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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 Pol;///y////f 1998]
EIA Environmental Impact Assessment P §\ \ \g N
IEA International Energy Agency { 4 )

IE International Energy Program . S

GDP Gross Domestic Product ’

LPG Liquefied Petroleum Gas

NT National Treasury

NERSA

NMPP

OECD %gonorﬁc Co-operation and Development
PESTEL =)

PetroSA

RSA

SFF ic Fuel Fund Association

S
.|'State Owned Entities

W

| Strategic Stocks Policy
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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

29

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 and
transportation from the coastal refineries to inland market.

Management of strategic stocks shall be vested with the Agency,
envisaged as the Strategic Fuel Fund Association (SFF). The le

umes kept by

//////

anies would be

responsible for procuring and maintaining strategic stocks vol

\

Government as regulated by the Minister of Energy. The oi

J

required to procure, store and maintain strategic stocks h "them. The notice

to release strategic stocks and the rules of stocg\wéra g%n shall be issued by

storage and distribution infrastructure m/a \
B,

//

consumers of petrol, jet fuel and dl%/ér% ‘previously envisaged.

/@‘uel

petroleum products in the"%:; ’ﬁntry through the provision of adequate strategic

U,

such as storage facilities. It has been estimated that a

Il cost South Africa a billion rands per day but the

 of supply through strategic stocks will cost an estimated

{ﬁe;//year based on estimated volume of 27 billion litres consumptlon

ers of petrol, jet fuel and dlesel) The opportunity cost of not having

/ AN
y/inll however continue to increase. The need to ensure security of supply is at

W
%

op 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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3.01

3.02

3.03

3.04

3.05

Introduction and Historical Background of Strategic Stocks Policies

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.

in supplies. Security of supply was therefore at the hea
strategic stocks.

In South Africa, the United Nations crude
apartheid government resulted in the establtshme of a crude oil stockpile as

a

insurance against crude oil import disr Rt@; . Following the lifting of the UN

embargo, the volume of crude oil in.st

countrys posmon to thé IEA ‘member countries that have to keep 90 days of

//////
tion. However, South Africa is not a member.

™
%}%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

Yy

conditions have changed and there is a need for Government to put in place.a

\ns/

comprehensive long term strategic stocks policy to enable the country to

/{//// ////i

\\: \

continuity of liquid fuels supply even in the face of severe di

catastrophes.

3.06 The geopolitical state of the world today coupled with,. Africa’s own

A

////////,

domestic probabilities of disruptions, necessitate that § frica re-looks at its

/

readiness to deal with liquid fuels supply dlsruptl@ﬁ§\ off ;;,t(vely One of the most
important instruments to address this predlcameﬁgls e use of a strategic stocks

policy and a robust security of supply /@%ategy During 2006 a team of

\\

consultants together with the Departm@;;// ////f’%cted an investigation to help the

latter to formulate the Strategic St “*%o icy (SSP) and thoughts on the Energy

4
7

ndeﬁaken to identify constraints in the entire fuel
formed and partly shaped the formulation of this

Strategic Stocks Po

3.1  Analysis of the Liquld Fuels Supply Environment in South Africa

2

i

3.1.1 Liquid fu «security of supply becomes strategically the cornerstone of the

5 4

but: @@@rnment as well since the transport sector is dependent on liquid fuels.

3.1.2 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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3.2
3.2.1

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

policy had some shortcomings in that, amongst other things, it places |

A

obligation on licensed manufacturers and wholesalers to hold prud

y
commercial stocks and that the strategic stocks held by the Governmé/ﬁ}/

N

ccinctly

t

SN

identify and quantify constraints in the supply value chain

& N
%
Y,

eﬂ to give impetus

on the work that the Department had already started to: BW.

iy

Dl

L

The supply disruptions in December 2005 hlghllg?ma/‘che need for Regulations

underpin regulations intended to\

products in the country througb%ihe@ar
N

as \storage facilities and pipeline capacrty It will be

ovision of adequate strategic stocks and

N

a\@\ ean. South Africa’s position between the North Atlantic and the

“{é””’East producers allows it to source energy supplies from both the east
Q\Nest markets without major logistical restrictions imposed by for example,
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

Availability of effective and efficient transport infrastructure I$

/
//////
tct
Wy

tict Pipeline (NMPP)
ed the constraints of

the existing Durban-Johannesburg Pipeline (DJ%W\;V ‘e

\\\\\\\\\\

constrained. However, the NMPP has to be ‘comp

developments Infr
critical that all bo@ en

stamko@med is presently the custodian of strategic stocks. It was established in

%7 .

