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GENERAL NOTICE

NOTICE 192 OF 2013

DEPARTMENT OF ENERGY

DRAFT STRATEGIC STOCKS PETROLEUM POLICY AND DRAFT STRATEGIC STOCKS
IMPLEMENTATION PLAN

The Minister of Energy, in terms of Section 17 of the National Energy Act (Act No.34 of 2008),
hereby publishes the Draft Strategic Stocks Petroleum Policy and Draft Strategic Stocks
Implementation Plan in the Schedule hereto, for public comment.

Members of the public are invited to submit to the Minister, within 60 days from the date of
publication of the notice in the Gazette, written comments to the following address:

By postto:  The Department of Energy
Attention: Ms Zombango Nondabula
Private Bag x 96
Pretoria, 0001

By fax to: (012) 323 5627 and by e-mail to zombango.nondabula@energy.gov.za

Hand delivered at: 192 Visagie Street, Corner Paul Kruger and Visagie Streets, 6™ Floor.

Any inquiries in connection with the Draft Strategic Stocks Petroleum Policy and Draft Strategic
Stocks Implementation Plan can be directed to Mr Jabulani Ndlovu or Ms Zombango Nondabula
at (012) 406 7520/76/72.

Comments received after the closing date may not be considered.
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Abbreviations

CAPEX Capital Expenditure

CEF Central Energy Fund

DJP Durban - Johannesburg Pipeline
DME Department of Minerals and Energy
DOE Department of Energy

DPK Dual Purpose Kerosene

ESSS Energy Security of Supply Strategy

EWP Energy White Paper [i.e. White Paper on Energy Poli
EIA Environmental Impact Assessment a
IEA International Energy Agency

IE International Energy Program

GDP Gross Domestic Product

LPG Liquefied Petroleum Gas

NT National Treasury
NERSA | National Energy Regufator
NMPP New Multi-Products \
OECD Organization forﬁ%onorr\;ic Co-operation and Development
PESTEL | Political, %%2\&@ -"Social, Environmental and Legal
PetroSA | Petroleum Oil.a

RSA Repliblic of South Africa

SFF -

nd Gas Corporation of South Africa

N\

%

Strategic Fuel Fund Association
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2.1

2.2

SN
\\\\\\\37 al “s

Executive Summary

Strategic stocks of petroleum products are defined as both crude oil and
refined products (petrol, diesel, jet fuel, and LPG), and are physical in nature,
kept for severe fuel supply disruptions or catastrophes. They exclude dead stock

in tanks, pipeline fills, refined products in road and rail tankers, stocks held on
behalf of armed forces, commercial and safety stocks held by operators i,

operators in the oil industry. It is only the Minister of Ener/gyf that

%, 7

state of emergency. Strategic Stocks of petroleum are ;fbrtant component

of any government policy package aimed at cogmg vith a severe fuel supply

disruption that exceeds the level of commeréial s, cks coverage. To date,
itV

soperating in RSA have had no

\

licensed manufacturers and wholesalers

obligation to hold strategic stocks. Stra\i@@i cks need to be seen in a wider

is

\\\‘

context than just supply disruptions/y/////f/ is particularly important given that

crude oil stocks can tie up a large ‘al

////

cost in the context of today's “

&

p rnment. Therefore, the cost of holding strategic
/ A
é;/;ced against the benefits and the risks faced by South

O N ////

he opportunity cost of the investment.

ge ‘\F‘\blitical risks associated with imports, there are other local risks
éatastrophic. The age of our refineries, some of which are over 40

N\

uriblanned shutdowns caused by amongst others fires at refineries are indicative
of the fuel supply risk country is facing.
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2.3

2.4

2.5

\y

Strategic fuel stocks concept and policies are rooted in the 1973-74 oil embargo
created by the Organization of Petroleum Exporting Countries (OPEC)'. During
the OPEC’s 1973-4 oil embargo, the global supply of petroleum products was
drastically reduced. Many countries, especially the OECD member countries,
keep strategic stocks including developing countries such as China, India and
Kenya.

holding of strategic stocks. It states that “Government%
?g/{/////@upply security is

0

country’s strategic oil requirements and will ensure t

O

| mthetic fuels industry,
levél equivalent to at least
%

three months of total consumption (Section 7417/‘“//% he policy has partly been

implemented by the Government owned @ortipaﬁy Strategic Fuel Fund (SFF).

) \\
Y,
W

maintained. Taking cognizance of the capacity of it$
P

South Africa will maintain a strategic crude oil g

ock

.

%,

A\
Yy, N

Y

South Africa needs to have a com

S ‘operating and maintenance costs for both. There is a
) |

D Séuth Africa to change the current strategic stocks policy so

About 30 % of local consumption is from indigenous resources.

LTEIA
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2.6 On 2 December 1998, Cabinet adopted the White Paper on Energy Policy which
stipulates that South Africa will maintain a strategic crude oil stock level
equivalent to at least 90 days of total consumptions. This stockholding is a
benchmark against IEA stockholding requirement and does not reflect South

Africa’s own situation.

