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Dear Mr Mahesh Fakir

Re: TRANSNET'S COMMENTS ON NATIONAL PORTS AUTHORITY'S FY2019/20 TARIFF
APPLICATION AND METHODOLOGY FOR THE VALUATION OF THE NATIONAL PORTS

AUTHORITY'S REGULATORY ASSET BASE

The recent Ports Regulator Roadshows held in September 2018 and Transnet’s letter dated 21
September 2018 with respect to the request for the postponement of the implementation of the
Valuation of the National Ports Authority’s Regulatory Asset Base (VORAB) and a further meeting
held with you on 03 October 2018 has reference.

Transnet SOC Limited (Transnet) seeks to highlight the following key issues emanating from the
Ports Regulator of South Africa (the Ports Regulator) September 2018 roadshows and the meeting
of 03 October 2018:

1. The consultation process undertaken by the Ports Regulator in approving the VORAB,

2. The role of the Ports Regulator in public consultations; and
3. The significant financial impact that the VoRAB has on TNPA's cash flow profile going forward

and the associated risk that Transnet defaults on the current loan covenants.

The consultation process undertaken by the Ports Regulator in approving the VoRAB
The Regulatory Principles of the Port Regulator, 2009 as published in the Government Gazette, 6
August 2009, number 32480/824 Section 20 states "The Regulator shall publically engage
stakeholders in the process whenever nationally significant issues are under consideration”,

The implementation of the VORAB is a nationally significant issue in that it places a Stated Owned
Company in serious financial jeopardy, without any mechanisms in place to ensure that the
national economy actually benefits from reduced port pricing structures.
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Transnet would like to reiterate its concerns regarding the lack of consultation and the manner in
which the VoRAB was approved by the Ports Regulator. The Ports Regulator in the final VORAB
stated that it held public consultations (Para 1: Introduction) which Transnet is not aware as to
whether the Ports Regulator held road shows or any other consultative process, except for written
submissions, in its consideration and finalisation of the VORAB Methodology.

In previous developments and amendments to the tariff methodology and tariff applications the
Ports Regulator published its intention to review and engage with port users and interested parties
through roadshows and written comments. However, it must be noted that in the instance of the
VORAB there was no such consultation which has now resulted in an impasse to the Authority’s

2019/20 Tariff Application.

On 26 February 2018, the Ports Regulator published a draft methodology on the valuation of the
Regulatory Asset Base (RAB) for public consultation, which aimed to address the outstanding asset
valuation matters and invited all interested and affected parties to submit written comments by

22 March 2018.

The Authority assessed the document and provided its response on the proposed RAB
methodology to the Ports Regulator on 22 March 2018. A follow up meeting was held on 28
March 2018 to discuss the TNPA input. However, on 29 March 2018, the Ports Regulator published
the “"Methodology for the Valuation of the National Ports Authority’s Regulatory Asset Base” as a
Record of Decision (RoD) with implementation thereof during the 2019/20 tariff application to be
made on 01 August 2018. Clearly none of the TPNA input would have been taken into account as
the RoD is in fact dated 28 March 2018. This could only mean that while the “consultation” was

taking place, the RoD was being signed!!

Various subsequent correspondences have been exchanged and meetings have been held between
the Authority and the Ports Regulator to emphasise the significant financial impact of the new
methodology and the sustainability threat to the Authority and Transnet as a Group. Gaps in the
methodology, which were raised during the limited consultation process, were once again brought
to the Ports Regulator’s attention, including the issue around valuing the existing Authority’s Real
Estate assets. The current proposed form introduces an unexplained difference in treatment
between new lease arrangements and existing lease contracts and our initial estimates indicates
that this would further render the Ports Regulator-approved Tariff Strategy obsolete.

We must be cognisant of the impact that the VoRAB has on the Authority as a significant
interested and affected party, and Transnet however, Transnet is of the view that a robust and
prudent process was not followed due to the limited time before the Ports Regulator approved the
VORAB, which is in contrast with the objectives of Section 20 of the Regulatory Principles of the
Ports Regulator, 2009, attached as Annexure C. The National Ports Authority must be determined
to have a significant interest in this matter.
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The role of the Regulator in the public consultations
General Economic Regulation principles presumes that the Ports Regulator’s regulatory

administration and decisions are fair, objective, impartial and consistent, without having any
conflict of interest or bias, improper influence or improper purpose, or circumstances that reduce

the regulator’s credibility.

Transnet would like to bring to the attention of the Regulator, Section 37 (2) of the National Ports
Act, 2005 (Act No. 12 of 2005), which states that “"A member of the secretariat of the Regulator
may not - (a) engage in any activity that may undermine the integrity of the Regulator or the

Authority;”.

