent of total expenditure. 

Administrative and business services costs together account for a further estimated 

one million Rand per annum. When aggregated, the annual cost of sustaining 

organisational operations, excluding direct marketing and project expenditure, can 

be reasonably estimated at between two and three million Rand per annum. Over a 

full reporting cycle, these costs accumulate to a substantial figure that is absorbed by 

the service providers rather than reflected directly in municipal budgets. 

Table 1: Table of Estimated Cost of Doing Business for an LTO 

Estimated Cost of Doing Business 
Expenditure Annual average cost Cost for reporting period 

Administration R500 000  R 3 500 000  

Business Services R500 000  R 3 000 000  

Staff Costs R1 800 000 R10 000 000 

Total  R2 800 000 R16 500 000 

 

While these costs are not excessive in isolation, they represent a material component 

of the overall cost of service delivery and must be recognised when considering 

alternative delivery mechanisms. In particular, staff-related costs, which are currently 

externalised, would need to be fully internalised under a municipal delivery model. 

In synthesis, the financial and operational evidence indicates that the current 

externally delivered model is heterogeneous in nature, with differing organisational 

trajectories and degrees of grant dependency. One organisation reflects relative 

financial stability and revenue diversification but exhibits a persistent imbalance 

between grant funding and direct marketing expenditure. The other has evolved into 

a predominantly grant-funded service delivery agent, with escalating fixed costs and 

reduced flexibility. Across both cases, municipal grant funding frequently exceeds 

identifiable marketing expenditure, indicating that grants function as broad 

operational subsidies rather than strictly output-based funding instruments. While 

defensible from a service continuity perspective, this arrangement reduces 

transparency, complicates performance assessment and introduces structural 

inefficiencies that must be addressed in determining the most appropriate service 

delivery mechanism going forward. 

Performance Analysis  
This section will discuss the performance for LTOs. The financial data has been 

discussed in the above, therefore, this section will be a summary of the reporting on 

the Tourism Performance Indicators for which the LTOs provide monthly reports. The 

service providers are required in terms of their appointment, to provide services in 

terms of the four deliverables contained in the bid. Each deliverable has specific   
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programmes/objectives of which outputs must be produced. These are contained in 

the scope of works in the bid document (see Annexure – BSM 126_25) 

The performance of the grant beneficiary is determined by evaluating their monthly 

progress on projects aligned to their strategic objectives. Reports must include the 

amount of funding that has been spent per project. This allows the municipality to 

continually monitor the expenditure of their grant funding.  

Table 2: Table of categories of scope of work for BSM 126_25 

Deliverable  Description  

(1) Destination Marketing  Marketing of the Stellenbosch Area to attract more tourists  

Advise Stellenbosch Municipality on services related to the 

concept, design and execution of advertising campaigns 

and marketing programs targeting leisure and business 

travel consumers. Service provider/s are required to have 

extensive proven tourism experience in domestic and 

international markets. 

(2) Visitor Information 

Centre   

Management of Visitor Information Centre   

Establish and manage accredited Visitor Information 

Centre (VIC) in Stellenbosch. VIC are to be of a high 

operational standard, well equipped with well trained staff 

necessary to provide up-to-date information of the full 

diversity of experiences and attractions of the Stellenbosch 

Area. VIC must have high speed internet access for VIC 

operational and free visitor use. 

(3) Reporting, monitoring 

and evaluation   

Reporting 

To provide the Stellenbosch Municipality with monthly, 

quarterly and annual reports for the duration of the tender.   

(4) Product 

Development   

Tourism Product Development   

 

In relation to destination marketing, the LTOs have demonstrated consistent capacity 

to market the Stellenbosch area with the objective of attracting increased leisure and 

business tourism. The monthly reports reflect sustained implementation of destination 

marketing activities across digital, print, trade, and media platforms, supported by 

extensive local and international tourism experience. Marketing interventions have 

included destination branding campaigns, event-led promotions, media hosting and 

trade engagement with tour operators, travel agents, and destination management 

companies. These activities have reinforced the positioning of the destination and 

maintained market visibility in competitive tourism environments. Performance 

evidence confirms delivery of agreed marketing outputs. However, performance 

measurement remains primarily outputs-based, with limited systematic quantification 

of conversion outcomes such as bookings, visitor spend, or length of stay. This 

constrains the ability to conclusively assess the economic impact of destination 

marketing efforts and decide on Value for Money  

Referring to the management of Visitor Information Centres, the LTOs have fulfilled 

their role in establishing, operating, and supporting accredited VICs that meet 

acceptable operational standards. Reporting indicates that VICs have been 
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maintained as accessible, well-equipped visitor service points, providing up-to-date 

information on the diversity of tourism experiences and attractions within the 

Stellenbosch area. Staffing arrangements, visitor support functions, and referral 

services have contributed to the enhancement of visitor experience, and the 

facilitation of visitor flows to local tourism businesses. Infrastructure improvements, 

including upgrades and refurbishments where required, have been undertaken to 

sustain service continuity and operational effectiveness. High-speed internet access 

for operational purposes and visitor use has been incorporated as part of the service 

offering. While VIC performance is evidenced through operational continuity and 

service delivery, performance reporting focuses predominantly on activity indicators 

such as enquiries handled and operational status, rather than service effectiveness 

measures such as enquiry-to-booking conversion or visitor satisfaction metrics. 

In respect of reporting, monitoring, and evaluation, the LTOs have demonstrated 

consistent compliance with reporting obligations to Stellenbosch Municipality. 

Monthly, quarterly, and annual reports have been submitted in line with contractual 

requirements for the duration of the tender periods reviewed. These reports provide 

structured accounts of activities undertaken, deliverables achieved, and progress 

against agreed scopes of work. Financial and narrative reporting has supported 

municipal oversight and accountability, and no material reporting non-compliance 

has been identified. However, the reporting framework places greater emphasis on 

descriptive activity reporting than on evaluative analysis. Monitoring and evaluation 

practices remain focused on outputs delivered rather than outcomes achieved, 

limiting the municipality’s ability to assess value-for-money and longer-term impact 

arising from tourism interventions. 

In relation to tourism product development, the LTOs have contributed to the 

identification, support, and promotion of tourism products and experiences within the 

Stellenbosch area. Product development activities have often been integrated into 

destination marketing campaigns and events, allowing new and existing tourism 

offerings to access established promotional platforms. The LTOs have supported 

product visibility, facilitated stakeholder collaboration, and assisted emerging and 

established tourism businesses to position their offerings within the destination portfolio. 

Development initiatives have included engagement with SMMEs, community-based 

tourism participants, and niche experience providers, contributing to a more diverse 

and inclusive tourism product mix. While these activities align with broader tourism 

development objectives, the documentation reflects limited formal measurement of 

product performance, market uptake, or longer-term sustainability outcomes. As a 

result, product development performance is demonstrated primarily through 

qualitative evidence of support and facilitation rather than quantified impact 

indicators. 

The performance evidence indicates that the LTOs have consistently delivered 

against the four core deliverables of destination marketing, visitor information services, 

reporting, and product development. Their strengths lie in implementation capacity, 

sector relationships, and local tourism knowledge. The principal limitation across all 

deliverables is the predominance of output-based performance measurement, which 

restricts the ability to fully evaluate outcomes and economic impact. This limitation is 
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structural in nature and should be considered in the context of delivery model 

evaluation rather than interpreted as underperformance by the service providers. 

Additionally, monitoring is done monthly but there is no annual performance review 

undertaken. This may be problematic as the month to month  
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Alternative Model of Delivery  

Internal Delivery  
The internal delivery model for this function comprises staff employed by Stellenbosch 

Municipality delivering this function in its entirety. The function will be executed from 

within the Section: Economic Development and Tourism under the Department of 

Development Planning. This leans on the existing competencies and financial support 

currently existing in the department to deliver tourism-related services.   

Operational organisation 

A dedicated organisational unit (sub-section) will be established to house this 

function. This is to ensure that the scope of work is highly focused, mimicking the 

external delivery model as closely as possible but being resource conscious in terms 

of the municipal context. 

Responsibility for this function will fall within the scope of the Senior Manager: 

Development Planning and political oversight will derive from the MMC for Planning 

and Economic Development. The sub-section will however be directly reporting to the 

Manager: Economic Development and Tourism.  

The organisational unit will be overseen by the Head: Marketing and Tourism whose 

primary role is to provide strategic oversight of the tourism and marketing function. 

This employee’s key performance areas will be to provide strategic leadership, 

planning and oversight of the municipality’s tourism development and destination 

marketing functions in order to promote sustainable local economic growth, 

strengthen the municipal tourism brand, and ensure alignment with the Integrated 

Development Plan (IDP), Local Economic Development (LED) objectives, and 

provincial and national tourism strategies. 