2.7
ual to the market share of the
%@ncy stocks.
2.8 ding downwards is premised on the
following considerations:
2.8.1 Risk exposure: Althou ere remain threats to international supplies of

Middle East oil

Wy

came from ’Wes’:African countries during 2010. This implies that there is now

*hold large quantities of strategic stocks against the threat of an

O

ational supply disruption than in the past.
 funding strategic stocks: South Africa, as a developing country is

W
W

ed with many other competing needs. Therefore costs of funding strategic
stocks and the related infrastructure should be taken into consideration when
deciding on the level of stockholding.

301141—B
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2.8.3 Lead times for the receipt of imports: The time it takes to for imports to land

2.9

2.10

on South African shores should be taken into consideration when determining the
level of stockholding. The shorter the time it takes for imports to reach South
Africa, the lesser the quantities of strategic stocks should be held. It takes a
minimum of 21 days and a maximum of 42 days for imports to reach South
African ports of entry. A further 10 -14 days is spent on offloading, refining
transportation from the coastal refineries to inland market.

Government as regulated by the Minister of Energy The 0|\\_\

SR

§ \\\

o

them. The notice
n shaII be issued by

N
&
\,

to release strateglc stocks and the rules of stoc@i@ka@/ /f

the Minister of Energy. The DoE and NT will have {o @nd a better mechanism of
Q™

financing procurement of refined products %Vateglc stocks and the associated

A //

storage and distribution infrastructure tha 1\\ zﬁy on the imposition of a levy on
consumers of petrol, jet fuel and dl%ﬁ”% previously envisaged.

The revised strategic stock /

petroleum products in the

eg/ ntry through the provision of adequate strategic

W
b

such as storage facilities. It has been estimated that a

;uel will however continue to increase. The need to ensure security of supply is at

//

thé/ top of the agenda of both developed and developing countries. Hence the
need for South Africa to revise its current strategic stocks policy.
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3 Introduction and Historical Background of Strategic Stocks Policies

3.01 The global community is more than ever dependent on oil as a source of energy.
By 1974, petroleum was powering transportation, supplying one third of the
industrial sector power and one quarter of the electricity generation.

3.02 Strategic fuel stocks concept and policies are rooted in the 1973-74 oil embarg

drastically reduced. The oil embargo highlighted the |mportanc<,=// of, oif

/
/////////

7
) \\\%g// to disruptions

in supplies. Security of supply was therefore at the heart @‘N@eﬁevebpment of

economies of industrialized nations and how vulnerable they

\\
strategic stocks. ///////// j

/////////
anctions against the former

3.03 In South Africa, the United Nations crude

apartheid government resulted in the estal;lishme
/

insurance against crude oil import dla;uﬁtl@sa

Y,
7
W,

embargo, the volume of crude oil i @;@

of a crude oil stockpile as
Following the lifting of the UN

gradually reduced.

%

3.04 In December 1998, Cabin %cr%t//
N Ty

stipulates that South Africa: should keep 90 days of net imports. This aligns the

¢

f’r However, South Africa is not a member.

-the White Paper on Energy Policy which

/

country’s position to thé I ember countries that have to keep 90 days of

\\\

\

equivalent oil copsumptic

3.05 South Afrl@&?ﬁ economy, like all major industrialized nations, is dependent on the

////
avallabll})/; \\eff/érgy for economic growth and development. The South African

y//t};é s an average of 27 billion litres of petroleum products per year. The
////

%@fncan transport sector is 90% dependent on liquid fuels (South African

//@J// o y Synopsis; 2010). The petroleum industry is also a major contributor to the
Gross Domestic Product (GDP) of the country and as such, disruptions to the
availability of petroleum products often results in economic losses besides social

inconveniences.

2. EIA, Ibid
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In December 2005, the disruption of the supply of refined products resulted in
major industrial and societal loss. Conservatively, it is estimated that a national
non-availability of liquid fuels would cost South Africa’s economy approximately
R925 million per day in GDP 2005 price.®> This raises a fundamental question
regarding the role of government in ensuring security of supply. The International

catastrophes.

3.06 The geopolitical state of the world today coupled with, =
domestic probabilities of disruptions, necessitate that Swi\\\e\fhca re-looks at its
readiness to deal with liquid fuels supply disruptions’ e“ 2 er One of the most

\\\

Vs

important instruments to address this predlcamer\{k\ls

W

policy and a robust security of supply Mategy During 2006 a team of

he use of a strategic stocks

\\\\\

% 3
&

consultants together with the Departmé/ Gcted an investigation to help the

f?ey (SSP) and thoughts on the Energy

=
N
\\\\\

latter to formulate the Strategic Sto
Security of Supply Strategy (ES/S@/ fother study by the Fuel Supply Strategy
o ///// ///

Task Team (FSSTT) was ¢ o?  und e%aken to identify constraints in the entire fuel

\\\\

%’(ﬁ@% vernment as well since the transport sector is dependent on liquid fuels.

ng December 2005, South Africa experienced severe supply disruptions in
the liquid fuel sector which resulted in a number of fuel retailing sites running
dry. Subsequent to these fuel disruptions, an investigation led by Adv Moerane,
SC was launched. The Moerane Investigation looked into, inter alia, business