Even though an employee of the Ports Regulator, Mr Chris Lotter, (the Employee) made a
disclaimer stating that the views that they were raising were not the view of the Ports Regulator,
the Employee presented various personal opinions that had not been substantiated but were
provided at the Roadshows to guide the thinking and considerations of the industry role players in
finalising submissions to the Ports Regulator with regard to the Authority’s tariff application and

the VORAB methodology.

Amongst other issues, the Employee questioned whether or not it is fair for the port users to be
continually paying for assets that are fully depreciated and paid for; and the Employee used the
example of a lighthouse built in the 1900s, which the Authority continues to include in its Starting
Asset Base. This action could only have been calculated to influence the industry towards a

particular position favoured by the Employee.

The Authority was not given the opportunity to respond to the Employee’s personal view, which
then cast a shadow of doubt on the Authority’s presentation. These personal views of the
Employee are counterproductive to the spirit of the Ports Regulator being fair, objective, impartial

and consistent.

The significant financial impact that the VoRAB has on Transnet and the
imminent risk of the Company defaulting on the current loan covenants.

The RAB primarily acts as a tool to ensure the recovery of the invested capital, including an
appropriate rate of return to investors over the life of the assets. Effectively, it acts as a
commitment device to ensure that the necessary capital investment takes place and that investors
have confidence in the regulatory framework. This commitment to the RAB and the transparency
and consistency in its calculation has allowed Transnet to raise finance at competitive rates up to
now. There is also no question that the ratings agencies pay considerable attention to RAB
regimes and related certainty regarding future cash flows.

TNPA has modelled a scenario where the Authority’s opening RAB value is reduced on 01 April
2019 by approximately R45.4 billion from R83.5 billion to R38.1 billion. This in turn reduces the
calculated Allowable Revenue attributable to RAB (3.0 billion), Depreciation (R0.8 billion) and
income tax cash flows (R0.4 billion) with R4.2 billion from R13.7 billion to R9.5 billion for 2019/20
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tariff application (representing a 30% cash flow reduction) and every year thereafter perpetually
(Annual Tariffs escalated at CPI indices form 2020/21)

On a net present value basis, this represents approximately R32.0 Billion on the Authority’s future
cash flows.

The above has significant implications not only for the Authority’s financial performance, position
and cash flows going forward, but also the Authority’s ability (on a stand-alone basis) to raise ring-
fenced funding or project financing for future capital investment programmes without government
guarantees, as demonstrated through a credit rating simulation, attached as Annexure A.

In addition, Transnet’s stand-alone credit profile will undoubtedly be downgraded to sub-
investment grade for both Moody’s and S&P as a resuit of the lower income stream from its
division. The significant reduction in cash flow from operations will also negatively impact the
Company'’s key loan covenant financial metrics, the attached Annexure B, such as cash interest

cover.

Should the loan covenant parameters be breached, the Company would default on existing loan
agreements of approximately R30 billion and subsequent cross-defaults on the balance of the loan
book of approximately R95 billion (R125 billion in total). This could place tremendous financial
pressure on the Government as 100% Shareholder, destabilise the debt markets and most likely
spell the end of the freight logistics supply chain with unimaginable damage to the sovereign’s
own credit rating, which is already sub-investment grade. The capital investment programme
would need to be reduced by R200bn every five years.

Transnet unyielding support to lower the cost of doing business

With the introduction of the National Ports Act much progress and certainty has been gained
through the consultative processes held between the Ports Regulator, the Authority and the port
users over the years. This is evidenced by the approved Tariff Methodologies, Tariff Strategy and
Weighted Efficiency Gains from Operation (WEGO) programme. Regulatory certainty is critical for
the Authority in terms of planning, strategy implementation and funding especially given the lead
time to introduce port infrastructure and the general longevity of such assets.

Whilst we each have our own responsibilities, as organs of state there remains a common
objective of furthering the weli-being of the South African economy, country and its citizens. Given
the significance of the subject matter, it is clear that the implementation of the new VoRAB in its
current form will destabilise the Authority and weigh negatively on an already burdened South

African economy and weaken the supply chain.

Whilst cognisance is taken of the Ports Regulator’s view that the current VORAB methodology
could be reconsidered should the Authority be corporatised, it is important to note that this matter
is the prerogative of the Minister of Public Enterprises as contemplated by Section 3(2) of the
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National Ports Act (Act No. 12 of 2005) and not within Transnet or the Authority’s sphere of
control and whether or not in the purview of the regulator to attempt to restructure Transnet or
any of its divisions. Such action would be ultra vires.

The Authority would like to engage the Ports Regulator, port users and affected stakeholders alike
in exploring substantial alternatives to the VoRAB methodology as part of our agreed process on
tariff reform with a view to continue with our objective of lowering the cost of business..