The staff required in this section will need to be mid-level seniority with extensive 

experience in the marketing and tourism field, therefore the Head: Tourism and 

Marketing and will be assisted by two Senior Marketing and Tourism Officers. These 

employees will be allocated a region to manage (i.e. Stellenbosch and Surroundings, 

and Franschhoek and Surroundings). They will implement campaigns, strategies and 

ensure the functioning of VICs, this role will be supported by two Marketing and 

Tourism Officers. These employees will provide support to the Senior officers in terms of 

managing administrative tasks and will be responsible for the day-to-day 

management of the VICs which will be staffed with temporary Expand Public Works 

Programme (EPWP) assistants.  
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Figure 2: Proposed Organogram of the proposed new sub-section: Marketing and Tourism 

Financial organisation  

This unit will be funded from the annual municipal budget. The proposed budgetary 

allocations can be dominated by operational funding in an 90:10 ratio. Capital 

funding would primarily be required for the maintenance and upgrade of Visitor 

Information Centres and any other related assets under the unit's management. 

Salaries will likely be the costliest line item for this unit, followed by marketing, then 

projects and events.  

Operational overhead costs will be a significant cost factor as the municipality must 

be able to provide suitable office accommodation for these staff members. Therefore, 

coordination with the Property Management Section is necessary to ensure a base of 

operations. While the Franschhoek VIC is located within a municipal building, the 

Stellenbosch VIC is not. In addition, it must be noted that the LTO’s will not necessarily 

halt operations, thus meaning that the municipality may need to find alternative 

accommodation.  

The costs of materials and equipment and Business Services will be variable and 

dependent on the rates provided i.t.o the appointment of a service provider. 

Although with certain Business services such as Microsoft Office, these costs will be 

carried by a different Municipal Department. The budget will therefore primarily 
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comprise of Salaries, Marketing Expenditure, Event costs, professional services and 

other operational expenditure.  

The procurement of services will be subject to Stellenbosch Municipality SCM 

processes which may be in the form of short-term (up to one year) tenders which are 

project based and long-term (up to three years) tenders will be executed to obtain 

the services of capacitated service providers to provide services to the municipality 

as and when needed. This model, therefore, opens up the market for the provision of 

services to any capacitated bidder and does not seek to create an arrangement 

whereby LTOs will exclusively provide services to the municipality. This will be to ensure 

that greater cost efficiency can be achieved.    

Performance  

In terms of Performance, the cost in terms of services provided and operating 

overheads, will be relatively stable as prices are not able to shift beyond bid rates and 

overheads may be absorbed by other cost centres in the organisation.  

This model will also ensure that destination marketing and projects will become more 

geared towards outcomes, rather than outputs. While outputs will be a measurable 

performance indicator, they do not always create the needed outcomes as currently 

the municipality does not have much control over the outcomes the LTO’s work 

achieves as they are evaluated based on how many outputs they produce.   

However, it should be noted that this model does have risks in implementation. Firstly, 

the transition period may be extensive as new staff will have limited support as the unit 

will be newly established and limited institutional knowledge can be transferred in this 

regard. The internal team will have better access to all municipal communication 

resources but may have to develop its own social media profiles and build an 

audience. Internal staff to be recruited will have demonstrable experience in 

marketing and tourism and should readily be able to perform the job successfully. The 

team will likely have to develop new networks of relationships with stakeholders as 

they engage. This may affect the ability to produce certain outcomes as without 

certain relationships, some projects may be more costly or administratively tasking. 

Engaging the business sector and Tourism stakeholders may be difficult as the general 

public may be reluctant to partner with local government. The internal team will 

however have greater competency to engage local communities (emerging farmers, 

wine makers, entrepreneurs) as their existing relationships in the locating department 

already.    

While SCM processes can provide stability and secure long-term rates but may also 

risk higher than normal rates in terms of the bid received and cause administrative 

delays due to the bureaucratic nature of government procurement. 

Costing of Internal Model  
The costing of this model is an estimation of the staff, operational and project costs 

associated with the unit proposed.  

In accordance with Section 78(1)(a)(i) of the Municipal Systems Act, this section 

presents a comprehensive costing of the internal delivery model for the tourism and 
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destination marketing function. The costing reflects the direct and indirect financial 

implications of internalisation and is structured around three core components, 

namely operational costs, staff costs, and project (marketing) costs. The estimates 

presented are informed by the proposed organisational structure, benchmarking 

against existing Local Tourism Organisation (LTO) cost profiles, and the pricing 

schedules contained in the current tender documentation. 

Operational costs 

Operational costs relate to the overheads required to sustain the day-to-day 

functioning of the internal tourism and marketing unit. These include office 

accommodation, utilities, information technology, business services, administrative 

support and other non-project-related expenditure. While some of these costs may 

be absorbed within existing municipal cost centres, a significant portion represents 

new or incremental expenditure associated with establishing a dedicated unit. 

Based on comparative analysis of LTO financial statements, operational overheads 

(administration and business services combined) average approximately R2,4 million 

per annum in the case of Visit Stellenbosch, excluding staff costs.  

Under an internal model, certain costs such as Microsoft Office and ICT 

infrastructure, would be absorbed within municipal systems, thereby reducing 

duplication. However, other costs, including office accommodation (particularly for 

the Stellenbosch VIC), consumables, equipment, subscriptions, website hosting and 

communications infrastructure, would remain direct costs to the unit should there 

not exist any such resources in the municipality. Below important costs for 

consideration are listed. ICT, office equipment, consumables and stationery and 

maintenance are costs that will likely dominate the operational costs directly 

attributable to the unit. However, no accurate estimate was used as these products 

are subject to various changes (specifications, bid rates etc) and the rate used by 

the LTOs was used as a guide. However, do use these values as underestimations as 

municipal rates as per service providers, are often higher than conventional market 

related rates.  

Taking these factors into account, it is estimated that annual operational overhead 

costs for the internal model would be approximately R 1 828 171,4 depending on 

accommodation arrangements and the extent to which corporate services can 

absorb shared costs. The above table is merely an extract of the possible costs 

associated with establishing the unit. Costs such as electricity, security infrastructure 

and personnel, software subscriptions, training and travel have not been factored 

using current municipal rates. The cost in terms of additional capacity required in 

terms of expanding the scope of current tenders in place to accommodate the new 

unit have not been factored, therefore factors such as expanding the number of 

licenses for software or the provision of services to the additional offices, have not 

been considered. In addition, once-off transition and establishment costs including 

office setup, equipment procurement and initial training are estimated at up to R400 

000 during the first year of implementation and are subject to continued 

maintenance which will be critical as this VIC’s aesthetic appearance must be 

attractive to visitors.  
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Staff Costs 

Staff costs constitute the most significant recurrent expenditure under the internal 

delivery model. The proposed organisational structure includes the appointment of 

a Head: Tourism and Marketing, two Senior Marketing and Tourism Officers, two 

Marketing and Tourism Officers, and the utilisation of EPWP staff for Visitor Information 

Centre operations.  

Salaries have been benchmarked against municipal TASK (Total Annual Salary 

Package) levels for comparable roles within local government. Based on current 

Stellenbosch Municipality norms, the estimated annual staff costs (inclusive of 

benefits but excluding overtime) are as follows: 

Table 3: Table of cost of employing proposed staff for the proposed unit. These values were supplied by 

the Human Resources Department 

Estimated Staff Costs 

Position TASK Level Total Cost to Employer Total per Level 

Head: Marketing 

and Tourism  

14 R 975 357.84 R 975 357,84 

Senior Officer: 

Marketing and 

Tourism (x2) 

12 R 787 490.46 R1 574 980,92 

Junior Officer: 

Marketing and 

Tourism (x2)  

10 R 589 113.49 R1 178 226,98 

Visitor Information 

Centre: EPWP 

Temp Staff (x3) 

Category of 

use 

Determination 

- - 

Total Staff cost R 3 711 565,74 

 

This results in an estimated annual staff cost of approximately R3,7 million. These costs 

will escalate annually in line with municipal wage agreements. The EPWP temporary 

staff were excluded from the calculation as this funding is provided through a grant 

and will not be municipal funds, The standard EPWP rate is R15,83 per hour and within 

a conventional 40-hour work week this equates to R 2532.8 per month as an absolute 

minimum. While overtime requirements are expected to be limited, provision should 

be made for overtime during peak tourism periods and major events, estimated 

between 5–8% of the annual salary bill, i.e. R185 582,84 - 296 925,26 per annum.  

Project Costs 

Project costs relate specifically to destination marketing, campaigns, advertising, 

content creation, events and related promotional activities, and exclude staff and 

overhead expenditure which are listed above. These costs are benchmarked 

against the current tender values and grant allocations for Stellenbosch and 

Franschhoek. 

Based on the bid pricing schedules, the municipality currently allocates 

approximately R6,0 million per annum for Stellenbosch and R2,0 million per annum 

for Franschhoek for destination marketing, visitor information services, reporting, 

monitoring and evaluation, tourism skills development, totalling R8,0 million. Under 
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the internal model, it is assumed that a similar level of funding would be retained for 

project delivery, with funds redirected toward competitively procured marketing 

services, advertising spend, the production of content, event management and 

campaigns. 

