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GeNERAL NOTICE

NOTICE 886 OF 2012

DEPARTMENT OF ENERGY

PETROLEUM PRODUCTS ACT, 1977

DISCUSSION DOCUMENT ON THE REVIEW OF
GATE PRICE OF LIQUIFIED PETROLEUM GAS

MAXIMUM REFINERY

The Minister of Energy intends to review t

Vaximum Refinery G
 Petroleum Gas under section 2(1){c) of 1 troieu Gicis 7

troleus ducts Act,i

Department of Energy
© 192 Visagie Street
Corner Paul Kruger and Visagie Street
Pretoria
0001; or
(c) Email to; .muzi.mkhize@energy.qov.za or jabulani.ndiovu@energy.gov.za

Comments must be submitted within 30 days of the date of publication of this notice.

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

DEPARTMENT OF ENERGY

energy

Depardment:
Energ
REPUBLIC OF SOUTH AFRICA

192 Visagie Street, Cnr Paul Kruger and Visagle Street, Pretoria, 6001
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" DRAFT REVISED MAXIMUM REFINERY.GAS PRICE OF LIQUEFIED PETROLEUM GAS

(LPG)
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Draft Revised Maximum Refinery Gate Price for Liquefied Petroleum Gas
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Purpose of the document

This document outlines the Draft Maximum Refinery Gate Price of Liquefied Petroleum
Gas (“Draft MRGP") which is primarily aimed at ensuring that liquetied petroleum gas
(LPG) is properly priced-and aligned to the strategic thrust of the Department of Energy
(DoE) to ensure security of energy through diversification of energy resources with LPG
informed by the inadequacy of

being a significant part of the energy mix. The review is
the existing MRGP to support the importation of LB

+In view of the very limited

domestic. production of LPG compared to the peak nd of LPG and Government's

efforts to promote its use for thermal purpose

Vision statement

To implement a well-considered’ s

MRGP in é’UbIPZdH"df"S'?éétll"'f.iﬁgwfhe”s PﬁIYf LPG and-the ut;hsatlon thereof by ordinary

South Africans.

Erobiom eiatom

reflnenes=anf two synthetlc fuel refineries) as a by-product. The low utilisation

rates of these‘ refme__ﬁ_ S coupled with the sheer low volumes of LPG produced,

South Africa needsfo import LPG to meet local demand, which peaks during the
winter season. The import parity landed price of LPG is equivalent to the MRGP,
which is regulated by the DoE. The outcry of the industry is that the current
MRGP is inappropriate and will always be short of the actual landed price of
LPG. Therefore, it is important that the MRGP be urgently made appropriate, in
view of the fact that South Africa can only meet domestic LPG demand via

imports at present.

1. Draft Rewsed Mammum Refmery Gate P!‘lCE for Ltquef:ed Petroieum Gas
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Acronyms
BFP Basic Fuel Price
Y Calorific value
DoE Department of Energy
FOB Free on Board
LPG Liquefied Petroleum Gas
LPGSASA Liquefied Petroleum Gas Safety Association of South Africa
MJ/kg Mega Joule per kilogram
MRGP
NERSA

T BandinE

e

1. Draft Revised Maximum Refinery Gate Price for Liquefied Petroleum Gas
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1. INTRODUCTION

LPG comprises a mixture of propane (chem. C3Hg) and butane (chem. C4H;o) with small
concentrations of propylene (chem. CaHg) and butylenes (chem. C4Ha). It is produced as
a by-product of the refining process or extracted from oil or "wet" natural gas streams as
they emerge from the ground. LPG is flammable and evaporates quickly at normal
temperatures and pressures. 1t is liquefied by being pressurised and supplied in (steel)

cylinders, which are typically filled to between 80% and 85% of their capacity to allow

for thermal expansion of the contained liguid. The, ressure at which LPG becomes

liquid, called its vapour pressure, varies dependi mposition and temperature,

Large amounts of LPG can be stored in bulk_l Jli

‘:‘eyer. since LPG is heavier than
low spots, thereby posing an

) sveloped to deal with the

ble-nature, issuss peitaining -

.use of LPG remain a serlous concern.

