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Tariff Application 2018/19

The questions and answers asked and responded to during the 2018/19 Tariff Application Road Show are
recorded below. Care was taken to provide as accurate as possible reflection of the questions raised. The
questions and responses follow no particular order, but were grouped according to city under consideration

Questions and Answers
Jhb Roadshow

Date: 07 August 2017

Venue: Emperors Palace Hotel, Jhb

1. Interms of the assetallocation splitto cargo owners, itis much of a muchness as to who pays the
increase.The cargoimporters / exporters ultimately payitand aren’t being spared the cost. However,
regarding efficiencies, despite the recent measurements put in placeby the PRSA, they have for the
pasteight years been left with 200% or 300% of their cargo dues being paidininefficiency costs. What
should’ve taken two anda halfyears has taken eight years andis still not done. A 10% penaltyis not
going to be compensation enough.

NPA Response

The baseassumptionis thatthecargo owner pays berthingatthe end of the day. However, by shifting
costs we achieve two things, firstly we send the correct investments signals and secondly, by moving
the cost to the shipping lineis actually another manner to allow them to align with global norms,

2. Regarding the power services at the Port of Richards Bay, one of their challenges is the changing
weather patterns which | havinga huge impact on volumes. Going forward, the Port of Richards Bay
is due for two new helicopters, whatis the status of this projectand can it be fast-tracked.

NPA Response

The tender documents for the two helicopters were being evaluated lastweek and they areexpecting
to award shortly. The supply chain process is timeconsumingas itincludes international investors and
these arelongterm relationships thatare being created. Furthermore, the Port of Richards Bay has
grown to a pointwhere they require two helicopters on a permanent basis. Thebusiness cases include

an additional helipad as well as increased services. NPAis certainly expediting the process.

The NPA wants to in-sourcethe piloting skills and the nature of the training programmerequires flight
hours and other requirements, therefore the trainees require additional time.The process has taken
inthe region of five years to complete; itis nota one-year process. They arecurrently sourcing pilots
from Denel but aretryingto wean off supporton other companies.As an organisation, they havegone
through the system in order to nationalise and their OPEX has therefor has decreased rapidly.
However, at the same time, they cannot have machines replacing humans, when they talk about
labour, they are talking about skills development.

3. Regardingthe Island View Strategy, it has been on the table for quite some time, when will this be
presented to Industry? Furthermore, what are the timelines for the various berths including Island
View One, as well as the relevant pre-feasibility studies?

NPA Response
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The position paper for the Island View Strategy has been drafted and will be shared with both the
Shareholding Minister (Minister of DPE), and the Minister of Transport.Itis critical thatthe NPAconduct
the necessary evaluations and co-operation from Industry is requested in this regard. There is a
balancing act between security of supply and investment and transportation, the correct trajectory is
therefore crucial. Furthermore, the NPA is aware of the expired leases and are in the process of
reviewing short-term leases.

Highlighting the sensitivity and impact of changing the unit — the 5% on passenger vehicles, its
assumed that the average vehicle length is 5m, but that’s not true, the average length may be 4,25%
and is therefore proposed that tariffs be re-looked at in terms of the various categories.

NPA Response

Eventually the NPA Tariffs are to align with the TPT tariffs and at the end they will have the same
numbers. The 5m is a peg and further comments will generate a common understanding and move
from a tonnage basis to a unitized basis.

There is always talk of the issue of efficiencyinthe Port of Durban. Whatis the NPA doing about the
overcrowding at Cato Ridge and City Deep?

NPA Response

Transnethas putinto placea massivestrategy. Competitiveness speaks to how good the overall supply
chainsystemisinterms of ports,rail,and road. There have been investments at City Deep which has
helped drive down dwell times, there are cranes beinginstalled, as well as other initiative including
aninlandterminal by Heidelberg. Bayhead road and the surroundingarea of the port actually cannot
sustainthe congestion. The copper trucks are being run as train trucks,from up north all the way to
the port.

Under Operation Phakisa there is a huge effort to use coastal shippingto connect South African
Market but there are limitations. Thereis a need for a clear strategy on how we can introduce and
incentivisecoastal shippingand on how to encourage moredrill transportsysteminto SAmarket. How
does on introduce coastal shipping so that coast-to-coast cargo does not touch trucks?

