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Nkomazi SEZ - Treasure of Opportunities

1.1 Introduction

The Nkomazi Special Economic Zone (SEZ) is ready forinvestors to come and establish their businesses, especially in the agri-industrial
andlogistics sectors. This SEZ offers a conducive 700-hectare (ha) industrial areathatis supported by well-developed primary agri-
cultural produce; connectivity to rail, main roads and the Port of Maputo; as well as electricity in Komatipoortin Mpumalanga, South
Africa. The Nkomazi SEZ is expected to be designated within 2017 in line with the SEZ Act, 2014 (Act 16 of 2014). After designation,

investors will also benefit from the array of incentives from SEZ policy and the province.

Geographically, the Nkomazilocal municipality is characterised by a subtropical climate, which makes it an ideally suited region for
the cultivation of subtropical, citrus and deciduous fruits such as mangoes, litchis, papayas, bananas, avocados, guavas, granadillas
and tomatoes. Nuts, tobacco, wood and vegetables are other crops grown in the surrounding Ehlanzeni area. Agricultural activities
compete with forestry in terms of the resource base. Beefis also produced abundantly in the province, thus investors for meat and
leatherproductionwill be targeted forthe establishmentof anabattoirand meat processing, packaging, skinning as well as adistribu-

tion centre in the SEZ.
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Figure 1: Commodities targeted for the Nkomazi SEZ




Increased demand forimportand exportcapacity is currently placingaheavy burdenonin-
frastructure and capacity atthe ports of Richards Bay and Durban, causing handling delays
with both imports and exports. Accelerated development of the Port of Maputo is currently
underway as investments in handling and scheduling capacity continue toimprove and will
be sustainableinthe shorttomediumterm. Furthermore, thereis currentlyanincreasedde-
mand for a dualisation of the railway line to Maputo, to complement the current single track
railway link, for the shipment of mining products and agricultural produce to and from Lim-
popo, Gauteng and Mpumalanga. Increased demand for transportation along the Maputo
Corridorpresents the SEZ with opportunities to introduce, among others, aone-stop-shop
facility for trucks, to take advantage of improved logistics infrastructure along the Maputo
Corridor (Johannesburg to Port of Maputo) and support investments within the logistics
and transport sectors.
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Figure 2: The Maputo Corridor
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1.1 Introduction conti...

The geographical location of the Nkomazi areais also its greatest
competitive advantage. Located inthe eastern part of Mpumalan-
ga'sEhlanzenidistrictmunicipality, the Nkomazilocal municipality
enjoys close proximity to two international markets, Swaziland to
the south and Mozambique in the east, which provides a gateway
to East African markets of about 146 million people and to the
world through the Port of Maputo.

With well-developed national road (N4), rail and airline infrastruc-
ture, the area also provides easy access to the Southern African
Development Community (SADC) market of about 277 million
people. The Nkomazilocal municipality is linked to Swaziland by
two provincial roads, the R570 and R571. Trade between the two
countries and Mpumalanga has over time allowed development
of a sizeable logistics and transportation sector, hence the desig-
nation and increased investment in agri-processing will improve
opportunities for consolidation and new investments in the logis-
tics, transportandrelated sectorsinand around the Nkomazilocal

municipality.

The South African government seeks to transform the national
economy into a globally competitive industrial economy, built on
the full potential of all citizens and all regions. The National Devel-
opment Plan (NDP)outlines the South African government’s cho-
sen long-term development path towards a prosperous and suc-
cessful economy characterised by high levels of economic growth,

employmentgeneration and an equitable society.

The New Growth Path (NGP) and the complementary Industrial
Policy Action Plan (IPAP) outline the government's industrialisation
agenda and the identification of critical drivers for job creation,
prioritised industrial sectors and a range of interventions required
to accelerate economic growth, create jobs and fight poverty and
underdevelopment. The Department of Trade and Industry (the
dti) has developed an SEZ policy to support and accelerate both
industrial and agricultural developmentin targeted regions where

socio-economic growth is problematic.