5 by the Government to co-ordinate the acquisition and management of
strateglc 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

increase the cover to 120 days®.

The IEA is an autonomous agency linked with the Organizat @ i‘ér Economic Co-

L

W
s to ensure energy

k\

//

operation and Development (OECD) whose core actt‘
agg//// \

321

security for its members. At the moment there ber countries that are

\\\\\\\\

///

/«/J%e member countries also

jointly committed to meet oil supply emergencies

of rational energy programmes. In its"
4y,

aftermath in 2005.

y

Ty
.
///7/

The participating countries in nplement the International Energy Program (IEP)

k

e |IEP Agreement participating countries’ commitments

mption; and participating in oil allocation among |EA countries

individual countries

t of a severe supply disruption. Furthermore,
used to oblige both government and industry to hold a prescribed quantity
of product as strategic stocks. To be eligible to join the IEA, 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 production capacity, the country’s own strategic reserves, proximi

///////

energy producing markets, views on the geopolitical state of the world a%

\
X\\

country’s own petroleum infrastructure.

« 4

ie stable and
atry. The EWP
further notes that, “The maintenance of adequate /g eum reserves and

f// /nportmg country™.

N

jic crude oil stock level

The EWP states the importance of the energy sector in ensurmé

\\\

\\

continued availability of quality products throughout th \\\\\o

///////

\\\\\\

stocks remain a strategic imperative for any crude
stipulates that South Africa will maintain a s :
equivalent to at least three months total co%@Umptlon putting the country in the

L

\\\\\\\\\
S\

//////

same position as the IEA member co%gnf o are required to hold 90 days

ﬁ“ﬁ
ﬁ

"

L

stocks of total consumption.

N

major supply disruptions

\\\\

5 Evaluation of options to mmgﬁe

\

A
—

QA
@
(I)\\\\

S

h 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 ’

W,
////

tinues to play a
refined products into

7,
~

1 /%anhancing its refining

The refining and synthetic fuel industry in the country .con
significant role in reducing the impact of total importati /»/

/@

\\\\

\\\\
A

the country. However, South Africa needs to focus

capacity.

Currently the country has strategic stoc
Saldanha Bay. South Africa should
refined products.

QAN
\‘\\\\\\\\

\
N

Revised Strategic Stocks

es that

L 4

nts rand will ensure that supply security is maintained”. Cabinet

“Government will determine the country’s strategic oil

%Mé 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

//
U,

céghlzance of local production from indigenous resources. This aligns the

Y 4
A

\\\\

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

.man

W,
%)
U

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.

7

W
Y

U,

should be made available to accommodate the storage and.t f%ls///f)ortation of

over and above the operational stocks for the specific company//;%ff@s

2

strategic stocks.

Strategic Stocks

Stock holding structure

The SFF, a subsidiary of the CEF groy,

%
%,
Y

and refined products on behalf of

days of net imports in both crude

£} g;\nd wholesalers shall be obliged to keep

Government. Licensed manufacture

W,
Y
W,

4

14 days of refined products.

Q

of the previous calendar 9\%@

ed on their annual market share or import share

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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6.1.2

6.2

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.

Review of the strategic stocks levels

to initiate a review on a different period.

Strategic stocks infrastructure

South African soverelgt% state.to ensure full control in the event of an incident.
Transnet Pipelines im&@ed the capacity of its NMPP from the |n|t|ally proposed

‘Africa has currently one 700 Km pipeline used to transport refined
eum products called the Durban-Johannesburg Pipeline (DJP). This

\\

tr@I
plpellne 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 bas )
the volumetric capacity required to accommodate any strategic stocks y@;e ent

%\\\\\
\\\

from the coast. The NMPP has sufficient capacity to service the maxig -demand

including the shortfall and depleted stocks due to inland reﬂnem ‘\ptlons and

gfable of moving product on

/
//////////

high demand. It should be emphasized t/hat e release and the replenishment of

This requirement will be met by the NMPP as |t

,...’%/////

“tions where price is involved.

jovernment owned strategic stocks will be approximately R0.06 per litre on

N\

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 60

products(Net ////Z

Imports

Crude Oil 14 (No increase in 28 (80 (Increase by 10

stocks)

" days)

Volume stored (in
refined products)

.676 billion litres

4.06 billion litres

Tanks required

Depot Capex

Inventory Costs@
R4/per litre

203
R5.58 billion R18.27 billion
R4.87 billion R16.23 billion

Tariff

RO0.06 per litre

RO0.23 per litre

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

monthly basis in terms of the Petroleum Products Act as amended.