PRSA Response

The DoT launched the maritime policy which looks at coastal shipping, that then needs to be
developed further regarding how coastwiseshippingcan be taken forward as well as how provisions
should be made for SA flagged vessels as well. Itis important to understand the extent of the effect it
could have.
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Roadshow Cape Town:
Date: 08 August 2017

Venue: Southern Sun Cape Sun

Regarding the various NPA projects that are planned, the Port of Durban extension is listed as being
inthe pipelines, but there is no specific timelineattached to such expansion and more information is
required thereto.

NPA’S Response

The berth deepening in the Port of Durban is well under way, there have been a few set-backs
including the environmental impact assessment and the approval thereof and dealing with
stakeholder impactand comments. The tender for the projectis outandis dueto closein a few weeks.
The anticipated timeline is somewhere alongthe lines of three to four years andthey would have to
take out one berth at a time due to it being located in an operational area. They are pleased to

announce they should be announcing a contractor soon.

Given that the Regulator has proposed a balancing of the revenue required (the Tariff Strategy) by the
NPA, he wants to understand why NPA has not attempted to move closer to that balancein this
application?

NPA’S Response

By virtue of the increaseandthe splitthereof, what NPA is proposing doesn’tregress interms of the
contribution, rather it remains static. In order to see a shift in the pie, the tariff would need to be
increased by 20 —30 % next year.

The goal is to have the cargo dues set at half of the global sample, why is this the case,as opposed to
the goal being on par with the global sample?

NPA’S Response

The issue there is thatitis a sample, if we were to change the sample, then we could be above or
below. It is the trend that is important, rather than the value. Furthermore, it must be noted that
there isn’tan intention to use the studies to set prices, itis rather an indicator. Whilst other global
prices may still be incorrect, South Africa is moving towards a cost-reflective price structure in the
port system.
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Roadshow P.E
Date: 10 August 2017

Venue: Radisson Blu Hotel, P.E.

The trainingcolleges that were previously shared with Transnet Port Terminals are now being rolled
into the NPA. Do these colleges fall within the regulated part of the NPA and will the costs be
recovered?

Regarding the training colleges, the Maritime School of Excellence was previously housed at Group
Level. Based on the maritime front developments and their focus on training, the school undertakes
a fair amount of the work that the NPA should’ve been doing. Numerous complexities then arose.
Therefore, ifthe school is really about maritimetraining then itshould be housed /administered /and
run by the NPA rather than by the Transnet Group.

Further, as a part of Operation Phakisa the NPA has invited people to partner with them to develop
the skillssetofthelocal communities. The key focus of the Maritime School will centrearound training
for both students and NPA officials, the tug masters, the pilots, and the like. They are doing crane
handlingetc. for TPT, but itis open to more than that. They have been approached by other African
ports for various training requirements and as they have the equipment, they would rather fill the
classroom.

The last Application of the NPA indicated thata 23% tariffincrease would berequired for the 2018/19
tariffyear, we arenow inthat year and the tariffincreaseapplied foris 8.5%. We now lookat 2019/20
application and itis again very high, will it still be this high next year. If we had made a multi — year
determination, we would’ve been in a situation with excessive priceincreases.

Without the clawbackindicated, the Methodology would resultin a 20% tariffincrease. This may be
applied to each of the years, however the clawbackis reducingtherequest. They (the NPA) havefound
that the economy has justnotbeen doingas well as anticipated. Each time the economy doesn’t show
any growth, as anorganisation they have responded by reviewingtheir plans and costbasis, and their
CAPEX programme. Commitment by their customers havechanged and they (the NPA) haveto inturn
respond by changing their CAPEX programme. Based on the lastfew months of this financial year, the
NPA is optimistic thatthey are startingto see some turn around and some of the volumes are coming
through. If this is true, they will pursue their plans in a responsible manner.

Reg. cargo dues in the Tariff Methodology, whilst costs are based on the use of port infrastructure,
how does the NPA or the PRSA promote cargo thatis sustainable to economic growth.

Regarding the cargo dues, we want to favour manufactured goods and move away from the
dependency on exporting raw goods. The PTIP is movingin thatdirection, this will reflect the discounts
and growth of those smaller industries. The underlying assumption that is the base of the Tariff
Strategy is to have cost reflective tariffs. Only then, in a transparent and fair manner can you look at
fair cross-subsidies. What the PRSA intended through the Tariff Strategy is to reflect a user pay
principle. The PTIP will formalise where a cross subsidy can beallowed in the tariff book. The process
is similartothat of ITAC. The process will determine what isinthe publicinterestand the benefit to
the economy and the socio benefitto South Africa.Everyone who utilises thetariff will haveaccessto
the discount, furthermore everyone will know what the tariffis and it will be both transparentand

fair.