? Department of Minerals and Energy (DME) report on Strategic Stocks Policy and Security of Supply
Strategy, 2007.
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activities and practices in the entire supply value chain of the liquid fuels
industry; and a review of the existing regulatory and policy framework within
which the liquid fuel industry including the strategic stocks policy. The Moerane

Investigation found that there were serious limitations in the movement of

petroleum products from the coast to inland and that the current strategic stocks

obligation on licensed manufacturers and wholesalers to hold

on the work that the Department had already started tck\ﬁg\g% |

3.1.3 The supply disruptions in December 2005 hlgthhe need for Regulations
regarding strategic stocks to be held by lice x§\\§ok\manufacturers and wholesalers

////

to be implemented. The approval of t
\\\\\\\\\\

underpin regulations intended t\

products in the country thro\\\\\ igh /%j;he//j%rowsnon of adequate strategic stocks and

/
4

as storage facilities and pipeline capacity. It will be

//

o
o

¥

accompanied by a tngger and release mechanisms to deal with crisis events.

strategic infrastructure su

3.2 Geographiclo ati South Africa in relation to product sources

3.2.1 There arwmsgs attached to the use of trade routes which may also have an

// ///
%//%
\\\\\\

\\\\ \\\

r*fd a\@\ cean. South Africa’s position between the North Atlantic and the

impact o ///c\ t of the vessel. This is already happening as result of piracy in

dle
\\\
\§

§§(§west markets without major logistical restrictions imposed by for example,

“East producers allows it to source energy supplies from both the east

///

the Suez Canal, Panama Canal and Strait of Malacca on other countries.
However, being at the southern tip of Africa, South Africa is far from all
international oil markets .It takes approximately between 21 and 42 days to ship
products to its shores from any of these sources. Thus in the event of a market
failure, the country needs to have stocks available to cover the time to ship

8
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3.3

3.4

products into the country which in RSA ‘s case, is a minimum of three weeks
(21days). It takes a further 10 to 14 days to offload, refine crude oil and
transport refined products from the coastal refineries in Durban to the inland
region.

Logistical infrastructure constraints By

N

In South Africa, about 60% of the approximately 27 billion litres of petro
products consumed in the country have a market in the inland regfé

y

mainly comprises Gauteng, Limpopo, Free State and North Weste Bvinces.

Availability of effective and efficient transport infrastructure is //c t to moving

i Pipeline (NMPP)
which was commissioned in early January 2012 has r@ﬁ“&ﬁ/@d the constraints of

\
G\ D

the existing Durban-Johannesburg Pipeline (DJF wh; h'was seriously volume
aplemented with adequate

\\\\

products to these markets. Fortunately the New Multi Pr /ﬁ@
//

A

//////

Rl

constrained. However, the NMPP has to be "¢

receiving storage facilities at the end of the pegme There are constraints in the
depot storage tanks, and port related ¥

facilities. All these can disrupt the%g \?/’e ent of products from the sources of

/////////

supply to the market. The % iyale &

invest in expanding capa@ Gl\/eh the urgency of the current infrastructural
/ g

—_

&Jre is the backbone of the energy value chain. It is

N

| |

\
B\F\e ks in this part of the system are cleared.

Y
R

S

staf&o@/ned is presently the custodian of strategic stocks. It was established in

\\QS by the Government to co-ordinate the acquisition and management of

strategic stocks in South Africa. Up to early 1990s SFF was charged with the
purchases of all crude oil supplies for the South African oil industry. SFF held
both strategic and commercial stocks. Post 1994, SFF manages crude oil
strategic stocks of on behalf of Government.
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International Benchmarking on Strategic stocks

Emergency stocks, technical redundancy or reserve margins are used by
developed countries to minimise supply disruptions of oil products. In the
petroleum sector, the notion of strategic stocks was first introduced after the
1973 oil shock. The aftermath of the oil crisis saw the formation of the IEA which

was mandated with the task to coordinate purchases of oil during a future sh

and coordinating the drawdown of reserves during a crisis period. \\1\\@

member countries currently hold 90 days of net imports and ther
increase the cover to 120 days®*.

The IEA is an autonomous agency linked with the Organuzaﬁ@ 61’ Economic Co-

W
¢

is to ensure energy

operation and Development (OECD) whose core aqgm

N

mber countries that are

//// \
securlty for its members. At the moment there an/a// /\

\\\\\\\

nplement the International Energy Program (IEP)

e IEP Agreement, participating countries’ commitments

through the IEA. Und
/ﬁm/érgency oil reserves equivalent to at least 90 days of net

include maintainil

oil imports;: /owaxﬁg‘ programmes of demand restraint measures to reduce

national or C
in the. é%ri
. /// W

é\% their policies reviewed by peers every four years. The legislative framework

3

nsumption; and participating in oil allocation among IEA countries

a severe supply disruption. Furthermore, individual countries

theh used to oblige both government and industry to hold a prescribed quantity
of product as strategic stocks. To be eligible to join the |EA, prospective
members must have a strategic stocks policy and must be members of the
OECD.