Given the significance of the VORAB and the associated financial risks, we respectfully request the
Ports Regulator to consider the Authority’s 2019/20 Tariff Application in its current form and delay
the implementation of the VORAB until such time that the Authority, the Ports Regulator, port
users and associated stakeholders have consulted adequately and reached consensus regarding
future tariff methodologies that will benefit the South African public , provide consumers with
choices and not be detrimental to the South African economy.

We remain available to discuss this matter further.

/

Siyabonga \Gtama,
Group Chief Executive

Date: &0'8 |0 - (;)
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GOVERNMENT NOTICES
DEPARTMENT OF TRANSPORT
No. 824 6 August 2009
PORTS REGULATOR
REGULATORY PRINCIPLES

i, Glorla Tomatoe Seroba, Chalrman of the Ports Regulator hereby publish the Regulatory
Principles developed by the Ports Regulator relating to the principles gulding the Regulator in

the proper performance of its functions.

The Regulatory Principles sre published for general information and shall come into operation
onythe date of publication,

ik

e
ot

GLORJA TOMATOE SEROBE
CHAIRMAN : PORTS REGULATOR

Date: 17 July 2009
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REGULATORY PRINCIPLES OF THE PORTS REGULATOR
2009
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CHAIRMAN'S INTRODUCTION

1.1 The Ports Regulator was established under the provisions of the
National Ports Act, 2005. Under this Act, the main functions of the

Ports Regulator are to:

a) exercise economic regulation of the ports system in line with
government’s strategic objectives;

b} promote equality of access to ports and to facilities and services
provided in ports;

c) monitor the activities of the National Ports Authority NPA to
ensure that it performs its functions in accordance with this Act.

1.2 The Members of the Ports Regulator were appointed in December
2006. Its first meeting was held on 28 March 2007.

The current members of the Ports Regulator are:
s Mrs Gloria Tomatoe Serobe (Chairman)

Ms Phumzile Langeni

Ms Tandiwe Njobe

Mr Andrew Pike

Mrs Ella Ntshabele

Dr Brian Gowans

e  MrRandall Howard

o  Mr Mawethu Vilana

1.3 The Ports Regulator recognises its obligation to discharge its
regulatory responsibilities efficiently, equitably and in the best
interests of the people of South Africa as a whole. It acknowledges
that regulation can produce gainers and losers; and that it can affect
property rights, economic growth and income distribution. It is weli
aware that regulation generates compliance and other costs which
must be measured against the benefits associated with regulatory
activity. These principles thus guide the Regulator and inform the
expectations that stakeholders can have of the Regulator.

14 These Regulatory Principles were developed and determined in the
context of the provisions of the National Ports Act, 2005; other
relevant legislation; and the policy objectives determined by the

Page 2

Ports Regulator Principles
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government, and with the input of various stakeholders over the
period of its development.

15 Government policy with respect to South Africa’s commercial ports is

as follows:

Vision: South Africa’s commercial ports system should be globally
competitive, safe and secure, operating at internationally accepted
levels of operational efficiency consistent with the goals and
objectives of the Government’s macroecanomic strategies. The
commercial ports system must serve the economy and meet the
needs of port users in a manner which is economically and
environmentally sustainable. [White Paper on National Commercial
Ports Policy, 2002, p.11)

Goais:

e To invest in port infrastructure, superstructure, equipment and
system in ways which satisfy social, financial, economic or
strategic investment criteria;

e To improve the safety, security, reliability, quality and speed of
port operations and services;

e To enable port users to access the port system in the most
efficient way possible;

e To promote good employment practices and standards;

«  To achieve the above goals in a manner which is economicaily
and environmentolly sustainable, and minimises negative
externality Impacts on non-users; and

° To promote intermodalism.

[White Paper on National Commercial Ports Policy, 2002, pp-11-12]

Objectives:

e  Fnsure safe affordable, effective and efficient port services;

e Encourage fair competition based on transparent rules applied
consistently across the transport and port system;

e Improve infrastructure and service levels where appropriate,
based on user needs;

e  Ensure safe transportation, a clean environment and service to
designated areas;

e  Establish appropriate institutional arrangements and legisiation
to support the governance of ports;

Ports Regulator Principles Page 3
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®  Promote the development of an integrated regional production
and distribution system of support of government industrial
policies;

¢  Ffacilitate and enhance the expansion of international trade and
tourism in general, and export in particular;

e  Promote the development of an efficient and productive South
African port industry copable of competing in international
markets;

e  FEstablish an appropriate regulatory framework that is also
flexible and responsive;

e  Ensure high quality training and development of human
resources,

@  Promote increosed international relations;

o Ensure cost effective and efficient port management and
operation,;

*  Ensure proactive integration of social, economic and biophysical
environmental aspects during the early stages of port planning
and throughout the port development cycle including the
planning, design, construction, operation and decommissioning
of port developments;

e  Ensure proactive communication and consultation with port
stakeholders early on in the port planning stages;

e  Ensure that strategic port planning is closely aligned with the
integrated development planning process of the associated city;
and

e  Promote Black Economic Empowerment and Small, Medium,
and Micro Enterprises.