Through the eﬁo_q of the Department of Energy and other stakeholders, particularly the
LPG Safety Associa f South Africa (LPGSASA), the public has warmed up to the
use of LPG as an ene?g artier of choice for cooking and space heating.

1. Dr aft Rewsed Maxamum Refinery Gate Price for Ltquefied Perroieum Gas
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2. THE SOUTH AFRICAN LPG DEMAND AND SUPPLY SITUATION

The main components of LPG; namely; propane and butane; can be added into a
refinery’s petrol pool. However, the addition of these LPG components into petrol is
-+ practically limited by the volatility-and vapour pressure specifications of petrol, That is,
the LPG components constitute the light ends of petrol and tend to increase the volatility
of petrol beyond the limit (which is higher in winter months compared to the summer
months). On the other hand, the consumption of LPG, depends on the prevailing
weather conditions and peaks during the cold winter. ; hs when large quantities of

LPG are consumed for thermal purposes (space:heating.and cooking). During winter,

,_:,_____South African market during peak periods
_high proportion of LPG produced from these two

regions is fug} _grade (e;ét(’_ ed from:gas or oil streams) rather than from a crude
refinery. In 2007,ﬁe|d grade i’G produced in North Africa and Middle East accounted
for 84.4% and 81.5%
potential supply regioﬁ r
grade LPG. The significant field grade LPG producers in the said regions are Sausi

roduction respectively. It can thus be concluded that any

“,;,vant to the South African market will most probably be field

Arabia and Algeria. Globally, in 2007, Saudi Arabia was the second biggest producer of
LPG at 21 million tons per annum (9.1% of globail production) while Algeria was placed
sixth at 9.3 million tons per annum (4.0% of global production).

Whilst the local production of LPG (by the refineries) remains constrained, demand for
LPG is growing as more households diversify their energy mix in response to, amongst

1. Draft Rewsed qumlum Ref inery Gate Prlce for E.lquel" ed Petroleum Gas
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others, the increasing electricity tariffs / prices. This increase in LPG demand, both now
and in the foreseeable future, can only be achieved through imports. It is on this basis
that the import parity principle needs to be applied in developing a pricing mechanism
for LPG as it would cost one to buy it from a local coastal refinery, the so-called MRGP.
For all intents and purposes, the MRGP is an LPG equivalent of the Basic Fuel Price
(BFP) as applied for petrol and diesel.

3. THE LPG PRICE REGULATION IN SOUT

The current MRGP is based on the principle 'I\'“tf,;_.the main constituents of LPG; namely;

propane and butane can be utilised elsewhere in a crude refinery to produce more

valuable petro!eum products. Based on this:principle, .the price (0 \(alue) of LPG is

E5 A s o, s b il el
WS THERIMUMN TS phee

MRGP catculd |on does not __:nabte a sustained and financial viable importation of LPG
to meet the |ncreas:ng domesttc demand. The Department of Energy undertook to allow

the regulation of the max:m_ m:retali price to stabilise and then review the MRGP, which

entails the foundation of the wholesale and retail prices of LPG.

The current MRGP and the price build-up to arrive at the maximum retail price of LPG
supplied to residential customers are as outlined in Table 1 below.

1. Draft Rewsed Maxmmm Reﬁnery Gate Pnce for quueﬂed Petroleum Gas
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Basic price of 93 octane for the fuel pricing perlod R683.098 cAl

Divided by density factor of 0.75 R9, 107.98 per metric ton

Less: discount factor R74.00 per metric ton

BIRERE

LPG Refinery Gate Price of LPG RY. 033.98 per metric ton

Conversion to “cents per litre” R9, 033.98x0.555/100 = 501,387705 ¢/l

Maximum Retail Price for LPG in Gauteng {(Zone 9C) In cents per kilogram

Price Elements Gauteng (Zone 9C)
Maximum Refinery Gate price 903,398

Primary Transport costs 175 960

Operating Expenses ;

Working Capital

Depreciation

Gross margin: Cylinder — Filling plant

Sub-total (1)

Retail Margin [15% of sub-total (1)]

279.393

Sub-total (2)