*IEA, ibid.

10
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Developing countries such as China, India and Kenya also keep strategic stocks.
In South Africa, the Department of Energy has conducted an extensive study on
strategic stocks with the aim of ensuring security of supply. In general, the study
indicated that the formulation of a country’s strategic stocks policy and security of
supply strategy are matters influenced by many factors; such as the nation’s own

energy productlon capa0|ty the country’s own strateglc reserves, pI'OXImI

\ 5
continued availability of quality products throughout th%\\\\o\
\\\\ N

further notes that, “The maintenance of adequate eum reserves and

£
L

stocks remain a strategic imperative for any ersle " %/npartmg country™.

N

stipulates that South Africa will maintain a ‘“|c crude oil stock level

equivalent to at least three months total comurpptlon putting the country in the

same position as the IEA member co%&(%//%«iho are required to hold 90 days

\\\\\

\
SN

¢
4

stocks of total consumption.

\\\{gy supply shortages in various countries. It is critical for

mechanism constantly reviewed and strengthened to ensure that they

are adequ e\ effective to respond to sudden and sharp supply disruptions.

|

n.org rW brldge the gap between the current situation and the desired end-
/////////// N
,//

//// sta t%; diversification of supply, development of adequate logistical infrastructure
rd

U,
///

stich as port facilities, pipeline capacity, depot storage and provision of adequate

\\\\

\\

strategic stocks products need to be prioritized.

5 White Paper on Energy Policy, 1998

11
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With regard to diversification of supply, the country should focus on, amongst
other things, optimizing the energy mix and diversification of supply sources. The
South African Government can play a key role in directing the use of certain
energy carriers to ensure diversity of supply. The use of coal to liquids (CTL), gas
to liquids (GTL) and renewable energy are some of the measures that could be

utilized to diversify liquid fuels sources. Investment in crude oil production by ik

The EWF*\\
requwegﬁf/ S\\\and will ensure that supply security is maintained”. Cabinet

/%

p: \ the White Paper on Energy Policy on 2 December 1998. It stipulates
&,
//////that %outh Africa shall hold the equivalent of 90 days of total consumption, taking

%,

//qﬁ izance of local production from indigenous resources. This aligns the

\

country’s position to the IEA member countries that have to keep 90 days of

equivalent oil consumption.

South Africa will introduce a mixed system of holding strategic stocks. In terms
of Sec. 17 (1) of the Energy Act of 2008 ( Act No. 34 of 2008) the Minister may,

12
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6.1

6.1.1

in a prescribed manner, for the purposes of ensuring security of supply, is
empowered to direct any state-owned entity to acquire, maintain, monitor and
manage strategic stocks. The South African Government shall own reserves
which will be in the form of both crude oil and refined products. Furthermore, in
terms of Sec. 2(1) (g) of the Petroleum Products Amendment Act, 2003 (Act No.

or petroleum products to be kept as strateglc stocks by any entity. '\R\@

industry shall therefore, be obliged to hold mandatory strategic stocks@@ are

/I////

////

shouid be made available to accommodate the storage an r /sbortatlon of

//////

D

over and above the operational stocks for the specific company f@s ructure

strategic stocks.

Strategic Stocks

Stock holding structure

////
The SFF, a subsndlary of the CEF gro&& ébal/r/keep reserves equivalent to 60

- //////////

N nd refined products on behalf of

wholesalers shall be obliged to keep

/

14 days of refined product W ///g/ thelr annual market share or import share

//

////

of the previous calendar year as mandatory emergency stocks over and above
their normal commerc;él stocks and such stock shall be accumulated over a
//

period of five years\“ﬁﬁk Tocation of such mandatory stocks would be determined

%/\\

by the Ilcegsecf

/w///,//

S

U //éﬁufacturers and wholesalers themselves based on the
W

proximity %f%\&k\\major markets. Commercial stocks consist of two components,
the ope%"

\

/)1&1 stocks and safety stocks. Operational stocks are stocks required

| 4

//
¢
\

\

%%e%/ icethe market and safety stocks cover local disruptions of the market. The

U ‘\\

%

\\\\

€, ;na%atory strategic stocks shall only be released on instruction from the Minister

of‘Energy

The products to be kept as strategic stocks shall include diesel, petrol, jet fuel
and LPG. Natural Gas will be dealt with separately in terms of the Gas Act. The
product split will depend on the consumption pattern. Generally, statistical
evidence contained in the Strategic Stocks Review Report (Task 135) has

13
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projected that there will be relatively more diesel, required followed by petrol, jet
fuel and LPG. LPG is expected to increase with time given the anticipated
increase in LPG consumption. This then implies that paraffin in the long run may
diminish as it may be substituted by LPG.