[White Paper on National Commercial Ports Policy, 2002, p.12]

National Commercial Ports Policy, Basic Principles:

° National needs, aspirations and requirements shall be of
primary caonsideration;

° Consideration of user and other stakeholder needs and views;

e Port system development, management and enhancement will
primarily remain a national function;

e Regulation should be kept to a minimum without compromising
national aspirations, safety, health, security, efficlency and
environmental sustainability;

Ports Regulator Principles Page 4
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e Participants in the market should be treated equally and fairly;

e The principle of user pays or cost recovery, benchmarked against
international best practice to ensure that the costs are globally
competitive will be applied as far as possible, including on
appropriate return; and

®  Strategic port planning will include the integration of social and
biophysical aspects at the earliest stages to ensure sustainable
port development.

[White Paper on National Commercial Ports Policy, 2002, p.13]

The Ports Regulator will advance these policies at the minimum cost to the
South African community through the responsible and efficient exercise of its
powers as defined in the National Ports Act, 2005.

The Ports Regulator is committed to the principles of public accountability.
Each vear it will, amongst other things, commission an independent,
developmental evaluation of its performance, and its corporate governance
processes for every year following the publishing of the Directives issued under

the National Ports Act.
Thank you.

GLORIA TOMATOE SEROBE
CHAIRMAN

Ports Regulator Principles Page 5
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REGULATORY PRINCIPLES FOR THE PORTS REGULATOR

1. Economic regulation shail be exercised such that the benefits of
regulation exceed the costs.

The Ports Regulator maintains that, as a general rule, only regulation which
produces a net benefit in terms of the government’s national commercial ports
policy should be exercised. This is consistent with the principle that:
“Regulation should be kept to a minimum, without compromising national
aspirations, safety, health, security, efficiency and environmentol
sustainability” {White Paper on National Commercial Ports Policy, 2002, p.13].
The Ports Regulator will, nevertheless, take equity considerations into account
as necessary in applying the general rule.

The Ports Regulator will conceptualise benefits in terms of the government’s
policy objectives for South Africa’s commercial ports and will consider all
relevant costs in its decision-making. Benefits and costs must necessarily be
conceptualised and measured in qualitative as well as quantitative terms.
Measuring the costs and benefits of regulation [including compliance costs] is
not a straight-forward task., Often, moreover, one stakeholder[s] may enjoy
the benefits of regulation while some or all of the costs are borne by others.
The Ports Regulator will apply its mind in good faith to such matters.

2. The Ports Regulator shall exercise competitive neutrality between the
public and private spheres.

Competitive neutrality means that public sector organisations which compete
with the private sector should not have competitive advantages, or
disadvantages, by virtue of their government ownership or control unless
government policy specifically dictates otherwise.

3. The Ports Regulator shall address certain matters of equity.

Important matters of equity can arise, for example, when considerations of
third party access to infrastructure arise. The Ports Regulator will give special
consideration to the principles by which third party claims for access to existing
infrastructure are determined and will expect evidence to be presented on this
matter in relevant cases.

Ports Regulator Principles Page 6
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In the context of the government’s Black Economic Empowerment policies,
moreover, one of the Ports Regulator’s priorities will be to remove artificial
barriers to the entry of new participants in the economy of the ports. In
general, all barriers to entry will need to be considered in terms of their impact
on firms wishing to establish or to expand their business in the ports.

The benefits and costs of regulation and the individuals and social groups to
which they accrue all need to be identified in the regulatory process. A
regulation which confers benefits on one party may impose costs
disproportionately on another without compensation. Even though, at an
aggregate level, the benefits may exceed the costs in this case, the regulation
may not be acceptable on equity grounds unless compensatory arrangements

are feasible.

4, The Ports Regulater shall exercise its tariff approval pewers using the
Price Cap Appraach.

The Ports Regulator will utilise a price cap form of regulation, and incorporate
rate-of-return approaches, among others, in its tariff rebasing processes. The
price cap emphasis is favoured, on balance, because, amongst other things, of
the incentives which it provides to organisations to devise and implement cost
minimising/productivity enhancing strategies, as well as the information
asymmetries that abound in the initial phases of the Regulator's existence.

The Ports Regulator will place great emphasis in its evaluation of proposed
tariffs on evidence that such strategies are being implemented to good effect.
The Ports Regulator will not permit tariff increases to subsidize poor
management practices, sub-standard management information systems, any
other inefficiencies including those which are asscciated with monopolistic or
quasi-monopoilistic industry structures and/or practices, and so on. A tariff re-
basing shall be performed every five years to set appropriate incentives for a
timeous and cost-effective investment programme in appropriate port
infrastructure. The first tariff re-basing shall occur two years after the first
Directives are published.