Location

Strategic stocks of refined products should be kept where they
made available to the market in cases of emergency. The "

control requirement for refined products; these have to ated at least every

/7/

to.operating facilities.

////////

three months and therefore, they have to be close

Monitoring and Non-compliance

All companies with stock holding obligation | be required to submit monthly

the, Petroleum Products Act. The details of this will
)

be in a Regulation to be prot rz%lgated by the Minister of Energy in this regard.

////

Stock Draw-down, %@ r and release mechanisms

\\\\\

\\\\\\\\\

One of the deﬂér ‘CI 5§ of the current strategic stocks policy is that it does not

have a st@sl///? rawdown mechanism. A Liquid fuels emergency caused by the

/

de oil and petroleum products shall be declared by the Minister

of E Px\g?//aﬁer consultation (where time permits) with the National Liquid Fuels
\ncy Management Team which would be constituted by the Department
,""”ials, 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
Stocks Policy Review. According to this model, the economic cost of not havin

Y%\\\ ////fh

the economy with severe negative socio-economic consequence
country. In order to avoid such a cost, the Department of Energy//ﬁ//

,///// /// ,,/;

before.

Roles of other institutions

Transnet pipelines
Transnet Pipelines can pl; the provision of storage facilities that will

of refined products are adhered to; (i.e. stock

mpowerment Companies

////
/
%f//

nomic Empowerment companies can also play an important role in
of storage infrastructure for refined products to Government.

Q)

mf yanies which have storage facilities can lease these to SFF for the storage of

C

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

supply will cost South Africa a billion rands per day b /‘%&ance for security of

premium paid by consumers of petrol, je fuéf arw duese|) The opportumty cost of

for industry; pro I on f:
/%
mechanism for )he procurement of product and infrastructure as well as operatmg

.\.//
W 7,

ecost for both. The stock drawdown process and procedure has to

and mainte
P )

be devel@gfé@/
yéa //&s{ must be in place. Government needs to put in place the penalties for

/

%ment of stock holding requirements. The approval of the proposed policy

and understood by stakeholders. Monitoring and non-compliance

\\

// .

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

Over and above strategic stocks of refined products to be held by Gaver nent,
é\\(;f refined

Licensed manufactures and wholesalers would be obliged to hold 1:\4‘\\c(” )

petroleum products from July 2014 as strategic stocks.
3 LOCATION OF STORAGE FACILITIES

Strategic stocks of refined products should ideaLI\y  ‘stored in storage facilities
\\\ »

closer to the market and may be kept with other. ds of stocks; e.g. commercial
stocks. A separate tank, tank farm, storag st processing complex as well as
some other facilities complying with technié%al@ iInd environmental conditions shall be

anks for refined products strategic stocks

deemed to be a storage facility. Stora
would have to be located in the ) ci

Ve

4.1 Maz/;agément of Strategic Finished Product in Oil Industry Supply Chain

rre{iional basis per product group. Product groups are defined as Diesel (all grades);
Petrol (all grades); Jet (Jet A1, DPK); and LPG.

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.

* is 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.

on the average market share per product of the preceding calendar.,. .
th 'the bulk

the facility on its behalf. The ultimate responsibility fi
thus if a third party should default, the respo }f‘ble party will be held accountable for
the transgression. :

c?\énge. This is to ensure that the DoE can satisfy itself that the necessary systems
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

and captured in a system. In most cases oil industry depot systems re linked to
ERP systems where daily stock records are kept per product
location. {
As the strategic stocks will be intermixed/co-mingled operational stocks, it would
not be prudent to attempt to split the stock ’\iln/g records into strategic or

operations for reporting purposes. The mlnk' 1 evel of stocks per product per

region to be kept in the supply chain by mxmstry would be equal to the volume
of the strategic stock required. aggregated stock information will enable