6.1.2 Review of the strategic stocks levels

v / ’

f“/ basis

to initiate a review on a different period. ////%

///

6.2 Strategic stocks infrastructure

facilities was conducted. All the .strz

\x\\\\\\\ %

South African soverelgr} state.to ensure full control in the event of an incident.
Transnet Pipelines ine gé sed the capacity of its NMPP from the initially proposed

// R
sixteen (16) mcl@ﬁ @@er pipeline to a twenty four (24) inch diameter pipeline to

ﬁ;@%f\fnca has currently one 700 Km pipeline used to transport refined
t@eum products called the Durban-Johannesburg Pipeline (DJP). This
p|peI|ne is reaching the end of its economic life and is being replaced by the
NMPP which was commissioned early in 2012 to transport diesel only for a
period of two years. Once the pipeline is fully operational petrol will be
incorporated and the DJP will be decommissioned. The extra capacity built into
the NMPP constitutes a strategic reserve capacity which is above the normal

14
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6.2.2

market and commercially viable capacity. This reserve capacity is a strategic
capacity and has been financed by all petroleum products consumers through a
security of supply levy.

The Department has made an estimation of the extra capacity needed to move
strategic stocks. An assumption was made to make a determination of :;the

quantities of strategic stocks required. Such an assumption was partly base:

the volumetric capacity required to accommodate any strategic stocks nent

from the coast. The NMPP has sufficient capacity to service the marke // é’mand

N \\§\

di Kp’uons and
///// \
{%\?ateglc stocks

// //
W
o
////

need to be replenished within 3 months to the ongma@@@ s while commercial

including the shortfall and depleted stocks due to inland refine
replenishment of depleted strategic stocks. It is estlmate

stocks need to be replenished within the perio %fthé\@ver that is 3-6 weeks.

\\\\
\\\\

This requirement will be met by the NMPP as it is %b]e of moving product on

/”///////

high demand. It should be emphasized that the release and the replenishment of

% \

strategic stocks do not involve any sale \t?ap

Y
L ]

Storage infrastructure

\\\\\\\\

Accumulation and holdlng\\\o

\ >

need of reflned/é%réidu \s strategic stocks will require the construction of new

tanks. Tr%\\galcu/@hon of the cost of investment in storage infrastructure and

\\
N\

additional %t/o ks is shown in the summary of infrastructure and inventory

\fs as per table below. If the costs were to be recovered from the

/

§\ //ers in the form of a levy, the cost per litre to consumers for investing in
\ @overnment owned strategic stocks will be approximately R0.06 per litre on
stored products except paraffin over a period of 10 years. However, an
alternative funding mechanism will have to be agreed to between the DoE and
NT. The industry strategic stocks costs will be recovered through the regulated
fuel pricing mechanism.

15
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Comparison of costs and infrastructure requirements for strategic stocks
of refined products at stock holding levels of 30, 60 and 90 days
respectively.

Table 1: Summary of infrastructure and inventory requirements in 2010 [Net Imports]

Total Strategic | 30 Days 60 Days 90 Days

Stocks

Refined 10 18

products(Net

Imports

Crude Oil 14 (No increase in | 42 (Increase by///% 80 (Increase by 10
stocks) days) %///,, | days)

&

1]

Volume stored (in | .676 billion litres | 1.22/billior 4.06 billion litres

refined products) Nl

Tanks required 35 203

Depot Capex R3.15 billio R5.58 billion R18.27 billion
Inventory Costs@ R%Z//// illio R4.87 billion R16.23 billion
R4/per litre K »

Tariff RO0.06 per litre RO0.23 per litre
Payback 10wears ®

2

: based on 2005 economic assumptions.

16
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6.3

6.4

6.5

6.6

////

Procurement, maintenance and management of strategic stocks

The Agency shall be responsible for procurement, maintenance and
management of strategic stocks held by it on behalf of Government. SFF would
be obligated to report back to the Department of Energy the stock levels on.a
monthly basis in terms of the Petroleum Products Act as amended. X

Location Q
%f‘/‘/ \\ \\\\

control requirement for refined products; these have to be‘rotate d at least every

////////4& \\\\\

three months and therefore, they have to be close t0,0p ;g}ng facilities.

by

Monitoring and Non-compliance

All companies with stock holding obhgatfen*&ih@l be required to submit monthly

W,

\\\\\\\

reports on their relevant stock eve \\\iQ »the Department of Energy. Any

// /\\\
gﬁd if confirmed, penalties should be

\\\ ////
N

“um Products Act. The details of this wili

\\
\\\\i\
\

infringement should be mvestlg
imposed as provided for in F*ek

be in a Regulation to be prc///f Igated by the Minister of Energy in this regard.

/
# %

\
L

&r and release mechanisms
%

K

/

g

One of the deﬂd
have a st%?@zwdown mechanism. A Liquid fuels emergency caused by the
shortei\\g%gi// de oil and petroleum products shall be declared by the Minister
&g?%ﬁer consultation (where time permits) with the National Liquid Fuels

ency Management Team which would be constituted by the Department

// Vi,

\\3

o*'ﬁ'lals senior industry executives from Licensed manufacturers and
wholesalers, Transnet Pipelines, and other interested parties as well as co-
opted members from other Government departments/stakeholders. The notice

to release strategic stocks will be made by the Minister and the release of

17
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6.7

7.1

7.2

products will be co-ordinated by SFF in collaboration with the Department of
Energy.