As a general rule, the Ports Regulator will require that proposals to vary tariffs
must demonstrate, amongst other things, that such variations serve the
government’s national commercial ports policy and the objects of the National
Ports Act, 2005, and do not contain a monopoly premium.

Ports Regulator Principles Page 7
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"

5. The regulation of service quality is a means by which regulated
competition in the provision of port services may be promoted. '

Performance standards are typically involved in this type of reguiation, Such
standards can be reviewed periodically by the Ports Regulator on its own
initiative or by application from an interested party. The Ports Regulator
acknowledges that minimum standards must relate to those variables over
which regulatees have a meaningful degree of control, and that the application
of minimum standards to each and every stage in the ports production process
would not always generate net benefits. Appropriate minimum standards are
best determined through a process which includes public consultation.

Defining performance standards is also an appropriate means of regulating
matters of servicing times and safety. The Ports Regulator would not
necessarily wish to be prescriptive in the choice of techniques used to meet, or
exceed, the standards. Such decisions, in the first instance, are best left to the

relevant port organisations.

6. The Ports Regulator, as a general rule, will initially seek to employ a
“light touch” form of regulation.

If, however, inappropriate advantage is taken of this, or it proves to be
Ineffective for other reasons, then the Ports Regulator will consider more
prescriptive forms of regulation.

7. Economic regulation may be effected by means which include
incentive-based, market oriented instruments or command-and-control

instruments.

in submissions to, and in hearings conducted by, the Ports Regulator, evidence
may be presented as to which matters are best handled by incentive-based,
market oriented instruments, which are best handled by command-and-
control instruments, and which are most efficiently regulated by a mix of
instruments. This may include, but are not limited to, evidence concerning the
extent, and in which instances, the Ports Regulator should rely on, and
encourage, self-regulation. Agreements negotiated through self-regulation
processes may, nevertheless, be subject to a public interest test at the
discretion the Ports Regulator.

8.  The Regulator shall explore all legal alternatives to ensure the spirit
and the letter of the National Ports Act is followed.

Ports Regulator Principles Page 8
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Reliance on statutory powers exclusively may be an inefficient way of securing
compliance with regulatory decisions. Under some circumstances, there may
be other incentives for regulatees to comply.

The Ports Regulator will explore the appropriateness of voluntary agreements
as a means of negotiated, joint regulation by the Ports Regulator and relevant
parties. It will also use moral suasion to encourage compliance with its
decisions, and will analyse the lessons which can be learned from international
experience of ports regulation in matters of implementation and compliance.

9. Regulatory Impact Statements [RIS] shall be developed for significant
regulatery interventions.

in many international jurisdictions, if a proposed regulation is likely to impose
appreciable costs on the community or part of the community, a Regulatory
Impact Statement must be prepared before the reguiation is made. Its purpose
is to explain the need for the regulation and to set out the benefits and costs
which wouid flow from its adoption. It also explains if any alternatives to
regulation were considered and why they were rejected. The Ports Regulator
proposes to follow this practice. it may also produce ex post RIS whereby the
actual costs and benefits of regulation are determined in the light of
experience in especially important cases.

10. The Regulator shall foster competition In the ports sector where
appropriate

Section 30 2] [b] of the National Ports Act, 2005 requires the Ports Regulator
to “.. negotiate and conclude an agreement with the Competition Commission
... to co-ordinate and harmonise the exercise of jurisdiction over competition

matters, ...”.

Without in any way attempting or wishing to pre-empt any aspect of these
negotiations, the Ports Regulator notes that, in the absence of economic
regulatory oversight, a port operator with a dominant or monopoly position
could attempt to engage in certain anti-competitive practices, the effect of
which could be to drive out potential competitors and increase costs to port
users and the economy at large. Such practices could inciude:

® Price gouging - using monopoly power to charge excessive tariffs for

port services,

Ports Tlegulator P}i-nciples Page 9
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Service bundling - extending monopoly power in one area of port
operations to another potentially competitive area. This is also referred
to as a tying arrangement.

° Increasing entry barriers - constructing hurdles to increase the share of
the market needed to operate at maximum efficient scale, raising
absolute costs of entry, or by tending to foreclose competitors from
needed resources or outlets.

e Raising rival’s cost - increasing the cost of services required by a rival to
place him/her at a competitive disadvantage.

e Exclusive dealing - requiring suppliers to sell only to them and not to
any potential competitor.

e Predatory pricing - selling services below cost to induce a rival's exit
from the market, deter future entry or dissuade a rival from future
competition.

e Price discrimination - similar to predatory pricing in that selective price

discrimination by a powerful seller can eliminate competition or

otherwise entrench the discriminating seller's monopoly power.