Value added tax [14% of sub-total (2)] 279.393
ey RatailPrize ‘?Saﬁﬂvﬂ it gu" CC:‘:C} :,2?5 386

Table 1: lliustration of the curr

The Saudi CP i
known to the market
prevalent use; it is responswe to changes in the LPG market, including being

:_onSIdered the best benchmark because: it is the well-published and

|s__ hlghly representative of the market prices because of its

responsive to the spot market whilst being reflective of strategic and commercial factors
at the discretion of Saudi Aramco; about eighty percent (80%) of the Asian LPG supply
is priced relative to it; the price is generally accepted through negotiations between
Saudi Aramco and buyers; issues pertaining to quality, quantity, location and timing are
known and.unambiguous; and the Saudi Contract Price is published just prior to the end
of the month for liftings in the following month.

1. Draft Rewse(l Maxnnum Refnery Gate Pr]ce for quuefled Peh okeum Gas
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5. LPG IMPORT FACILITIES FOR SOUTH AFRICA

Closely linked to the MRGP setting mechanism is the inadequacy of LPG import
facilities in South Africa. It is argued that the current MRGP is not sufficient to
-compensate-for infrastructural. investments for the development of the required import
facilities.

Afrox leases an import facility with a 3,500 ton working capacity in Richards Bay from

Island View Storage. This facility is currently limited: 10 about 200 tons per day

L

throughput and investigations are currently underw increase throughput by using

rail. Easigas imports via faciliies with a maxirus

spheres of 800 tons each) owned by Shell,

6. PROPOSED REVISED MRGP SETTING MECHANISM FOR SOUTH AFRICA

it is proposed that South ca adopts an MRGP setting mechanism based on the
international price of LPG deemed to be sourced from Saudi Arabia. The Saudi CP
price is then deemed as the input Free on Board (FOB) price of LPG. The slements of
the MRGP are as briefly outlined below and the details thereof are contained in

Annexure A.

i D:aft Rev1sed Maxtmum Reﬁnery Gate Prlce for quueﬁed Perroleum G'as
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6.1 Elements of the MRGP hased on the International price of LPG
Below are the elements of the proposed revised MRGP briefly outlined:

1. In ali likelihood, the Free on Board price for LPG destined for South Africa wili be
directly. priced relative to Saudi. GP.

2. Typical insurance cost for shipping LPG cargoes is currently at US$1 per metric
ton. '

3. While there are no losses in transit, during offloading at the discharge port there
are typical terminal losses and these generally equate to about US$2 per metric

ton.
4, Currently South Africa is constrained on LPG ge facilities with limited import
/ receiving terminals. This storage constraint sithe cargo size any importer

can commercial ship into South Afri
2,000 — 3500 metric tons are impoal

was US$295 per metric ton.

All rmr\nr*q :nin Qr‘\llih f\f |
r} - 12 " P

normally costs R 2,000.0
8. National Ports Authority (TN
per metric ton

oy

rgo.

8. I arly at R350.00 per metric ton.

9. "'e less 2%. It could be argued however
he shorter because suppliers of products
irty days from Bill of Lading date {date the

ort) but no later than 45 days.

6.2

An option for the revised MR@P to only apply to incremental volumes of LPG imported
into South Africa (i.e. 'LPG demand that is over and above domestic production) was
considered. It was however rgjected on the grounds of regulatory complexity and the
need to have an equitable system that is uniformly applied taking due cognisance of the
security of supply challenges.

The option of applying the revised MRGP to all LPG supplied in the country was
considered and adopted as a firm proposal to present to stakeholders for consultation
thereon. However, a “correction” factor in consideration of the local production of LPG
will be discussed with stakeholders.