Financing of strategic stocks

A model was developed by consultants for Task 135 who worked on Strategic

-
///\\\\\*‘\‘

the

country. In order to avoid such a cost, the Department of Energy/ AN n@}}% tional
// //////// k2

the required

\\\\\\\
the economy with severe negative socio-economic consequences T@

\\

///,
/////

before.

Roles of other institutions

Transnet pipelines

Transnet Pipelines can plgﬁ W}\ n the provision of storage facilities that will

/
W,

ensure that quality contro@ of refined products are adhered to; (i.e. stock

A

rotation).

Black Ecom; mpowerment Companies

\\

e %\ o

/SFF building all storage tanks, Black Economic Empowerment

N\

r%anles which have storage facilities can lease these to SFF for the storage of

refined products.

18
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7.3

Nersa

Nersa can also play a role in the identification of uncommitted storage facilities or
new storage facilities that can be used for the storage of strategic stocks of
refined products.

Conclusion

during declared emergencies only. It has been estimated ;ggi
supply will cost South Africa a billion rands per day bui Kance for security of

\\\\\\\\\
N \\\\\

supply will cost an estimated R1.62 billion per year ba /% estimated volume of

///////

27 billion litres per annum multiplied by R0.06 per* ‘*'\\\@\ithe latter being the levy or

premium pald by consumers of petrol, Je’g fu% a d diesel) The opportumty cost of

ent more than ever before and it is at the

N

Ny
N\ Ry
-
\\\\\\\\

vejdped and developing countries.

/////////

South Africa needs to have“g
following in place:- the f@:k holding requirements for government and mandatory

for industry; pro%;

comprehenswe strategic stocks policy with the

N
N

O \\\////
S % infrastructure to move and hold the stocks, fundlng
//////
mechamsm\t ;the

//{
be dev Iégé@ and understood by stakeholders. Monitoring and non-compliance

m sUres must be in place. Government needs to put in place the penalties for
infr

/gément of stock holding requirements. The approval of the proposed policy
will alleviate the challenges and ensure that South Africa has a strengthened

response mechanism to fuel supply crises.

19
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STRATEGIC STOCKS IMPLEMENTATION PLAN
1 INTRODUCTION

The implementation of the strategic stocks policy would require Government to invest
in storage facilities for refined products strategic stocks or alternatively to rent such
facilities.  Although licensed manufacturers and wholesalers do have storage
facilities, these are alleged to be inadequate to accommodate strategic stocks.

2 STOCKHOLDING

petroleum products from July 2014 as strategic stocks.

3 LOCATION OF STORAGE FACILITIES

Strategic stocks of refined products should ideally . j:)e tored in storage facilities

closer to the market and may be kept with othe t\gl(fs of stocks; e.g. commercial

stocks. A separate tank, tank farm, storage: é processing complex as well as

some other facilities complying with techmc%k%nd environmental conditions shall be

deemed to be a storage facility. Storag
Ve
would have to be located in the nﬁ

nks for refined products strategic stocks

of operating facilities and be connected by

pipeline in order to allow for statk rotation.
N

4 STOCK MANAGEMEN:

\
e //////{/F/\

/lonal basis per product group. Product groups are defined as Diesel (all grades);

Petrol (all grades); Jet (Jet A1, DPK); and LPG.

normal supply chain. The stocks levels shall be measured on a regional and

4.2 Party responsible for procuring, maintaining and managing strategic stocks

The entity responsible for procuring, maintaining and managing strategic stocks is
called the responsible party and is defined as follows:

A responsible party
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* is a wholesaler who is also a refiner and / or importer of petroleum products
as defined in the Petroleum Products Act,
Or a designated Government Agency duly instructed to hold the strategic
stock on behalf of Government e.g. SFF currently keeping crude oil stocks.

* s the party responsible for procuring, maintaining and managing the strategic
stock volumes as regulated by the Minister of Energy.

* is obligated to report stock levels.

responsible party should hold the stocks throughout the supply chainf\{ w;th%he bulk
\ N
thereof as close to the market as dictated by the supply infrastructure, ;

A responsible party could store the stocks in its own facug%%s/é/or that of third parties.
Where stocks are stored by an independent third ga%\T«;}\é@‘sponsible party needs to

A

ensure that such third party terminal / depot op
the facility on its behalf. The ultimate respgns\@kt&]‘
thus if a third party should default, the res
the transgression. /

r“feports the stocks kept within
s with the responsible party and

7

ponsible party will be held accountable for

N

Where a responsible party is a -at a storage location managing stock on behalf of

another responsible partyr e.g: joint terminal operations, each company’s stock

entitement in the storage. focation should be reported separately. If a company

D
needs to move { %e location to another for strategic stocks management

Th “has to be notified of a responsible party’s intent to move stocks from one

cﬁ\ange. This is to ensure that the DoE can satisfy itself that the necessary systems

on to another or between hosting parties four weeks in advance of such a

and reporting changes have been implemented and that the reporting requirements
will be seamless when moving between hosting facilities. The physical accounting
and commercial arrangements between the various parties to effect such a change
should be done in a manner to ensure that the reporting for strategic stocks purposes
is not interrupted.
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4.3 Staff implication

The allocation of staff in the monitoring and reporting of strategic stocks would be the

responsibility of the responsible party.