The Ports Regulator also notes that issues of competition between South
Africa’s commercial ports may impact on the achievement of the government’s
commercial ports policy. The National Ports Act, 2005, furthermore, requires
the Ports Regulator to “promote regulated competition” [Section 30 [2] [e]].
The detailed meaning to be given to this legislative instruction is a further
matter which will be discussed with the Competition Commission.

In some circumstances, proposed regulatory measures may be likely to restrict
competition. The Ports Regulator would be reluctant to act in this way unless it
can be demonstrated that the government’s commercial ports objectives can
best be achieved by restricting competition. This matter will also be a subject
of the discussions which the Ports Regulator must conduct with the
Competition Commission under Section 30 of the National Ports Act, 2005.

11. Co-operative engagement with other regulators

There are other regulatory matters, such as some environmental issues in the
ports, which may come under the jurisdiction of the Ports Regulator, but which
may be better handled by means of agreements with other regulatory bodies.

The Ports Regulatar will identify all the other regulatory bodies which have
mandates which overlap in any way that of the Ports Regulator. It will

Ports Regulator Principles Page 10
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negatiate the principles by which matters of averlapping responsibility will be
governed.

12. Consultation on matters of policy trade-offs.

Regulating in pursuit of a given government policy objective may inhibit the
achievement of another [others]. The Ports Regulator will seek to take into
account the likely effects of its regulatory decisions on the wider economy.
Where significant trade-offs between government policy objectives may arise
in the ports regulatory process, the Ports Regulator will invite government to
be independently represented in such proceedings to define the dimensions of
any necessary policy trade-offs.

13. Existing regulatory regimes and institutions to be considered and
consulted where indirect impacts manifest.

Regulatian does not take place in a regulatory vacuum. There is an existing
pattern of regulation within a given industry and elsewhere in the economy.
Any new regulations may change this significantly.

The Ports Regulator will consider evidence in any hearing, or otherwise, which
will assist it to take into account the likely impact of a proposed regulation on
existing regulatory outcomes.

14. System impact perspectives shall inform the Regulator in its decisions.

The Ports Regulator is aware that regulation may have unintended
consequences. The Ports Regulator will be sensitive to the need to identify and
manage the possibility of unintended consequences of its regulation.

An enterprise, moreover, subject to the reguiation of certain aspects of its
activities may respond strategically and seek to circumvent the impact of
regulation by altering prices, costs, contracts and so on in those of its activities
which are not regulated. The Ports Regulator will seek to manage any
undesirable strategic responses to regulation without inappropriate “tit-for-
tat” responses.

15. Neutrality as to the interests of all stakeholders in the industry

Industry, and other, pressures may be placed on the Ports Regulator for
regulation which favours certain interests. Certain organisations, for example,
may argue strongly for regulation which insulates them from desirable types
and levels of competition. The literature on economic regulation also raises the

Ports Regulator Principles Page 11
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risk that regulators may be subject to forms of external and/or internal
“capture”. The Ports Regulator acknowledges a responsihility to advance the
government’s national commercial port’s policy without fear or favour.

16. Protection of sensitive information

Stakeholiders of the Parts Regulator may claim “commercial-in-confidence”
standing for information requested by the Ports Regulator, or for information
supplied to the Ports Regulator. The Ports Regulator will consider applications
for “commercial-in-confidence” status to be granted to information supplied to
the Ports Regulator on a case by case basis in terms of the Ports Regulator’s

Directives.

17. The Regulator shall actively assess the accuracy and appropriateness of
all information submitted

An enterprise can possess information on, say, technology which a regulator
does not have and cannot directly observe. A possible consequence is that the
regulatee can extract an informational rent, by manipulating the information it
provides to the regulator in order to obtain favourable regulatory measures.
The Ports Regulator will take steps to identify and to efficiently mitigate this

risk.

18. All relationships between connected parties will be assessed and
considered by the measure of public interest.

The National Port Authority is the sole landlord in all South African commercial
ports. Transnet Port Terminals [TPT], a division of Transnet Limited, is a
significant operator in all South Africa’s commercial ports. As appropriate, the
Ports Regulator will require convincing evidence that the commercial and
other relevant relationships between NPA and TPT, and the commercial
strategies employed by NPA and/or TPT to achieve their objectives, are
necessarily in the public interest.