The city will be happy about the manganese being shifted to Ngqura, however he thinks this could
have bearing on the tariffs in the future. How will they replacethe revenue coming into this port? If
they have a waterfront, what will they have to do to keep the port?

The factis thatthe Port of Ngqura is leveraging off the system, itneeds to be stabled. The bulk of the
costs has already beeninvested and is already partofthe costs comingthrough interms of tariff. The
other positivefactoris thatwe arecurrently constrained regarding the amount of manganese we can
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move. PE canonlyaccommodate 5 milliontons,if we cansee increased volumes through Ngqura, we
are not dependent on tariffs, we arelooking to volumes to drivethat. Regarding the waterfront, they
need to chat to the private sector and see what can be done. There’s an optimism as to what can
possibly be achieved.

Wearingthe hat of the shippinglines, marineservices has been the hardest hitin terms of the Tariff
Strategy. A 10% increase to tariffs in the current economy is quite severe. Especially port dues, an
increaseof 14% is a lot. Efficiency is currently of paramount importance; WEGO is still alongway to

go.

The request of 10% is inlinewith the Tariff Strategy and the end goal for ten-years’ time. The current
request does not even shift the pie, and it therefore a decision to move in that direction. Let’s not
regress and rather move towards the slicing of the pie.

Regarding ‘slag’,it doesn’t have its own category and therefore falls under category ‘other’, whichis
quite high a tariff, what process will be undergone to allocate a fair tariff to slag as a commodity.

They are faced with these requests at time to time, they envisage as the NPA that the tariff be
informed by the terminal beingused, and the cargo handling mode. The realityis inthatitis a journey.
Regardingthe implementation of a tariff now, they request you providea commodity whichis similar
in terms of handling and moving etc., that tariff could be used as a best reflection.
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Durban Roadshow
Date: 11 August 2017

Venue: The Riverside Hotel

In consideringthe request for tariffadjustments, the PRSA has to as accurately as possible determine
the required revenue of which a key component is taxation. It was mentioned that the taxation is
calculated on group results rather than NPAresults. In the interest of fairness, why is the NPA result
not used for a more accurate number. In support of that logic, the Act calls for the NPA to be
corporatised as a duly constituted body, why is itthat ten years lateritis stillnota stand-aloneentity.
Ifitwas, it would allow it to regulate TPT.

PRSA’s Response

Regarding taxation, if the NPA were a stand-alone entity, then it would’ve been a straightforward
calculation asthe profits would’ve been determined beforehand with audited results. However, they
are not, and based on efficient taxation planning from a Group perspective, it has to be taken into
account. Gains or losses of the different sub-divisions must then be taken into account.

Furthermore, the second part of the question speaks to the first, the Act does require them to be
corporatised and thinking this would happen, we have always allowed that 28%. Due to it still not
have happened, and the NPA still being treated as a division rather than a subsidiary must be taken
into account. Due to the treatment of losses and gains and the manner it affects the Group must be
taken into accountas the Group will keep the additional taxas a profit. The Act requires the Minster
of DPE to take that forward, itis not for the Regulator to decide when.

NPA’s Response

Itis importantto understand that port tariffs must reflect port costs. And these must be transparent
Regardinglossesinthegroup, it does not necessarily mean the other divisionsarenot making profits,
they sometime get accelerated tax deductions due to their socio economic drives etc. the authority
makes great profitis whatChris said duetoregulation, he must say that they make reasonable profits
as per the act. Volumes must be taken into account. If they could get 11% volume growth they
wouldn’t askfor a tariffincrease. They areawarethat they shouldn’texpect such high volumes as they
did this year (manganese).

Request to the Regulator, after the past five years, it has become very apparent that the need for
submissions isnotso obvious. What would the Regulator like to see in the comments that would add
valueto the Regulator? They haveboth an Application and a Methodology that they arevery satisfied
with and therefore what input would the Regulator like going forward?

PRSA Response

Volumes, and the forecastthereof, is animportant partof the submission. Furthermore, the Regulator
is looking at reviewing (cleaning up) the Tariff Book, any suggestions in this regard would be
appreciated and should be included, especially if it can be rationalised and towards the direction
intended by the Tariff Strategy. Whilstthe days of arguing over the components of the Required
Revenue are behind us, the Regulator requires input in terms of efficiencies, volumes, etc.
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