Table 4: Table of the estimated cost of marketing and tourism projects 

Project Costs for Internal 

Marketing and Tourism 

Unit  

Average Annual Cost Medium term Cost  

Franschhoek R 1 942 196,83 R 11 653 181 

Stellenbosch  

(including Dwarsrivier) 

R 5 896 210,8 R 29 481 054 

WC024 R 7 838 407,63 R 41 134 265 

 

These project costs would be managed through short-term and long term, “term” 

tenders (up to three years), enabling the municipality to procure specialised services 

such as digital marketing, media buying, creative design and event management 

on an as-needed basis. While municipal procurement processes may limit flexibility, 

this approach allows for clearer attribution of expenditure to outcomes and reduces 

the risk of grant funding being absorbed by non-marketing overheads. In the 

medium term it will cost the municipality R41 134 265 to fund the current scope of 

works executed by the service providers at the rates which they are currently able 

to deliver at. It must be noted that the municipality may not be able to achieve the 

rates the LTOs are able to secure, particularly when there will be an unbundling of 

services, and market responsiveness to bids to be encountered.  

Summary of Internal Marketing and Tourism Unit Costs 

In aggregate, the estimated annual cost of internalising the tourism and destination 

marketing function is contained in the table:  

Table 5: Table of estimated costs associated with the internal unit 

Estimated Costs of Internal Marketing and Tourism Unit 

Category of cost Annual Average  Medium Term Cost 

Operational costs R 1 828 171,4 R 10 175 387,57 

Staff costs R 3 711 565,74 R 18 557 828,7 

Project costs  R 7 838 407,63 R 41 134 265 

Total estimated cost R 13 378 144,77 R 69 867 481,27 

 

This represents both the short-term financial commitment and medium-term 

commitment necessary financially to operate the unit. It will cost an approximate R 

13 378 144,77 to operate the unit annually with a predicted R 69 867 481,27 over the 

medium-term budget. It should be noted that these values are not benchmarked 

against the applicable norms of cost escalations. 
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Feasibility Assessment  
This section will encompass the comparative assessment of the two delivery models. 

They will be assessed according to the 5 (five) sub-assessments considering institutional 

capacity, operational capacity, capital and financial feasibility, risk and sustainability.  

 Financial Assessment 
Section 78 (1)(a) (i) requires that a municipality must assess:  

“the direct and indirect costs and benefits associated with the project if the service 

is provided by the municipality through an internal mechanism, including the 

expected effect on the environment and on human health, well-being and safety” 

Therefore, the municipality must assess the costs of this model both directly 

(financially) and indirectly (non-financial) to evaluate beyond the immediate 

financial implications, but the total costs of the models, considering the economic, 

institutional and social outcomes.  

The cost of internalising this model is R 3 711 565,74 only in terms of required personnel. 

In total encompassing the operational overheads, staffing and projects it will cost R 

13 378 144,77. These costs will also escalate as employees receive increases as 

stipulated by their T-scale grading. The budget does not account for any re-

organisation in future if the scope of work if the unit warrants establishing a new 

section, which means employing a new manager, admin and other staff.  

 

Figure 3: Bar graph comparing the cost of externalising or internalising the tourism function over the 

annual and medium-term time scales 

The transition period, will also incur additional costs such as equipment acquisition, 

office accommodation costs, training, etc. These additional costs may escalate up to 

R400 000. Although these costs can be managed and controlled through phased 

implementation, it will not negate the fact of high short-term costs to implement the 
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unit’s establishment.  The comparative differences between the two models would 

equate to an annual difference of R 5 539 737,14 and a R 28 733 216,27 difference 

over the medium term. While the annual difference does not appear to be too 

exhaustive on municipal resources, the medium-term outlook does present itself as 

needing careful strategic consideration. The deployment of approximately R28 Million 

should be assessed in the broader context of the municipality’s goals.  

 

Figure 4: Bar chart of the grant values for the tourism function 

The external model has no additional financial implications, any improvements to the 

model will be operational (i.e. changes in scope of works, improved monitoring and 

evaluation) and implemented by current staff. The direct costs to the municipality for 

this model are in a favourable position. The municipality determines the scope of the 

required work and the LTOs have additional projects and revenue. The municipality is 

well within its right to in future reevaluate the grant value and scope of work. These 

can be adjusted to make to align closely with the municipalities fiscal position and 

strategic intent. It must also be noted that the municipality will not be getting any 

returns from their investments in monetary terms. While this is in line with the principles 

of public investment, which is to facilitate the development of the local economy and 

seek returns through other revenue streams.  

It must be highlighted that the grant is provided subject the council’s approval and 

the municipalities fiscal health. In the event of shifting priorities, this function may be 

left severely weakened and without alternative funding. LTOs are in this regard better 

equipped at present, to manage such circumstances as they do have sponsorships 

and other funding mechanisms to utilise such as their marketing levies, commissions, 

sale of merchandise and importantly, their membership fees. The municipality does 

have the scope to explore the avenue of implementing levies, but this may be highly 

unfavourable both politically and to the market.  
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In terms of indirect costs, the internal model does present itself as a more stable and 

valuable option. The long-term institutional knowledge and ability to implement 

outcome driven high impact projects will be invaluable, however this is dependent 

on the ability of the municipality to successfully implement the model. The implication 

of a removed grant must also be considered. The impact it will have on the ability of 

the LTOs to financially survive. Although they are independent organisations, a 

significant proportion of their revenue is generated from the grant. This allows them to 

not only execute the projects the municipality require of them but facilitates the 

network of relationships, gives local businesses more exposure and attracts more 

members to join the associations. While it is not the municipalities mandate to provide 

the grant, the tenured impact of the LTOs and the work they have executed both for 

the municipality and for the development of the tourism economy cannot be 

discarded. 

The nature of this specific function causes it to present a low risk in terms of the 

environment, well-being and safety. However, as both models are sufficiently 

capitated to achieve, a well-functioning tourism industry which creates jobs, attracts 

tourists and is sensitive to the natural resources of the region, can facilitate the 

development of a vibrant, active and sustainable city region.  

The scoring matrix in the table below derived from the requirements of section 78 

(1)(a) (ii) and the dimensions discussed in the above. It weighs various dimensions of 

human resource capacity, and each dimension is scored out of five and weighted 

according to the relative importance to the category. A low score (closer to one) 

represents a bad performance and a high score (closer to 5) represents a good 

performance 

 

Table 6: Section 78 financial assessment 

Financial 

Dimension 

Weight (%) Internal 

Delivery 

Model  

Score (1-5) 

Internal 

Weighted 

Score 

External 

Delivery 

Model 

Score (1-5) 

External 

Weighted 

Score 

Direct Financial 

Cost to 

Municipality 

20 2 0,4 4 0,8 

Indirect / 

Hidden Costs 

10 4 0,4 2 0,2 

Affordability 

within Current 

Budget 

Framework 

15 2 0,3 4 0,6 

Cost 

Transparency 

& Budget 

Visibility 

10 5 0,5 2 0,2 

Value for 

Money 

15 4 0,6 3 0,45 
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Financial Risk 

Exposure 

10 3 0,3 4 0,4 

Long-Term 

Financial 

Sustainability 

10 4 0,4 3 0,3 

Flexibility of 

Financial 

Commitments 

10 3 0,3 4 0,4 

TOTAL 100  3,2  3,35 

 

Institutional Assessment  
Section 78 (1)(a) (ii) requires that a municipality: 

 “must first assess the municipality’s capacity and potential future capacity to 

furnish the skills, expertise and resources necessary for the provision of the service 

through an internal mechanism” 

Therefore, the ability of the municipality to currently provide the service and to do so 

sustainably must be evaluated. This assessment must not only consider the human 

resources required but also the governance and organisational arrangements, 

operational processes, financial controls, performance management, stakeholder 

relationships and institutional knowledge. This section will evaluate the municipality's 

readiness to take responsibility for this function.  

 

Firstly, the availability of Human Resources to deliver destination marketing, visitor 

information services, product development, event management and stakeholder 

engagement.  This capacity must be assessed taking cognisance of oversight, the 

ability of senior management to provide strategic oversight, and the integration of 

tourism activities within broader municipal objectives.  
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Based on the proposed organogram sub-structure, there will be entirely new staff that 

will be recruited. Based on the current organogram for the Department Development 

Planning and Section: Economic Development and Tourism, there is only one position 

which may be considered for redeployment (Senior Economic Development Officer: 

Business Development and Tourism). There is, therefore, limited in-depth institutional 

knowledge and human capital to lean on.  

The current externalised model requires limited capacity as the internal officer 

currently assists the Manager: Economic Development and Tourism in monitoring 

service providers and defining their scope of works (i.e. strategy/outcomes 

development). No additional human resource capacity is required internally. The 

pitfall of the current arrangement is that the narrow field of competent agencies to 

execute these services may be problematic if the organisation experiences capacity 

issues. In the event of such the municipality will experience sub-par work for the grant 

provided.  