The objectives ofthe SEZ policyaretobe achieved by the provi-
sionof specialmeasures neededtodeveloptargetedindustrialand
agricultural capabilities and attract targeted foreign and domestic
direct investment. The incentives from which the businesses lo-
cated within the Nkomazi SEZ will be able to benefitinclude the

following, among other things:

a) Preferential 15% corporate tax. Businesses located inan
SEZ may be eligible for tax relief, including the reduced rate of cor-
porate income taxation. In addition to satisfying the requirements
ofthe SEZ Act, 2014, furthercriteriaforsome ofthe available taxin-
centivesarestipulatedinthelncome TaxAct, 1962 (Act580f 1962).

b) Building allowance. Businesses and operators (prescribed
in Section 1 of the SEZ Act, 2014) operating within an SEZ may be
eligible for tax relief, including a building allowance, subject to re-
quirements contained in the Income Tax Act, 1962.

c) Employment incentive. Businesses and operators operat-
ingwithinan SEZ may be eligible fortax relief, including the em-
ployment tax incentive subject to requirements contained in the
EmploymentTax Incentive Act, 2013 (Act26 of2013);

d) Customs-controlled area. Businesses and operators lo-
cated within a customs-controlled area of an SEZ will be eligible for
taxreliefas pertheValue-Added TaxAct, 1991 (Act890f1991),the
Customs and Excise Act, 1964 (Act91 of 1964), the Customs Duty
Act 2014 (Act 30 of 2014) and the Customs Control Act, 2014 (Act
31 0f2014).

e) Taxallowance. The 12| TaxIncentive is designed to sup-
port greenfield investments (i.e. new industrial projects that use
only new and unused manufacturing assets), as well as brown-
fieldinvestments (i.e. expansions orupgrades of existingindustrial
projects). The new incentive offers support for both capital invest-
ment and training.




TheNkomazi SEZ isintended to address the underdevelopment ofindustrial and agricultural beneficiationin the Ehlanzeniregion
to counter the unacceptably high unemployment levels, particularly among the youth, as well as to fight against poverty levels,

particularly in the rural areas.
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1.2 Regional economic overview

Mpumalanga’s contribution to the South African economy in-
creased marginally from 6,9% to 7,1% between 1997 and 2012.
The province’s gross regional domestic product (GRDP) reached
approximately R225 billion in 2012 with mining and quarrying
(24,3%) being the largest contributing sector, followed by manu-
facturing with agriculture’s contribution estimated at justbelow
6%. The Ehlanzeni district, which is the location of the SEZ, contrib-

utesabout 32% to Mpumalanga’s gross domestic product (GDP).

Unemployment is a particularly serious challenge in Mpumalanga.
In2011, the estimated unemploymentin the province was 31,6%,
higher than the national average. The Ehlanzeni district municipal-
ity had an unemployment rate of 34,4%. The share of the popula-
tionin Mpumalanga was below the lower-bound poverty line at
1,998 million. This is also 36,2% of the Mpumalanga total popu-
lationin 2013 thatwas measured atbelow R513 per capita per
month level. Most of the challenges stem from the severe poverty
faced by many in the province and the high inequality between
the rural poor and well-serviced urban centres, as well as under-
serviced townships and informal settlements.

The Nkomazilocal municipality is located in the eastern part of
Mpumalanga’s Ehlanzeni district municipality. The municipality is
strategically placed, being located to the north of Swaziland and
the westof Mozambique. Itis linked to Swaziland by two provincial
roads, the R570 and R571 and to Mozambique by a railway line
andthe mainnational road (N4), which forms the strategic Maputo

Corridor.

Thegeographicallocation ofthe Nkomazi areaisits greatest com-
petitive advantage. The increased demand for export capacity is
currently placing a heavy burden on the capacity and infrastruc-
ture of Durban Port, causing delays in both import and export
handling. The Maputo Corridoris bound to develop as the harbour
at Maputo improves its handling and scheduling capacity. In the
eventthata secondrail line to Maputois developed, to comple-
ment the currentrail link, the shipment of mining products and
agricultural produce toand fromLimpopoand Mpumalanga
will increase.