Industry stakeholders and SFF what the stock positions in the country are and

what level of stock is being keptiover and above the minimum strategic stock levels

in the designated regions: Thus all stakeholders that are required to keep strategic

stocks would be reqmﬁd o report the actual current stock levels per product per

location. This

aton can be obtained by direct electronic data
transfer/mesg ng’ between a stakeholder's system (e.g. SAP/JDE or other ERP
/ centralised stock reporting system.

uency of reporting

s’ 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;.sh

have the following functionality:

ible party. The

.above a minimum

Available information: The information will be dis

“view all responsible parties’ stock

§MS to key personnel within the DoE and Industry as
applicable. There could:be: \n agreed level of escalation built into the system.

oE will be able to view data for any responsible party, displayed

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

where ”fag;:lﬁc regional targets are indicated. Each of these regions will be linked to

.cor pany per product for a specific calendar year.

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

* Incidence reporting and management

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

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

e Reconciliation and slate account status

4.9 Strategic stock holding waiver

A responsible party can apply for a strategic stock holding waive
centralised system. The application will be submitted to the DoE _system will
notify the DoE and the applying responsible party by e-mail a (if required)
that a waiver application is pending. The DoE has to respon ‘ a submission within

2 working days.

* Name of the responsible party

* The reason for the application

* The distress period

* Mitigating steps taken®

Vs

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.

period of the waiver. The waiver should also indicate by which date the s ra}eglc

stocks should be replenished at its required level, i.e. cut off date.

4.11Destruction of facilities and or loss of product

Where facilities have been destroyed or damaged, th p<rendering the strategic

stock useless, or where product is off specificatiog\o e severe case where such
stocks have been destroyed by fire, the responsible‘party needs to inform the DoE
immediately of such event. The mechanis ; eporting would be a centralised
system, which will notify various parties, by 'SMS and e-mails. Where such an

incident will impact supplies to neig uﬂng countries, such countries need to be

notified.

ituation needs be reassessed and an extension to the waiver

red. The responsible party has to prove that it cannot obtain

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—tx:egglc stock kept in the Heglonal stock loss trlgger
yreguon (days) | level (days)

| 1 0 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 y'is disrupted for a period
exceeding 30 days. The trigger for a supply crisis.i ”Wt;éﬁ'?% of supply is disrupted
for a period exceeding 30 days. (These numbers still to be discussed with the RSA

oil industry)

The final decision based on the trlgge .for the release of strategic stocks, will be a
Soa”

decision by the Minister as /a\d by the National Liquid Fuels Emergency

Management Team to relea tdcks to mitigate the impact of an emergency

situation. Following the démslon to release strategic stocks the Minister will issue an
instruction to make thé/

?\,ess for release of emergency stocks official indicating the
following:

e The na ’éurfé f the emergency

The gpécted duration of the emergency

1e date from which stocks should be released

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

///////////
%

Y,
Y, 7
/////

/ 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

executives from licensed manufacturers and wholesalers, Transnet, Department -

Transport and other interested parties.

market feedback.

If the problem is of an onsho

‘oil industry will continue to import product to satisfy

%

the demand shortfall. I diate action should be taken to ensure replenishment of

strategic stocks.
If the problem i in offshore nature, i.e. either crude and or product supply is
impacted, /t

relevant foreign Governments to ensure crude and product supplies. Where bilateral

an  Government, such agreements need to be called upon during such

‘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

Nat e of ofrence

Flrst offence R20 million
Second offence R60 million
Third offence R200 million

Thereafter

levels if required.

(Note: The UK imposes unlimite

/*@“\‘&'

otentially on individual officials and directors of the

When a fesponsible party is in default, the fine becomes payable immediately. The
) /Z%ing party has 5 working days to make payment to a designated Government
account. 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 final.

T/he 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.
An Agency managing strategic stocks has the same obligations as it is defln%e
responsible party under 4.1.1. It is subject to the same penalties as for respi
parties keeping product strategic stocks.

4.16 Stock draw

If for any reason product is required to be moved from th lities to a refinery or to

a third party, a formal instruction will be issued by the ‘Minister or a delegated party.
The instruction will contain the following informatio
* The quantity and type of crude to be t

* Mode of transport to be used i.e. pip

e The date when the transfer

AN
¢ The commercial terms of the transaction

’én?ﬁalan i.e. when the crude should be replaced

t fésponsible for replacing the crude

AN
reason for the stock draw could be for national emergency or stock

ound requirements.

//////’
A
%,

//
2
%,
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