The internal model proposes an additional nine (9) employees to report to the section 

manager and senior manager. Additionally, no additional administrative support staff 

are proposed. This poses the risk of creating administrative loads that are 

counterproductive to the effective productivity of the Section. The internalisation of 

this function would similarly place more demand on the supply chain management 

system for procurement. The contract-heavy nature of the work this unit will undertake 

will likely place severe strains on the supply chain section. This is particularly 

concerning due to the time-sensitive nature of campaigns and events. While efficient 

operational planning may be done to plan for the execution of contracts, unforeseen 

bureaucratic delays are likely to take effect.   

Figure 5: Latest approved organogram for the Economic Development and Tourism Section 
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The internal model does create the opportunity to unbundle the functions of 

Destination Marketing, Visitor information services and tourism development but 

integrate outcomes equitably. While all functions were provided by two service 

providers for the two areas (Stellenbosch and Franschhoek) contained within one 

payment package for each allocated year on year, the opportunity with the internal 

model is to deliver functions at different time scales and ensure consistent principles 

are applied, which may be advantageous. Service providers for services such as 

delivering marketing content or materials and events, may be done in terms of term 

tenders (three-year tenders) to provide services as and when needed.  

The external model of delivery benefits significantly from the network of relationships 

the service providers (LTOs) hold with local members and industry stakeholders. These 

relationships are often long-standing and allow the LTOs to negotiate with more 

flexibility and execute with more expedience. The internal staff may or may not have 

these networks but may still be disadvantaged by the reluctance of businesses to be 

in partnership with the local authority.  

The future potential capacity of the municipality to provide these services is a low-risk 

concern. The municipality is not a profit-driven entity and is in a stable financial 

position that makes the prediction of long-term commitment to fund these operations, 

valid. While allocations for operations may vary, Tourism remains an important 

element of the local economy, and it will be beneficial for the municipality to invest 

in its development  

However, market responsiveness may be a risk if staff do not become upskilled or gain 

knowledge on market trends. As trends change over time, the organisation must be 

able to adapt with the necessary skills, this may be disadvantageous as if turnover is 

low in the unit, the municipality may not deem it feasible to recruit additional staff. If 

turnover is high, the unit may find difficulty in adapting to the loss of institutional 

knowledge.  

The scoring matrix in the table below is derived from the requirements of section 78 

(1)(a) (ii) and the dimensions discussed in the above. It weighs various dimensions of 

human resource capacity, and each dimension is scored out of five and weighted 

according to the relative importance to the category. A low score (closer to one)  

represents a bad performance and a high score (closer to 5) represents a good 

performance 

 

Table 7: Section 78 Institutional Assessment 

Capacity 

Dimension Weight (%) 

Internal 

Delivery 

Model  

Score (1-5) 

Internal 

Weighted 

Score 

External 

Delivery 

Model 

Score (1-5) 

External 

Weighted 

Score 

Human 

Resources 

Availability & 

Skills Depth 20 1 0,2 5 1 
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Management 

Oversight & 

Strategic 

Integration 10 3 0,3 3 0,3 

Organisational 

& Governance 

Arrangements 10 4 0,4 3 0,3 

Operational 

Systems & SCM 

Responsiveness 15 3 0,45 4 0,6 

Financial 

Controls & 

Budget Stability 10 4 0,4 3 0,3 

Performance & 

Outcome 

Management 10 5 0,5 2 0,2 

Institutional 

Knowledge & 

Continuity 10 2 0,2 4 0,4 

Stakeholder & 

Industry 

Networks 10 2 0,2 5 0,5 

Future 

Capacity & 

Long-Term 

Sustainability 10 4 0,4 2 0,2 

Market 

Responsiveness 

& Adaptability 5 2 0,1 4 0,2 

TOTAL 110  3,15  4 

 

Operational Assessment 
Section 78 (1)(a) (iii) requires that a municipality: 

“the extent to which the re-organisation of its administration and the development 

of the human resource capacity within that administration. as provided for in 

sections 51 and 68 respectively could be utilised to provide a service through an 

internal mechanism” 

Therefore, the municipality must give evaluate whether this function can be absorbed 

internally without compromising the efficiency, responsiveness or compliance with 

statutory obligations of the municipality.  

The internal has a limited impact on the degree of administrative reorganisation as 

the unit will induce itself on the sub-structure and may only cause the redeployment 

of one existing employee. The external model will have no impact on the 

administration as no additional staff are proposed to continue the current model. 

However, this model will induce a greater managerial span for the Manager: 

Economic Development and Tourism, who will be responsible for the additional staff 
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members. The external model limits the span of oversight to be provided by the 

manager who is the project manager and may second senior officials to act on her 

behalf.   

The internal model will require extensive human resource development to ensure that 

staff are well-equipped to execute the unit's function, utilising both internal 

development programs and external training. While such an investment will reap 

benefits for the municipality as staff will become suitably competent and perform their 

jobs satisfactorily, there is a risk that turnover may be high and the investment may be 

lost without having suitable returns. Although these risks may be mitigated through the 

recruitment of suitably competent staff who require limited additional upskilling. The 

external model requires minimal human resource development for the internal project 

managers and the onus is on service providers to remain upskilled in order to qualify 

for their bids and perform their services.  

Operational procedures such as SOPs, performance targets, reporting and other 

administrative mechanisms must be developed timeously to ensure the capable 

functioning of the unit. This, therefore, requires significant support from the Human 

Resources staff within the municipality. Based on the approved Recruitment and 

Selection Policy and internal estimates at least six months are required to recruit the 

necessary staff. In addition, office accommodation would similarly require the same 

minimum time to be completed.  

 If these cannot be developed timeously, there will be delays in the effective 

implementation of the tourism function and may cause harm to the tourism businesses 

and events. However, these can be mitigated through an effective implementation 

plan, whereby the implementation of the internal team can be phased over one or 

two financial years in order to accommodate the administrative preparations. The 

impact of the organisational and financial support on a ready unit must be 

considered. 

Budget Allocation 

(July 2026)

Approval of 
Organogram 

(1 month) 

Confirmation of Job 
description and T-

grading 

(4 months) 

Advertisement of 
Positions 

(1 month)

Long and short-
listing

(2 weeks)

Interviews and 
Selection 

(1 month) 

Appointment and 
Onboarding 

(1 month) 

Figure 6: Estimated timeline for the establishment of the internal unit 
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The tourism and marketing field is highly dynamic, with media of communication, 

technical competencies and markets constantly shifting. The rigidity of internal 

municipal structures does not lend itself to being effective in this regard. Whereby 

contracts, staff, and campaigns are subject to strict processes that do not easily allow 

for change. The internal model, therefore, will not be as responsive to disruptions or 

change as the external delivery model, where the service providers operate outside 

of SCM regulations and can respond to the dynamic market more responsively.  

The scoring matrix in the table below is derived from the requirements of section 78 

(1)(a) (iii) and the dimensions discussed above. It weighs various dimensions of human 

resource capacity, and each dimension is scored out of five. Dimensions are rated 

based on the extent of impact. If a dimension has low risk/impact, it will receive a 

higher score (closer to 5) and if it is a high risk/impact it will be a lower score (closer to 

1). From the table it is evident that the external model achieved the higher score and 

it is deemed more suitable in terms of the operational considerations for this study. 

Table 8: Section 78 operational assessment 

Operational 

Dimension Weight (%) 

Internal 

Delivery 

Model  

Score (1-5) 

Internal 

Weighted 

Score 

External 

Delivery 

Model 

Score (1-5) 

External 

Weighted 

Score 

Extent of 

administrative 

re-organisation  10 2 0,2 5 0,5 

Limited impact 

on managerial 

span of control 10 2 0,2 5 0,5 

Human 

Resource 

Development  15 3 0,45 4 0,6 

Risk of skills loss 

and turnover 5 3 0,15 4 0,2 

Operational 

Readiness 15 2 0,3 5 0,75 

Dependence 

on additional 

(HR) Support 10 3 0,3 2 0,2 

Transitional Risk  10 3 0,3 4 0,4 

Market 

Responsiveness 15 2 0,3 5 0,75 

Long-term 

sustainability 5 4 0,2 2 0,1 

Compliance 

certainty  5 5 0,25 2 0,1 

TOTAL 100  2,65  4,1 
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Development Assessment  
Section 78 (1)(a) (iv) requires that a municipality: 

“the likely impact on development, job creation and employment patterns 

in the municipality.” 

Therefore, the broad economic impact of the tourism and marketing function must 

be considered in terms of the implications the two options have on the 

development of the local economy, job creation and the influence on 

employment patterns.  

Destination marketing and tourism services play a catalytic role in stimulating 

economic activity across accommodation, food and beverage, transport, retail, 

and recreation sectors. The assessment must therefore consider whether the 

proposed delivery mechanism enhances or constrains the municipality’s ability to 

drive inclusive tourism growth, spatial economic diversification and increased 

visitor spend. The internal model places the unit within the section of economic 

development and tourism and can closely align projects and outcomes with the 

development imperatives of the municipality. Through procurement processes, 

local businesses may benefit as they can be prioritised. The external model does 

not make outcomes the aim of the contract, but rather the outputs. While 

development is in their best interest, it is not their imperative. Additionally, the 

development will not be targeted at developing and supporting local 

entrepreneurs.  