4.4 Stock management systems

To effectively and efficiently manage and report product stock levels within the oil

industry supply chain by all obligated stakeholders, current technology and systems
implemented by industry should be utilised. The daily stock dips tak

equipment on tanks linked to a depot management system or manual di

and captured in a system. In most cases oil industry depot systé
location.

As the strategic stocks will be intermixed/co-mingled % perational stocks, it would

not be prudent to attempt to split the stock:/ho |ﬁg records into strategic or

o

operations for reporting purposes. The mjn\ ar evel of stocks per product per
region to be kept in the supply chain hy/mﬂustry would be equal to the volume
\\Eggregated stock information will enable

%

Industry stakeholders and SFF to-see.what the stock positions in the country are and

of the strategic stock required.

what level of stock is being ki Qvér and above the minimum strategic stock levels
in the designated regions Thué all stakeholders that are required to keep strategic
stocks would be requj\\f%cf o report the actual current stock levels per product per
location. This & mation can be obtained by direct electronic data
between a stakeholder’s system (e.g. SAP/JDE or other ERP

entralised stock reporting system.

'[ransfer/meag~

systems) afd.2

N .
' Frequency of reporting

As’a condition of license the industry stakeholders are required to furnish the DoE
with information on a regular basis. For strategic stocks purposes, the licensee will
be required to report stock levels on a daily basis. The exact time and formats still

need to be agreed with oil industry.
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4.6 Funding of strategic stocks - recovery of a strategic stock levy

Strategic stocks kept by licensed manufacturers and wholesalers shall be financed
by individual companies. However the consumers shall compensate oil companies
through the pricing system.

4.7 Reporting functionality

The stock management module for the centralised stock management system,,

have the following functionality:

%

bove a minimum

at regional g 1ational level. A function will also exist to view the data per regions,
A7,

where. "iae/glﬁc regional targets are indicated. Each of these regions will be linked to

‘cc\) pany per product for a specific calendar year.

N

4.8 Stock Management System Functionality

The system would typically have the following functionality:

» Stock recording per location per responsible party
* Integration with ERP systems to receive data daily

* Management Reporting and Trending of Stocks
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* Event and early warning management system - advanced notification of stock
movements between location

* |ncidence reporting and management

* Revenue to be recovered by DoE - declarations and payment advise; and
payment receipts

» Strategic Stock Claims paid by DoE - claims status and payments made

* Reconciliation and slate account status

4.9 Strategic stock holding waiver

notify the DoE and the applying responsible party by e-mail a\nd\ MS (if required)
E\N

that a waiver application is pending. The DoE has to respond’ 'submission within

* Name of the responsible party
* The reason for the application
* The products and volumes pe\
¢ The distress period

* Mitigating steps taken he responsible party

-

1
Y,
1
4//’/ 7
/4"/

An application for a waiver can be submitted for pre-defined situations. These are
maintenance to facilities; destruction of facilities; physical loss of stock, and

emergencies.
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4.10 Statutory and other maintenance of tanks and storage Facilities

Where extraordinary maintenance is planned for a company’s tanks, and ullage is not
available, such company should increase stock holding at third party locations to
ensure that the minimum level is not compromised. If ullage is not available in the
market, the company must approach the DoE for a waiver of the minimum stock
level, which will only be granted once the DoE has appraised itself of the facts.

If such waiver is granted, it will be for a specific responsible party for a §\g 4 {
product and for a specific period; or the start date will be indicated and the n;ymﬁwf/n
period of the waiver. The waiver should also indicate by which date the s @eglc
stocks should be replenished at its required level, i.e. cut off date.

4.11 Destruction of facilities and or loss of product

immediately of such event. The mechanis

¢ i,
incident will impact supplies to nei T\Q\uﬁng countries, such countries need to be

notified.

The DoE will, with the rele;/ant parties, assess the situation and issue a waiver for the
iy
applicable strateglc sf/ )\é for a perlod mutually agreed not bemg longer than 3

where after. )%,e *uatlon needs be reassessed and an extension to the waiver

pr! a@\ d facility. The waiver will only be for the volume of products at a specific

éfatlon in distress. Where the volume of product in distress exceed 40% of the

\

strateglc stock in any region, the responsible party(s) will be required to hold stock at
an alterative location (could be in a foreign country if no alternative is found locally)
for the period while the depot or terminal is being rebuilt. Once the depot or terminal
is operational, the stocks will be transferred from the foreign location to the specific
depot / terminal. Thus the following table would apply to determine when stock

needs to be kept in an alternative location.
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Table 1: Regional stock loss triggers level

s
D - il

10 “ 4.0
14 5.6
18 7.2
22 8.8
26 10.4
30 12.0

4.12Release of stock during emergency

The trigger for a major supply problem is when 7% of s\ fm/é)disrupted for a period

exceeding 30 days. The trigger for a supply crisis.i \r??% of supply is disrupted

decision by the Minister as advise

%

stocks to mitigate the impact of an emergency

écision to release strategic stocks the Minister will issue an

N\ Uy

/\wa pected duration of the emergency

N

€X
» date from which stocks should be released

“The products and quantities that should be released during the emergency, if

crude the volumes and which refiners

* The replenishment strategy
* The parties that should release strategic stocks
* The demand management actions i.e. what level of restraint needs to be

implemented. Light, intermediate of heavy handed measures.
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The date and conditions of the emergency release will be recorded in the strategic
stock system. The Industry and DoE will continue to use the system to monitor stock
positions countrywide.