1.2.1 Agriculture overview in Mpumalanga

An abundance of citrus and many other subtropical fruits such as
mangoes, avocados, litchis, bananas, papayas, granadillas and gua-
vasaswellasnutsandavariety of vegetablesare producedinMpu-
malanga. Mbombela is the second-largest citrus-producing area
in South Africa and provides one-third of the country’s exportin
oranges. Groblersdal is animportantirrigation area, yielding crops
such as citrus, cotton, tobacco, wheat and vegetables. Carolina-
Bethal-Ermelo is mainly a sheep-farming area; in addition potatoes,
sunflower, maize and peanuts are also produced in this region.




1.2.1 Agriculture overview in Mpumalanga

Mpumalangais also home to the largest stock of beef cattle
in South Africa and is responsible for 22% of South Africa’s
beef production. This livestockis processedin the province
by 32 red meat abattoirs and 21 poultry abattoirs, including
large commercial operators such as Karan Beef and Kanhym
(red meat) as well as Daybreak, Early Bird and Alzu. Sappi’'s
Ngodwana plant, close to Mbombela, is a fullyintegrated
Kraft mill producing pulp for its own consumption as well
as newsprint and container board. In August 2013, the mill
started producing dissolving wood pulp (specialised cel-
lulose) for global markets that can be exported through
Maputo Port.

Agricultural activities in the Nkomazi area are dominated
by banana growers and sugar cane farms, with companies
such as the Crooks Brothers and TSB Sugar Holdings being
the main farm operators. Other food-processing activities
in the region comprise a large TSB Sugar Holdings sugar-
processing factory and several fruit processors in Mbombela
and Malelane. The dominance of sugar caneinthe Lowveld
region ofthe province limits opportunities forfurtheragri-
cultural and agri-processing developmentin the Ehlanzeni
district.

‘ ‘ Unemployment is a particularly. serious
- challengeinMpumalanga.ln2011,the
estimated unemployment in the :
rovince was 31.6%

However, feasibility studies in respect of agricultural produc-
tionandprocessingby variousinstitutions, including the Na-
tional Agriculture Marketing Council and private investors,
have indicated that there are excellent agriculturaloppor-
tunities in the Bushbuckridge area. Itis therefore proposed
thatthisareaisincludedinanassessment of SEZ viability in
Mpumalanga.

The establishment of a fresh produce market in Mpuma-
langa and specifically within the implied boundaries is well
advanced inits planning and will also support the establish-
ment ofthe Bushbuckridge Agro-Industrial Park. The estab-
lishment ofthe Bushbuckridge Agro-Industrial Parkis viable
for supporting and supplying input and raw material for
agri-processing hub. The ideal location of the Bushbuckridge
areawillalsosupportthe establishmentofthe fresh produce
trade hub and market currently under development by the
Mpumalanga Economic Growth Agencyin Mbombela.
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]
Conti...

Maize 12,050 2,870 24% 20
Sorghum 27,650 66,000 24% 2m
Soya beans 516,600 262,500 51% 1=
Sunflower 801,000 37,500 5% 3d
Dry beans 67,030 15,750 23% 20
Citrus 2,285,384 685.615 32% 204
Banana 405,000 145,800 36% 2~
Macadamia 18621 8824 47% =
TOTAL RSA TOTAL PRODUCTION PERCENTAGE RANKING

PRODUCTION MPUMALANGA (NO. OF SHARE

(NO. OF ANIMALS) ANIMALS) MPUMALANGA
Cattle 14,850,000 1,485,000 10% 51
Sheep 25,528,571 1,787,000 7% 5"
Goat 2,077,000 95,036 5% 5t
Poultry 3,185,000 573,300 18% 3