Job creation would be the outcome of an effectively developed local economy 

which supports tourism-related businesses. Both models are positioned to stimulate 

job creation, albeit in different ways. The external model, through the effective 

marketing of the region and its attractions, can facilitate the growth of businesses 

and provide jobs through the events which are hosted. However, the jobs provided 

may not be provided to unemployed local persons and it will be unlikely that 

extensive job readiness or tourism skills development programs may be 

implemented. The internal model creates new permanent posts within the 

municipality but also provides the possibility to utilise the EPWP grant to employ 

temporary staff from the municipal area who can be deployed in events, VICs and 

shortlists from the unemployment database should businesses seek local 

unemployed persons. Additionally, both are sufficiently geared to develop jobs 

indirectly through facilitating growth in the Marketing and tourism value chain in 

Stellenbosch.  

While the internal model is largely focused on developing employment for 

unemployed local persons, the external model is more geared to attracting and 

supporting local entrepreneurs who wish to establish their businesses or ply their 

trades in the local economy. Therefore, the internal model may have greater 

effect in alleviating the unemployment challenge many persons face, these are 

for temporary unskilled positions, although not discounting the value work 

experience provides these persons. The external model is better suited for business 

support, which also alleviates the unemployment issue albeit in a less direct 

manner.  
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The external model, particularly where strong stakeholder networks exist, may be 

better positioned to channel tourism activity toward established industry 

participants, potentially reinforcing existing spatial and sectoral patterns. The 

Internal model is better positioned for deliberate policy-led interventions aimed at 

transformation, SMME support, township and rural tourism development. In this 

regard the two models have different approaches and affect different segments 

of the market. While the municipality can use the current models' procurement 

arrangement to promote support to the bottom end of the market, the 

municipality cannot be too prescriptive in the scope of works as it may discourage 

subcontractors to engage in business if demands are unrealistic.  

The scoring matrix in the table below is derived from the requirements of section 78 

(1)(a) (iv) and the dimensions discussed above. From the table it is evident that the 

internal model achieves a greater score, this means that the model is deemed 

more suitable in terms of the development considerations of this feasibility study  

 

Table 9: Section 78 Development assessment 

Development 

Dimension Weight (%) 

Internal 

Delivery 

Model  

Score (1-5) 

Internal 

Weighted 

Score 

External 

Delivery 

Model 

Score (1-5) 

External 

Weighted 

Score 

Alignment with 

Municipal 

Development 

Imperatives 15 5 0,75 4 0,6 

Ability to Drive 

Inclusive 

Tourism Growth 15 3 0,45 3 0,45 

Support for 

Local 

Entrepreneurs 

& SMMEs 10 4 0,4 3 0,3 

Targeted Local 

Economic 

Development 

Impact 10 4 0,4 2 0,2 

Direct Job 

Creation 

Potential 10 3 0,3 4 0,4 

Indirect & 

Induced Job 

Creation 10 2 0,2 2 0,2 

Employment of 

Unemployed 

Local Person 10 4 0,4 2 0,2 

Quality & 

Sustainability of 

Employment 5 3 0,15 3 0,15 
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Transformation 

& Inclusive 

Participation 10 4 0,4 2 0,2 

Spatial & 

Sectoral Equity 

Impact 5 4 0,2 3 0,15 

TOTAL 100  3,65  2,85 

 

Overall feasibility assessment  
The section 78 assessment of the feasibility of the delivery a municipal function 

considered not only direct financial implications, but also institutional readiness, 

administrative impact, development outcomes, sustainability and long-term value 

for money. Each assessment category was translated into a weighted scoring matrix 

to support objective comparison, while recognising that qualitative judgement 

remains essential in interpreting results. 

The financial assessment as required by Section 78(1)(a)(i). From this perspective, the 

internal model represents a significantly higher direct cost to the municipality, with 

estimated annual costs of approximately R13,38 million compared to the current 

external model, which does not require additional staffing, operational expenditure 

or supporting organisational resources beyond existing grant allocations and 

monitoring. Over the medium term, this translates into a material fiscal commitment 

that must be weighed against competing municipal priorities. 

The external delivery model scores more favourably in the short term due to its lower 

visible cost and budget flexibility. However, this advantage is partially offset by 

indirect and hidden costs associated with organisational overheads, limited 

transparency and ongoing dependency on external service providers. The financial 

scoring outcome therefore indicates a marginal short-term advantage for the 

external model, with the internal model demonstrating stronger long-term financial 

governance characteristics.  

The financial assessment found that external delivery model is the most feasible 

option.  

The institutional assessment as required by Section 78(1)(a)(ii). This assessment 

extended beyond human resources alone and incorporated governance 

arrangements, operational systems, financial controls, performance management, 

stakeholder relationships and institutional continuity. 

The analysis confirmed that the municipality currently has limited internal institutional 

capacity to deliver the function in its entirety. The proposed internal model would 

require the establishment of a new sub-structure within the Section: Economic 

Development and Tourism, with the recruitment of at least ten staff. While this would 

promote long-term institutional capacity and allow for outcome-driven 

performance management, it also introduces short- to medium-term risks associated 

with skills gaps, administrative burden and the absence of established tourism 

networks. These may have a detrimental impact on the units performance at the 

onset and have long lasting impacts on the tourism economy.  
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However, the external delivery model benefits from the existing institutional maturity 

of the Local Tourism Organisations (LTOs), including established governance systems, 

specialist skills, proven delivery capability and strong stakeholder relationships. These 

attributes significantly reduce implementation risk and ensure continuity of service 

delivery. However, this capacity exists outside of the municipal institution and 

therefore limits the municipality’s ability to internalise knowledge and directly control 

outcomes. 

The institutional assessment found that while the internal model offers stronger long-

term institutional value, the external model is currently more feasible. 

The operational assessment in line with Section 78(1)(a)(iii) 

found that the internal model would require substantial operational preparation, 

including recruitment processes, development of standard operating procedures, 

performance frameworks, SCM planning and office accommodation 

arrangements. These requirements introduce transitional risk and could result in 

delays during the establishment phase. The rigidities inherent in municipal 

procurement and administrative systems may constrain responsiveness in a sector 

characterised by rapidly changing markets and time-sensitive campaigns. 

The external model, conversely, has minimal impact on municipal administration 

and allows for high levels of operational flexibility. Service providers operate outside 

municipal SCM constraints and can adapt more rapidly to market trends, campaign 

opportunities and stakeholder demands. Operational oversight remains 

concentrated at project management level within the municipality, reducing 

administrative complexity and risk. 

As a result, the operational assessment found the external delivery model as the 

more feasible option.  

In accordance with Section 78(1)(a)(iv), the development assessment 

demonstrated the internal delivery model a stronger alignment with municipal 

development imperatives, particularly in its ability to deliberately target local 

economic development outcomes, transformation objectives, township and rural 

tourism development, and the employment of unemployed local residents through 

funding mechanisms such as the EPWP. The internal model enables closer 

integration between tourism initiatives and broader LED strategies. 

The external model, while effective in stimulating economic activity through 

destination marketing and events, is primarily output-driven rather than outcome-

driven. Job creation under this model is largely indirect and market-led, with limited 

capacity for targeted employment or structured skills development interventions. 

Additionally, strong existing stakeholder networks may unintentionally reinforce 

existing spatial and sectoral patterns. 

The development assessment finds the internal delivery model to be the feasible 

option. 
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Table 10: Comparative assessment of different models of delivery  

Comparative Feasibility Scores 

Assessment Category Internal Delivery Model External Delivery Model 

Financial Feasibility 3,2 3,35 

Institutional Feasibility 3,15 4,00 

Operational Feasibility 2,65 4,10 

Developmental Impact 3,65 2,85 

Average Score 3,16 3,58 

 

The comparative feasibility assessment indicates that the external delivery model 

achieves a consistently higher overall feasibility score of 3,58 compared to the internal 

models 3,16, driven primarily by its superior institutional readiness, operational maturity 

and short-term financial affordability. These strengths significantly reduce 

implementation risk and ensure continuity of service delivery within a dynamic and 

competitive tourism environment. 

While the internal delivery model demonstrates clear advantages in relation to 

development outcomes, cost transparency and long-term institutional value, these 

benefits are outweighed in the short to medium term by capacity constraints, 

operational risk and fiscal impact. The assessment therefore concludes that, at the 

present time, the external delivery model represents the most feasible service delivery 

mechanism in terms of Section 78 of the Municipal Systems Act. 

Recommendation 
Having undertaken a comprehensive feasibility assessment in accordance with 

Section 78 of the Municipal Systems Act, and having evaluated the internal and 

external delivery models against institutional, operational, financial and 

developmental criteria, it is recommended that Council retain the external delivery 

model for the provision of the tourism and destination marketing function in the short 

to medium term, subject to specific strengthening measures and strategic conditions 

outlined below. 

The feasibility assessment demonstrates that, while the internal delivery model offers 

meaningful long-term advantages in relation to development alignment, institutional 

ownership and cost transparency. The municipality currently does not possess 

sufficient institutional and operational readiness to assume full responsibility for the 

function without incurring material potential long-term risk. These risks include 

capacity gaps, transitional inefficiencies, operational delays, reduced market 

responsiveness and increased fiscal exposure during the establishment phase. 