19. The Regulator shall actively monitor the ports industry.

The primary form of engagement of the Regulator in its quasi-judicial role will
be on initiative of interested and affected parties, but the Regulator shall
initiate its own action where it deems appropriate. Apart from those provisions
of the National Ports Act, 2005 which require the Ports Regulator to take the
initiative, the Ports Regulator will rely principally on interested parties to bring
matters before it through the appeal and complaints processes as defined in
the Act, Regulations and Directives. There may, by the same token, be
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occaslons on which the Ports Regulator will take the initiative on its own
authority and conduct hearings on, or otherwise deal with, certain matters

within its jurisdiction.
20. The Regulator shall publically engage stakeholders in the process
whenever natlonally significant Issues are under consideration.

When the Ports Regulator exercises its powers under the National Ports Act,
2005, in especially significant cases it will consider issuing a discussion paper
and/or a preliminary statement of findings for stakeholder andfor public

response.

21. The Regulator shall take consideration of the impacts of Its actions en
the external and internal views of the econemy as an Irnwestment

destination.

South Africa’s reputation as a destination for both domestic and foreign
investment will be influenced by the credibility of the Ports Regulator and its

decisions.

The Ports Regulator will do all that it reasonably can to ensure credibility with
existing and potential investors and other stakeholders in South Africa’s
commercial ports. It will consult with, and will appreciate feedback from, all
South Africans and other interested parties on how regulatory credibility can

be enhanced.
22. Periodic regulatory review

The Ports Regulator will seek public submissions every 5 years on the quality
and relevance of ts regulatory policies and methods. These shall be aligned
with the re-basing cycles, and other regulatory development cycles.
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RATIOS - DETAIL CALCULATIONS
IMPACT ON TRANSNET'S STAND-ALONE CREDIT PROFILE

Annexure B

Gearing (%) -
Formula = Net debl / inet debt + x 160 & Not gubt) EBITDA (times { &
2019720 201820
Base Scenano Transnet Base Scenano Transnet
case impact afler impact cass impact after impact
R million R million R million R millian R milion R million
Employas banefits 306 0 3016 | |Employee benefits aoie 0 a018
Leng and shorl-term borrowinge 134 788 4107 138 883 | |Long and shorl-term borrowings 134 766 4107 138 853
Net derivative financial liabiliies B8 ] 868 | |Nst darivative financial liabilitiss 8es 0 868
Less: Other shori-tarm invastments (581) 0 {561)| [Less: Other short-tarm investments (581) 0 { 581)
Less, Cash and cash squivalonts (4458} ol (4456)) [Less: Cash and cash equivalents {4 456) ol (4 458)
133853 4107 137 760 | |Net debt 133653 4107 137760
173 688 (28 453) 145235 | |EBITDA 41723 (4 154 37 537
{%) 43.5%! 48.7% EF] 37
v =
Cash intarest cover (imes) r Retum on total sverage assets (%) r
2019720 2018720
Base Scenario Transnet Base Scenario Transnei
case impact after impact case impect | after impact
R miliion R million R million R million R million R million
Cash generated from operations AD 545 {4 186) 36 359 | [Operaung profit 24 305 3779 20533
Finance cosis (13.017)] {238) (13255)| |Total average asssis 394 082 (34 838) 350 455
Financa incoma 144 0 144 | |Total average CWIP 149.149) 0l 149149
|Copitalised borowing costs {2,108} 0 {2.106)| |Total average assels excl. CWIP 344 844 (34 838) 310 308
Net financs costs (14 878) (238) (15217)
[Retim on ol average assers (%) T0%] 1 6B8%
Cash interast cover (bmes) 27 24
FFO ! Dabl (%) {Credit simulation) Daist { EBITDA {limes) {Credit simulation)
2018720 201920
Base Scenano Transnet Base Scenano Transnat
case impaet afier impact case impact after impact
R million R million R million R million R million R million
Cash flows from operating actviles 25322 (4232) 21080| |Total debt 134 786 4232 139018
Reverse changes In working capital | ___...._.] oo 18390 (4O 1389] |Less nol derivatives 868 0 868
Funds from operations 27 181 {4712) 22 449| |Total - Pansions 523 0 523
Align FFO (@) 1382 1271| |Capitalised operaling leases (3 x cperating lsases) 5811 L4 5513
Depreciation on capilalised leases 1288 ] 1286| |Adjusted dabt 141 BB7 4232 145819
itshsed costs 2 106] [\ {2 108
Adjustad funds from operations 26 260 {3 380} 22 ﬁ EBITDA "3 {4 188} 37537
impairment of assets {550) o {550)/
Long and short-lamm barrowings 134 786] 4232 T30 016| |Post-retiemant benefits (332) o (332)
Less net derivatives 868 ] 868| |Other non operaling income - Financa income 144 0 144
Pensions 523 [ 523| |Other non 1 P - Forsign ge loss / gain 21 (4] Fil
Capilaliised oparaling lssses 5511 0 5511| |Reverse impairment charges for PPE and intangibles 485 [} 485
Adjusted debl 141687 4 232 145919 |Opersling lsases 1837 1] 1837
Adusied EBITDA 43 328 {4 1“; 3§ 142
[FFo7Debt (56 I 185%) | %7
[Debt7 EBITDA (umes) I 331 [ 37]
EBIT I lntareal aapensa (limes) g(;mm simaiation)
1
Base Scenano Transnet
case impact after impact
R million R million R million
Profit before finante cosls 23237 (3771) 19 406
Financa income 144 0 144
Operabng leases 1837 0) 1837
Adjusled EBITOA 25218 3771 21 447
[Finance cost 13078 238 13315
Net foreign exchange gains on transialion 21 0 21
Imeres| on pensions k1 ] a7
Finance cosl on capitalised leases 551 0 551
Capilaiised borrowing costs 2108 0 2106
Adjusted income statement mtergst 15 702 'zﬁ 18 030
[EBIT 1 interast {umes) [ 18] =—3]