The National Liquid Fuels Emergency Management Team and the Oil Industry
Logistics Planning Team (operational) (LPT) will convene within 24 hours. The
National Liquid Fuels Emergency Management Team will comprise of senior industry

1,

executives from licensed manufacturers and wholesalers, Transnet, Departmen

Transport and other interested parties.
Kol '

The forum consisting of the two groups will monitor crude and product avaitability and

provide advice on logistics and demand management solutions & uired. The

group will plan the release of the stocks, the timing thereof and itigating actions

to be taken. |If required a fair sharing arrangement will~ greed between the

parties. The National Liquid Fuels Emergency Managggj@ﬁ

0, N

,, )/*}(\et impact, and the status of

Team will report to the

Minister on a weekly basis indicating progress an¢

F A

any mitigation actions that have been implemggf\te The leader of the Oil Industry

Logistics Planning Team will report to, ational Liquid Fuels Emergency

%

Management Team Chairperson on a%,Ly basis the implementation progress and
market feedback. vl

If the problem is of an onsho I fz\\c‘:\‘al nature and crude and product are available

4

from international sources,‘tﬁwaf/j/ai‘ industry will continue to import product to satisfy

N

the demand shortfall. Im diate action should be taken to ensure replenishment of
strategic stocks.

an offshore nature, i.e. either crude and or product supply is

If the problem is.

.

N

N

‘emergencies, within the framework of such agreements.

If the problem is offshore supply logistics the Government needs to call upon
agreements put in place with shipping companies. Here the Government needs to
interact with local shipping companies to ensure that they would be able to supply the
required shipping in case of international shipping emergencies. A formal agreement
could be structured to ensure that tanker capacity (product and crude) will be
available. Currently South Africa receives at least one VLCC per week. To implement
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this, an inventory and capacity of tankers with local ownership, needs to be kept

which can be called upon in case of an emergency.

4.13Fines

The following fine structure will apply when strategic stock levels at the national level
fall below the required regulatory levels published by the Minister from time to time
and no waiver is in operation at the time.
Table 2: lllustrative Fine structure

- Natu re of offence

First offence R20 million

Second offence R60 million
Third offence R200 million
Thereafter R200 million per offence

g for any transgression and fines can be

levels if required.

(Note: The UK imposes unlimited:«

\\ :

otentially on individual officials and directors of the

\\/////////
company) s

imposed on a company and

The fine applies ir Sp\&\

ted. If two product groups are under the required level for

aéeount. If payment is late by a day, an additional 10% fine will be raised and added
to the original fine. Thus for a late payment of a first offence, the total fine would be
R22 million.

Fine payments due by a responsible party and settlement of all penalties should be

recorded in the centralised system. The funds received from fines should be used
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towards the administration and funding of strategic stocks and associated facilities

and should not go to the general fiscus.

The offending party may approach the Minister for a reduction or cancellation of the
fine. Such application should be in writing and the reason for reduction or
cancellation clearly stated. An offending party has 7 working days to lodge such a
request. The Minister will apply his/her mind and respond to the application within 7
working days of receipt thereof. The Minister’s decision on the matter is flnal

///

If a refund is due (all fines, including the 10% late payment flne) and the omgs are

’z

glven %aklon are identical. The DoE may employ the services of competent 3™

///

pa ﬁ\f\%e@’fo do such audits on its behalf.

\.\\\\\\\\\\

The auditing party will visit depots unannounced. The stock levels reported the
morning of the visit on the system should be verified with depot personnel, by actual
manual dipping of a selection of tanks. Where a tank is being operationally utilised,
either, product pumped into or out of, a calculation should be done to verify the
validity of the morning figures. If this is not possible due to operational reasons, it will

be noted and recorded in the system.
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The auditor will record the audited numbers against the relevant stock tanks in the
system and this will be verified by the depot manager. The figures will then be
accepted as the audited figures and any discrepancy from the daily stock figures
needs to be explained by the depot manager. The manual dip has to be less than
0.1% of the daily dip figure for a tank with no tank movements.

The Auditor-General should confirm that the system is in good order and that the

prescribed stocks are kept as per regulatory requirements

parties keeping product strategic stocks.

4.16 Stock draw

'7 ////
3 Ian i.e. when the crude should be replaced

r@aeon for the stock draw could be for national emergency or stock

$ round requirements.
,///////,,
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