Conversely, the external delivery model consistently achieved higher overall feasibility 

scores, particularly in relation to institutional maturity, operational readiness and short-

term financial affordability. The presence of established governance systems, 

specialist expertise, mature operational processes and strong stakeholder networks 

enables the municipality to maintain continuity of service delivery, responsiveness to 

dynamic tourism markets and reduced implementation risk. the external model 
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therefore represents the most feasible mechanism presently, in terms of the prescripts 

of Section 78 

However, the assessment also identifies inefficiencies within the current external 

delivery arrangement, particularly regarding cost transparency, value-for-money 

assurance, outcome-based performance management and long-term grant 

dependency. These weaknesses do not render the external model unviable, but do 

warrant corrective action to strengthen governance, accountability and 

developmental impact. 

Accordingly, it is further recommended that Council adopt the following strategic 

implementation approach: 

1. Formally endorse the external delivery model as the primary mechanism for 

destination marketing and visitor information services, to ensure continuity, 

operational efficiency and market responsiveness. 

2. Strengthen the external delivery framework by revising service level 

agreements and contracts to: 

− Shift from predominantly output-based deliverables to clearly defined 

outcome-based performance indicators, aligned to the Integrated 

Development Plan and Local Economic Development objectives. 

− Improve financial transparency and reporting, particularly in relation to 

the proportion of grant funding allocated to marketing versus 

organisational overheads by limiting the allocation to a maximum of 

30% of overall revenue. 

− Explore and Implement clearer value-for-money measures and 

performance consequence management. 

− Institute annual reports for both service provider and internal monitoring 
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1. Purpose of Circular 

The purpose of this Circular is to guide municipalities on the implementation of section 67 in 
the Municipal Finance Management Act 56 of 2003 (MFMA) relating to instances when 
municipalities transfer funds to organisations or bodies outside of government, i.e. non-
governmental organisations (NGOs), which also includes nonprofit organisation (NPOs). This 
Circular includes an Annexure, which outlines examples of instances where municipalities 
must follow procurement processes instead of making a transfer payment as contemplated in 
terms of section 67 of the MFMA. Note that the provisions of section 67 of the MFMA are not 
applicable to municipal entities. 

2. Background  

Section 67 of the MFMA outlines a process which must be followed before transferring funds 
to NGOs in instances where such transfers are not for the actual supply of goods or services. 
Where a municipality procures goods and services, even from an NGO, it must comply 
with the procurement processes as required in terms of section 217 of the Constitution, 
read with chapter 11 of the MFMA, the Municipal Supply Chain Management (SCM) 
Regulations and other applicable procurement prescripts, before appointing an NGO to 
provide goods and services to a municipality. Section 67 of the MFMA should, therefore, 
not be used as a mechanism to bypass official public sector procurement legal prescripts as it 
only enables municipalities to make transfers to NGOs in instances other than through the 
normal course of providing municipal services.  

A transfer within the context of section 67 of the MFMA refers to instances where a 
municipality does not buy any item or pay for goods or services, regardless of whether 
it is in furtherance of a municipal assigned or unassigned function. Section 67 of the 
MFMA provides a mechanism for municipalities to make transfers to organisations or bodies 
outside of government, such as nonprofit organisations (which include non-governmental 
organisations and community-based organisations), to enable them to support projects and 
programmes of these organisations. 

Municipalities should prioritise budgeting for sufficient service delivery municipal mandates 
over budgeting for unassigned functions. Irrespective of whether a municipality is performing 
an assigned or unassigned function, section 217 of the Constitution will apply to any 
procurement of goods or services in relation to the performance of the assigned or unassigned 
function. Therefore, section 67 of the MFMA cannot be used to procure goods and services 
from NGOs for unassigned functions. 

In budgeting for section 67 transfers, municipalities must always take cognisance of sections 
62(1)(a) of the MFMA, which stipulates that the accounting officer of a municipality is 
responsible for managing the financial administration of a municipality and must, for this 
purpose take all reasonable steps to ensure that the resources of the municipality are used 
effectively, efficiently and economically. Service delivery must always be prioritised.  

3. Council Policy 

Municipalities should develop and approve a policy to transfer funds to NGOs in terms of 
section 67 of the MFMA to ensure transparency and accountability. This policy must govern 
how a municipality will provide financial assistance to NGOs. Below are some key elements 
that should be addressed in a section 67 transfer policy: 

• Purpose and objectives: Clearly state the purpose, desired outcomes, and impacts that 
the funding aims to achieve. 
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• Eligibility criteria: Specify the eligibility requirements for potential recipients. These 
criteria may include jurisdiction, project alignment with funding priorities, and compliance 
with legal and financial standards. 

• Application process: Outline the process for NGOs to apply for transfer funding. This 
should include details on the application form, submission deadlines, and required 
documentation associated with the application. 

• Selection criteria: Describe the criteria and evaluation process used to assess transfer 
applications. Explain how applications will be scored and selected for transfer funding. 

• Funding amounts and duration: Specify the minimum and maximum transfer amounts 
that can be awarded and the duration of funding support. Address any conditions or 
milestones that may affect funding levels. 

• Reporting and accountability: Define the reporting requirements for transfer funding 
recipients. Explain how recipients will be held accountable for the spending of transferred 
funds. Outline the responsibilities of the municipality and the transfer funding recipients 
in ensuring compliance with the funding terms and conditions. Describe the monitoring 
processes to ensure funds are used appropriately. 

• Payment and disbursement: Detail the method of disbursement. Specify how funds 
can be used. This may include budget categories, allowable expenses, and limitations 
on administrative costs. 

• Amendment and termination: Address the circumstances under which a transfer 
agreement may be amended or terminated and the procedures for doing so. 

• Appeals and grievance procedures: Establish a process for addressing disputes or 
grievances related to funding decisions or implementation, which should also include 
reference to a public process as part of the annual budget approval process. 

• Transparency and public information: Discuss the level of transparency the 
municipality will maintain regarding funding decisions, recipients, and outcomes. Clarify 
how information about the transfer program will be communicated to potential applicants, 
stakeholders, and the public. 

• Legal and regulatory compliance: Ensure that the policy aligns with all relevant laws, 
regulations, and guidelines governing grant-making activities. 

• Evaluation and review: Specify how the section 67 policy will be periodically reviewed 
and updated to reflect changing needs, priorities, and best practices. 

• Conflict of interest: Address conflict of interest guidelines for both the municipality’s 
staff and transfer review committee members. 

The municipality’s section 67 transfer policy should align with its integrated development plan 
and legal requirements and be regularly reviewed and updated to meet evolving needs. 

4. Meaning of “otherwise, than in Compliance with a Commercial or Other 
Business Transaction” 

Section 67 of the MFMA makes reference to “otherwise than in compliance with a commercial 
or other business transaction”. These terms have not been defined in the MFMA and should, 
therefore, be interpreted based on the ordinary meanings of the words within the context of the 
scope and purpose of section 67 of the MFMA, as well as the overarching principles in the 
MFMA. The word “commerce” in general, is defined as the exchange of goods and services 
between two or more persons and “commercial” generally means one is engaged in 
commerce. The general meaning of “business transaction” is the process of executing a 
transaction where goods and services are exchanged between two or more parties. Therefore, 
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this section was never meant to be applied to procuring goods and services for the 
municipality’s own benefit or even in the case where it is not for the municipality’s own benefit. 

In Agribee Beef Fund (Pty) Ltd and Another v Eastern Cape Development Agency and Another 
[2023] ZACC 6, the Court confirmed that section 217(1) of the Constitution applies to all public 
procurement, even if the organ of state is not the direct beneficiary of the goods or services. 
In line with the principle that section 217(1) is “not confined to instances of procurement of 
goods and services by an organ of state for its own benefit or use,” any arrangement in which 
an organ of state procures goods and services, must be done in terms of section 217(1) of the 
Constitution.  

5. Irregular Expenditure due to Incorrect Application of Section 67 of the 
MFMA 

Chapter 11 of the MFMA, read together with Municipal Supply Chain Management Regulations 
apply to the procurement of goods and services. In the context of section 67 of the MFMA, 
where a municipality receives or is due to receive goods or services from an NGO, the payment 
for those goods or services cannot be made in terms of section 67 of the MFMA. For a transfer 
to be in line with section 67 of the MFMA, it must be truly unrequited for the municipality in form 
and in substance - i.e. the municipality should not receive or have not received any goods and 
services in exchange for the transfer to the NGO.  

Therefore, municipalities must not circumvent the procurement processes by procuring goods 
and services from NGOs under the guise that section 67 of the MFMA is applicable. Where 
the municipality procures goods and services in terms of section 67 of the MFMA, instead of 
the applicable procurement processes, the expenditure incurred will be classified as irregular 
as defined in the MFMA. If a municipality pays an NGO without following procurement 
processes, this irregular expenditure must be referred to the Municipal Public Accounts 
Committee (MPAC) for investigation in terms of section 32(2)(b) of the MFMA. MPAC’s 
recommendations must then be tabled at the next available council meeting. Municipalities 
must, therefore, identify and address transactions where section 67 was incorrectly applied, 
as required in section 32 of the MFMA. 