RATIOS - DETAIL CALCULATIONS
IMPACT ON TNPA AS A STAND-ALONE BUSINESS

Annexure A

Gearing (%) 'r -
Formula = Net debt / {na! debl + equity) x 100 Net deht | EBITDA {times) r
20197220 2018720
Tantt Scenano TNPA Tarift Scanarlo TNPA
application impact after impact application impact aftar impact
R million R millien R milion R million R million R million
Employee banefits 72 72 | |Employee banefita 72 [+]
Long and short-term borrowings 16 414 4107 20521 | |Leng and short-lerm borrowings 16414 4107 20521
Net derivative financial liabilites 2 0 2 | |Net derivative financisl liabliies 2 [+] 2
Less: Other short-tsrm invesimants 0 0 0| |Less: Other short-term investments 0 0 1]
|Less: Cash and cash equivalents 7 Q ...l 7) |Less: Cash snd cash equivalents {7 [} {7
Net dabt 16 481 4107 20589 | |Netdebl 16 481 4107 20 588
Equi 58 439 (2B 463) 30886 | |EBITCA 8 700 (4 186) 4514
aning (%) 27.7%] 300%)| [Netoebt] EBITDA (bmes) 18 46
w
Cash Interest cover (timas) f
2018720
Tanit Scenano TNPA
application impact after impact
R millian R million R million
Cash generated from oparations (4 188) 3077
Financae costs (1 885) ( 238) (1903)
Finance income 1 o 1
Captatsed borrowing costs (147) 0 (147)
Net finance costs {1811) (238) (2 048))
Cash interest cover (times) 40 15
FFO | Debi (%) {Cradit simulation) FFQ interest coverage (times)
201920
Tanif Scenano TNPA
application impact after impact
R million R million R million
Cash flows from operating activities 4335 {4 107) 227| |Cash flows from operating activives
Reversa changes In working capital 1031 {480} 551] |Reverse changes in working capital
[Funds from cperations 5368 {4 587) 776| [Funds from operations
Align FFO {1024) 1227, 203| |Align FFO
Depreciation on capitalised leases 167 0 167| |Depreciation on capitaiised leases
Capitalised borrowing costs {147) _0 (147)| |Capitatised borrowing costs
[Adjusied funds from operations 4362 (3 360) 1002] [Adjusied fund from operations
Add back: Interest expense
Long and short-termn borowings Finance cost on capilatised leases
Less net derivatives Capitalised bomowing costs
Capialised operating leases Adjusted funds from operations
Adiusted debl
Net inlgrest
[FFO7 Debt (%) T 255%] 47%) [Finance cost on capitaksed leases
\alised ing Cosls
MM cash interest
|F§ imerest coverage (bnes) 1
Dobt servics coverage ratio (DSCR) {times) {Credit simulation) Retained cash flow (RCF) / Capex (times) g(:mm simulation)
20181 201
Tanft Scenario TNPA Tanft Scenano TNPA
application impact after impact application impact after impact
R millian R million R million R milion R million R milien
Cash generated from operations 7263 (4 186) 3077 | |Cash fiows from operaling aclivilies 4 (4 107) 227
Reverse changes in working capital 1031 :%:_u) 561
Loan redemplions 1893 0 1803 | [Funds from operations 5366) (4 587) 778
Finance costs - cash flow siatement 1685 238 1803 | |Akgn FFO (1.024) 1227 203
Capitalised borrowing costs 147 0 147 | |Depreciation on capitaiised |sases 187 1] 167
leases 238 0 239 | |Capitaised borrowing costs (187 Y 147
Total debt service 3943 238 4 182 | [Adjusted funds from operations (FFQO) 4362 {3 360) 1002
[Loss gsorce pacs 0 0 o
Debl servico coverage ralio (times! 18 07 ] [RCF (Retained Cash Fiow) 4 382 {3 360) 1002
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