1, Draft Rewsed Mammum Reﬁnery Gate Pnce for quueﬁed Petroleum Gas
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GCoOVERNVENT NOTICE

No. R. 377

DEPARTMENT OF MINERALS AND ENERGY

1 Apyil 2008

PETROLEUM PRODUCTS ACT, 1977
(ACT NO. 120 of 1977)

REGULATION IN RESPECT OF THE MAXIMUM REFINERY GATE
PRICE OF LIQUEFIED PETROLEUM GAS

The Minister of Minerals and Energy has, under section 2 (1) (c) of the
Petroleum Products Act, 1877 (Act No. 120 of 1977) made regulations
as set out in the Schedule hereto.

o

—

CHEDUL

1.1

i

In these regulations, any word or expression defined in the
Petroleum Products Act, 1977 (Act No. 120 of 1877) shall bear

the meaning so assigned to it and, unless the context otherwise

“Liquefied Petroleum Gas" (hereinafter referred to as LPGas)

means a mixture of certain hydrocarbons, mainly propane and

butane, which are

{a) gases at normal ambient temperatures and pressures, the
liquefaction of which is achieved by application of pressures
of a few atmospheres, and

(b) derived from natural gas processing, crude oll refining, or
from synthefic fuels production from coal.

“Refinery” means a crude oil, or a natural gas processing, or a
synthetic fuels production facility of the following companies:

BP Southern Africa Pty (Lid) (at SAPREF, Durban)

Chevron (Pty) Ltd (at Cape Town);

Engen Petroleum Ltd (at Durban),

Petroleum OQll and Gas Corporation of South Africa (Pty) Ltd (at
Mossel Bay),

Sasol Oil (Pty) Ltd (at Natref, Sasolburg);

Sasol Synfuels (Ply) Lid (at Secunda),
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1.2.7 Shell South Africa Energy (Pty) Ltd (at SAPREF, Durban); and
1.2.8 Total SA (Pty) Ltd (at Natref, Sasolburg).

1.

1

="

3

A

L3

“Refinery gate price" means the maximum price (excluding any
inland transport cost values referred to in paragraph 4) at which a
refinery shall be permitted to market those quantities of its
production of LPGas which are intended for consumption within
the Republic of Seuth Afrlca, whether such transactions are by
meane of sales inveleed to another organisation or by transfer
prielng between the refining divislen and anether. division of the
gempany whish ewns the refinery.

“Working Rules to administer the Baslc Price of Fuels" means the
guidelines followed by CEF (Pty) Ltd to administer the monthly
changes to the prices of regulated fuel (petrol, diesel and
illuminating paraffin).

U P 3 ., YN | Y ., YUY T || BV,

UL " i SN NS . SO N ., S SEYSSINHEE .o ¥ o 31 A L = Y : A S
TR PUBID T HIVC Ul Ju ULIGINIv Wil MCRIGLTIHNiG ¢ Tuvi incaiic™

the average monthly import parity value (also known as the Basic
Price of Fuels, or BFP) of 93 octane Lead Replacement Petrol at

- South African ports as determined by CEF (Pty) Ltd in terms of
. -the Working Rules to administer the Baslic Price of Fuels. :

“The maximum LPGas refinery gate shali be calculaied by CEF -

(Pty) Lid, as follows:

(a) Determine the average Basic Fuels Price of 93 octane Lead
Replacement Petrol expressed in South African cents per litre for
the month preceding the price adjustment determined on the
basis detailed in the Working Rules to administer the BFP

(b) Convert the BFP in (a) Rand per metric ton at a density
factor of 0.75

(c) Rand value in (b) minus R74.00 per metric ton

This resultant refinery gate price of LPGas expressed in Rand per
metric ton shall also be determinad and exprassed in South
African cents per litre by application of a deemed average density
for LPGas of 0.555 (i.e. 1 litre of LPGas belng equal to 0.556
Kilograms).

The maximum refinery gate gate price (Rand per metric ton)
determined in paragraph 2, will become effective on the first
Wednesday of each month using the maximum refinery gate price
calculated over the previous month,

It is noted that whilst this refinery gate price (which is determined
on the basis of average import values at coast) will apply to all
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. refineries, the price. of LPGas supplied from refineries situated
inland {i.e. the National Petroleum Refiners (Pty) Ltd (Natref) at
Sasolburg (jointly owned by Sasol Oll (Pty) Ltd and Total SA (Pty)
Ltd) and Sasol Synthetic Fuels (Pty) Lid at Secunda] may be
increased by the transport cost factor equal to the cost -of
transporting LPGas from the coast port to the applicable inland
destination or manufacturing facliity.

The implementation of this maximum refinery gate price shall be
with effect from 2 April 2008,