6. Financial Misconduct, Financial Offence and Other Offences 

The irregular expenditure incurred must also be referred to the municipality’s disciplinary board 
for a financial misconduct investigation in line with section 171 of the MFMA, read together 
with the Municipal Regulations on Financial Misconduct Procedures and Criminal Proceedings, 
2014. If there is suspected fraud or the conduct of the officials also amounts to a financial 
offence in terms of section 173 of the MFMA, then the matter must also be reported to the 
South African Police Service for investigation. Municipalities must also take cognisance of 
section 34 of the Prevention and Combating of Corrupt Activities Act 12 of 2004, where there 
is suspicion of corruption involving an amount of more than R100,000. 

7. The Requirement to Provide Audited Financial Statements 

Section 67(1)(a)(iv) of the MFMA requires an NGO that will be receiving a transfer in terms of 
section 67 to submit its audited financial statements to the municipality. Given the various legal 
forms an NGO can take, not all NGOs are compelled to have audited financial statements. If 
the organisation is a nonprofit organisation, then the municipality may, subject to compliance 
with section 67(4) of the MFMA, enter into an agreement with the relevant organisation 
requiring that organisation to submit financial statements that comply with the requirements of 
the Nonprofit Organisations Act 71 of 1997 (NPO Act) instead of submitting audited financial 
statements as required by section 67(1)(a)(iv) of the MFMA. Note that the possible exemption 
from submitting audited financial statements is limited to NGOs serving the poor, as 
contemplated in and subject to section 67(4) of the MFMA. 
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8. General Budgeting Requirements of Section 67 Transfers 

Section 67 of the MFMA read with section 17(3)(j)(iv) of the MFMA, requiring that an annual 
budget tabled under section 16(2) of the MFMA includes details of proposed allocations to 
NGOs. Consequently, the municipal council approves NGO transfers as part of the budget, 
contingent on affordability. The accounting officer, empowered by section 67 of the MFMA, 
implements these transfers according to the approved budget. Municipalities must ensure that 
the proposed NGO transfers are clearly indicated in the budget submission to the council, 
including names of NGOs intended to receive funds. 

Municipalities should start the section 67 process by July of the preceding financial year, 
ensuring provisional NGO allocations are disclosed during consultations on the draft budget. 
The section 67 policy must state that NGO allocations are provisional and subject to public 
participation. If objections arise, NGOs must be given a chance to respond to objections, but 
if the municipality deems their response inadequate, no transfer should be made to an NGO.  

9. NGOs Serving the Poor/ Indigent 

NGOs serving the poor/ indigent are exempted from compliance with section 67(1)(a) of the 
MFMA as stated in section 67(4) of the MFMA, subject to the following: 

• If the transfer does not exceed a prescribed limit; 

• If the accounting officer takes all reasonable steps to ensure that the targeted 
beneficiaries receive the benefit of the transferred funds; and 

• If the accounting officer certifies to the Auditor-General that compliance by that NGO with 
subsection (1)(a) is uneconomical or unreasonable. 

Although section 67(4) of the MFMA might appear to fully exempt municipalities from section 
67(1)(a), this exemption is limited and applies only to specific NGO agreement requirements. 
A funding agreement with the NGO remains necessary, and if compliance is relaxed, the 
accounting officer must certify in writing to the Auditor-General of South Africa (AGSA) why 
such compliance would be uneconomical or unreasonable. The certification contemplated in 
section 67(4) refers to at least a letter to the AGSA. 

The minimum considerations that must be included in the AGSA certification are the following: 

• The relevant factors behind the accounting officer’s conclusion; 

• Why compliance with section 67(1)(a) of the MFMA is deemed uneconomical or 
unreasonable; and 

• The compensatory compliance measures the municipality will require from the NGO. 

The accounting officer’s conclusion must be justifiable, reasonable and fact-specific. 

While section 67(4) does not prescribe a limit on the total transfer amount per year, 
municipalities must consider their budget constraints. Despite relaxed compliance 
requirements under section 67(1)(a), the accounting officer must ensure internal controls 
confirm that funds reach intended beneficiaries. 

10. Section 67 Application Process Timeline 

Transfers in terms of section 67 of the MFMA should be effected in terms of a budget-related 
policy, and should, therefore, follow a municipality’s typical budget process. The following 
minimum steps are relevant to consider as part of a full-cycle section 67 transfer process. 
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Figure 1: Steps in a typical section 67 transfer full-cycle process: 

  

Step 1:

•July: Assessment of prior financial year section 67 transfer payment performance of NGOs that 
received transfers.

Step 2:

•August: Based on the section 67 transfer performance assessment of the prior financial year, 
determine if any changes to a section 67 policy for the new upcoming financial year will be 
required, specifically focusing on if changes need to be made to the sub-allocation of section 
67 budgeted funds as it relates to the different social programs of the municipality as 
indicated by the municipality's IDP.

Step 3:

•September: Compile call for proposals for section 67 transfers to NGOs, including dates for 
workshops to be held as part of the section 67 transfer application process based on the 
municipality's IDP objectives.

Step 4:

•September: Advertise call for section 67 transfer proposals for the new upcoming financial 
year following the normal advertisement protocols, including advertising the date(s) of any 
section 67 workshop that will be held with NGOs considering applying for section 67 transfers.

Step 5:

•October: Conduct a workshop with NGOs concerning the request for section 67 proposals 
related to the requirements of section 67 of the MFMA.

Step 6:

•October: Review the section 67 transfer proposals received to determine the NGOs that may 
qualify for section 67 transfers, who will be subjected to the public participation process.

Step 7:

•October: Review section 67 transfer policy and make proposals for any amendment to the 
policy, if so required.

Step 8:

•November: Based on the section 67 transfer proposals received and the proposed revised 
section 67 transfer policy, proposed the budgeted amounts for the next three financial years.

Step 9:

•March: Based on the draft of the new financial year budgeted figures, determine the 
provisional section 67 transfer amounts that will be paid to the identified NGOs, which will still 
be subjected to a public participation process. 

Step 
10:

•April: Advertise the list of preferred NGOs that are contemplated to receive section 67 
transfers in the new financial year, with the draft budget documents that are advertised for 
public comments.

Step 11:

•April-May: As part of the draft budget public consultation, section 67 transfers to NGOs for the 
new financial year should be covered in the public budget consultation sessions. 

Step 12:

•May: Review public comments received on the proposed section 67 transfers and provide an 
opportunity for NGOs that have received unfavourable comments to respond to the 
comments.

Step 13:

•June: Determine the final list of NGOs that will receive section 67 transfers based on the 
amounts of the new financial year's approved budget, including finalisation of the section 67 
NGO agreements, after which the payments to the NGOs can commence from July. 
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11. Conclusion 

The municipality’s accounting officer must ensure that this Circular, including the Annexure to 
this Circular, are tabled in the next available Municipal Council meeting by submitting the 
Circular to the municipality’s Speaker as an Annexure to a Council item. The contemplated 
Council item should explain the Circular and the impact of the Circular on the municipality’s 
operations and policies. The Circular must also be brought to the attention of officials within 
the municipality, including the municipality’s disciplinary board and the audit committee.  

All clarification requests concerning this Circular should be emailed to mfma@treasury.gov.za. 

 

Contact 

 

 Post Private Bag X115, Pretoria 0001 
 Email – General mfma@treasury.gov.za 
 Website www.treasury.gov.za/mfma  
   
   

 
 
Mr W McComans  
Chief Director: MFMA Implementation 
31 March 2025 
 
Annexure: Examples of NGO payments that do not qualify as section 67 transfers  
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Annexure: Examples of NGO payments that do not qualify as section 67 
transfers 

The National Treasury has observed certain payments made to NGOs in terms of section 67 
of the MFMA for goods and services provided to municipalities by the NGO. Below are 
examples of section 67 payments that should have been subjected to a proper supply chain 
management process. 

The following examples are covered in this Annexure: 

• Payments to NGOs providing local tourism promotion/ facilities for the accommodation, 
care and burial of animal services for which municipalities are responsible; 

• Payments to NGOs in the furtherance of crime prevention, including initiatives to support 
the South African Police Service; 

• Sponsorships to sports teams; 

• Payments to NGOs/ NPOs operating special rating areas/ City Improvement Districts 
(CIDs);  

• Ward projects; and 

• Festivals/ events. 

Payments to NGOs providing local tourism promotion/ facilities for the accommodation, 
care and burial of animal services for which municipalities are responsible 

Municipalities have a constitutional mandate to promote local tourism (Schedule 4B) and to 
provide facilities for the accommodation, care, and burial of animals (Schedule 5B). The 
National Treasury has noted that some municipalities outsource these services to NGOs in 
terms of section 67 of the MFMA instead of following a procurement process as required by 
section 217 of the Constitution. Where tourism promotion and animal care functions are 
outsourced in this manner, any expenditure incurred should be disclosed as irregular 
expenditure if not procured through the prescribed supply chain management processes. 

Payments to NGOs in the furtherance of crime prevention, including initiatives to 
support the South African Police Service 

Where provincial and national functions have not been assigned to municipalities, such as 
crime prevention services, and a municipality partners with security firms to procure, maintain, 
and operate cameras under crime prevention objectives (mandated to the South African Police 
Services), these services must be procured through a procurement process. Paying any 
service provider in terms of section 67 of the MFMA without following the legally required 
procurement process—constitutes non-compliance and must be disclosed as irregular 
expenditure. 

Sponsorships to sports teams or sports organisers 

National Treasury has observed that municipalities sponsor sports teams in terms of section 
67 of the MFMA for various reasons, including promoting local economic development and 
tourism. In some instances, irrespective of whether the sports team uses municipal facilities or 
its own, in order to receive a sponsorship, there will be an obligation to advertise and market 
the municipality. This is the procurement of a service, and it must follow the necessary 
procurement process.  
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When a municipality sponsors a sports team, the sports team or sports organiser’s may provide 
complimentary tickets (including food and beverages) to councillors and officials, which 
constitutes fringe benefits not covered by the upper limits of councillor remuneration or salary 
agreements. This non-compliance triggers irregular expenditure and contravenes Regulation 
10 of the Municipal Cost Containment Regulations, 2019.  

Payments to NGOs/ NPOs operating special rating areas/ City Improvement Districts 
(CIDs) 

Section 22 of the Municipal Property Rates Act 6 of 2004 allows municipalities to designate 
special rating areas and levy additional rates to fund extra services exceeding the standard 
level of service in a specific municipal area. Once a special rating area is established, the 
municipality collects additional rates from property owners in that area. It then pays the 
collected additional rate over to a nonprofit company (NPC) managing the area. 

Payments to the NPC are not section 67 transfers as such payments are made in the normal 
course of business, e.g. paying a service provider for municipal waste collection or paying a 
security firm to provide security services for residents/organisations in the special rating area 
from the additional rates charged. As a result, the payment to the NPC is part of a standard 
business transaction, much like any other municipal service arrangement. 

Ward projects 

The basis of budgeting for ward projects lies in the municipality’s Integrated Development Plan 
(IDP), with each ward identifying and prioritising local needs through its ward committee and 
councillor. These needs, such as youth camps, outreach programmes, and events for the 
elderly, are communicated to the municipal council as part of the budgeting process. Once the 
budget is approved, resources are allocated based on overall budgetary constraints, project 
priorities, and equitable distribution across the municipality. 

Where the municipality appoints an NGO to implement ward projects, the required 
procurement processes must be followed to appoint the NGO. However, if the municipality 
donates funds to an organisation whose primary objective is to pursue social purposes, 
compliance with section 67 of the MFMA is required. 

Festivals/ events 

It has been observed that municipalities host annual events, such as festivals of lights and 
other cultural and heritage celebrations. Where a municipality appoints an NGO to execute the 
event, the NGO must be appointed via a procurement process before any payment is made to 
the NGO for the event services rendered. The municipality cannot simply pay the NGO via 
section 67 of the MFMA.  

Where a municipality procures artists’ or bands’ services to perform at the festival or event, the 
artists or bands must be procured following a procurement process before any payment is 
made to the artist or band for the event services rendered. The municipality cannot simply pay 
the artist or band via section 67 of the MFMA.  
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12.3 STATUS REPORT ON THE OPENING OF THE NPK BUILDING 
 

Collaborator No:   
IDP KPA Ref No:  Good Governance and Compliance 
Meeting Date:  28 January 2026 
 
 
1. SUBJECT:  STATUS REPORT ON THE OPENING OF THE NPK BUILDING 

 
2. PURPOSE 

To provide a status report to Council on the opening of the NPK Building at the corner 
of Ryneveld- van Riebeeck Streets.    

3. DELEGATED AUTHORITY 

Council. 

4. EXECUTIVE SUMMARY 

The Municipality purchased the NPK Building (Erf 1852), located at the corner of 
Ryneveld- and van Riebeeck Streets, Stellenbosch, to house various admin offices 
and state-of-the-art Customer Service Centre. Building renovations were completed 
in June 2023. The ground floor has been designed for the reception and the customer 
service centre while the 1st and 2nd floor is used by the Planning and Economic 
Development Directorate, and the 3rd and 4th floor by Corporate Services Directorate.  

The Customer Service Centre is still not operational. However, it is anticipated that it 
will become operational in February 2026.  

5. RECOMMENDATION 

that Council notes the status report on the opening of the NPK Building. 

6. DISCUSSION / CONTENT 

6.1 Background 

6.1.1 NPK Building 

The NPK Building is a 5-storey parapetted concrete framed building that was 
constructed in 1990 and was purchased by the Municipality for administration offices. 
Major renovations were completed in June 2023. The building is located on Erf 1852 
at the corner of Ryneveld-and van Riebeeck Streets, central Stellenbosch. The building 
is used by the Planning & Local Economic Development and Corporate Services 
Directorates. The Financial Services Directorate will relocate into the building at a later 
stage. The renaming of the NPK building is yet to be done. 

6.2  Discussion  

6.2.1  Current use of the NPK Building: 

The staff of the Corporate Services and Planning & Local Economic Development 
Directorates moved into the NPK Building late in 2022 when the building was safe for 
use, while the practical completion of the renovations were finalised in June 2023. The 
ground floor of the building consists of state-of-the-art Customer Service Centre which 
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will be the first contact point between the Stellenbosch Municipality and its residents. 
The centre will enable the residents to pay their accounts, make enquiries related to 
building plans, municipal accounts, local economic development and service request.  

6.2.2 Renaming of the NPK Building 

The building is currently known as the NPK Building. This name was given to the 
building by the previous owners. However, the Municipality and the Stellenbosch 
residents do not have any connection to the name and as a result the building will be 
renamed. In July 2023, a public participation process was followed in which the public 
was invited to submit proposals to assist in renaming the building. A Renaming 
Committee must be established by the Municipal Manager to assess the proposed 
names in terms of the Policy. An item will be submitted to Council in this regard for 
consideration.   

6.2.3 Outstanding work  

6.2.3.1 ICT at the Customer Care Centre   

Testing of the ticketing system was conducted with the user department and minor 
adjustments are being effected to incorporate the user departments’ inputs and 
comments.  

6.2.3.2 Temporary Occupancy certificate 

The as-built building plans were submitted to the Building Development Department, 
and a window closure was installed in the fire escape for fire compliance. The 
temporary occupancy certificate will be issued in the last week of January 2026.  

6.2.3.3 Changing of Reception Counter 

The current counter at the reception is too small and not conducive, therefore a bigger 
counter will be installed. The Building Maintenance Unit obtained a counter design and 
a quotation from the service provider appointed under the furniture supply tender.  

6.2.3.4 Waterproofing and remedial repairs to the building 

The waterproofing and remedial repairs to the building were completed in June 2025. 
The Property Management and Municipal Building Management Department is currently 
busy with the specifications for the external repainting of the walls and the repair of the 
windows. These were not part of the major repair work. 

6.2.3.5 Biometric fingerprint system and cameras  

The Biometric fingerprint system and cameras were installed in the customer care 
section of the building in late 2025.  

6.2.4 Location and context  

The NPK Building is on Erf 1825, corner of Ryneveld- and van Riebeeck Streets in 
Stellenbosch Central. The property is registered in the name of Stellenbosch 
Municipality and has been zoned as a business.  
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Fig 1:  Location and context 

6.2.5 Legal Framework 

None 

6.3 Financial implications 

Since the Municipality is the owner of the building and initiated the renaming, all the 
cost associated with the building are paid by the Municipality. 

 6.4  Legal Implications 

None 

6.5 Staff Implications 

 No additional staff implications. 

6.6 Previous / Relevant Council Resolutions 

 None  

6.7 Risk Implications 

 None  
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6.8 Comments from Senior Management 

6.8.1 Director: Infrastructure Services 

6.8.2 Director: Planning and Economic Development 

6.8.3 Director: Community Services 

6.8.4  CFO 

6.8.5 Municipal Manager 

 

FOR FURTHER DETAILS CONTACT: 

NAME Ehrel Maletzky 
POSITION Manager: Property Management & Municipal Building 

Maintenance 
DIRECTORATE Corporate Services 
CONTACT NUMBERS 021-8088073 
E-MAIL ADDRESS Ehrel.Maletzky@stellenbosch.gov.za  
REPORT DATE 19/01/2026 

 

 

 

 

 

 

 

 

 

 

 
 

 
  

Page 63

mailto:Ehrel.Maletzky@stellenbosch.gov.za

	ADDITIONAL ITEM/S
	12.2 CONSIDERATION OF SECTION 78 - FEASIBILITY STUDY OF TOURISMRELATED FUNCTIONS
	ANNEXURE 2
	ANNEXURE 3
	12.3 STATUS REPORT ON THE OPENING OF THE NPK BUILDING