[ Table 1: Agricultural production capacity of the province

Mpumalanga and Limpopo are responsible for the bulk of
South Africa’s mineral production. Mpumalangais the third-
largest coal exporterin the world and Witbank is the biggest
coal producerin Africa. Although South Africahas 19 official
coalfields, 70% of recoverable reserves lie in the Highveld,
Waterberg and Witbank fields. The province contributes
30% to South Africa’s primary and processed minerals sec-
tor. Contribution to the South Africa’s processed minerals ex-
port basket stands at 34%. Mpumalanga’s extraordinary va-
riety of mineral resources alsoincludes abundant platinum,
steel, chrome, copperand uraniumreserves supportingthe
province’s standing as arguably the most important hub of
South Africa’s mining industry. Mining contributes 22,5% to
the provincial GRDP. Within the basket of minerals available
in Mpumalanga, there are several specialty minerals, such as
manganese, fluorsparand antimony thatcanbe usedinthe
production of products such as industrial chemicals, steel,
agri-chemicals and refractory materials. The Nkomazi SEZ
could capitalise on its proximity to an export/import port
(Maputo) and the availability of alternative energy sources
(liquefied natural gas) to promote the local manufacture of
these products; the SEZ is also located on a main transna-

tional development corridorknown as the Maputo Corridor.

The South Africanautomotiveindustryincludes seven origi-
nal equipment manufacturers with vehicle assembly facili-
ties in Gauteng, the Eastern Cape and KwaZulu-Natal. Export
of locally assembled passenger and light commercial vehi-
clesto other African countries has increased to over 90 000
unitsayear. Theimproved state of development of Richards
Bay and Durban as export ports has contributed towards
the export traffic of vehicles and minerals being diverted
from Maputotothese ports overthe last20 years. However,
the establishment of the Maputo Corridor Logistics Initiative
(MCLI) and the stable political and economic environment
of Mozambique led to the establishment of the Maputo Port
Development Company (MPDC). The company has further
developed the coal and vehicle terminal and is now expe-
riencing increased demand for the export of raw and proc-
essed minerals originating from the northern provinces of
South Africaand vehicles from Africa. Furtherdevelopment
of the port’s handling capacity will attract more export traf-
fic from South African mines and industries. Komatipoort
and the proposed Nkomazi SEZ should be aligned to sup-
portthe MCLI, with the export/import of commodities be-
cominganimportantlinkinthe transport of goods across
the border.




1.2.4 Logistics industry overview

The state of the South African logistics industry was as-
sessed in the 10th Annual State of Logistics Survey for South
Africa 2013, compiled by the Council for Industrial and Sci-
entific Research, Imperial Logistics and the University of Stel-

lenbosch.
Key findings include:

The total cost of logistics in 2012 was R393 billion and was
estimated to be R423 billion for 2013; the forecast for the
total cost of logistics for 2014 was R456 billion.

The largest cost component of total logistics costs
throughout the past decade has always been

transport costs.

In 2012, transport costs accounted for 61,2% of logistics
costs; in 2013 this percentage was estimated at 61,6%,
while in 2003, the global average for transport costs’
contribution to total logistics costs was 39%. The fact that
South Africa is a spatially challenged economy is one of the

primary reasons for the much higher percentage.

The primary costdrivers for transport costs are fuel and
wages. Transport costs as a percentage of GDP equated

to 7,6%in 2012.

The performance and growth of the South African logistics
industry are bothinputs toand outflows fromthe perform-
ance and growth of the South African economy — espe-
cially in the primary and secondary sectors. The exchange
rate, inflation rate and interest rate directly impact the cost
performance of the industry. Other macroeconomic issues
such as the structure of the South African economy, bal-
ance of payments, budget deficits and the human resource
problems affect the economy as awhole, influencing the
demand for logistics services.

Simultaneously, the performance of the logistics industry,
specifically the cost of logistics, affects the global com-
petitiveness of South African industries. Logistics costs asa
percentage of transportable GDP have grown significantly
overthe pastfouryears. Adeeperinvestigation ofindividual
cost components and cost drivers shows that the increase
in logistics costs is perhaps not so much the result of de-
teriorating efficiency in the industry but the disproportion-
ate growth in cost drivers, especially fuel. Tochange the
trends in underlying cost drivers or significantly mitigate
their impact requires more than just operational efficiency
enhancements; it requires bold steps in addressing the in-
grainedissues that stifle the economy as well as new direc-

tions in how supply chains operate.

billionandwasestimatedto
be R423 billion for 2013;
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1.2.4 Logistics industry overview Conti...

On an operational level, in the 2014 supply chain foresight
survey conducted by Barlow World Logistics, individual
companies ranked the following as the top South African
supply chain and logistics constraints:

. cost oftransport

. ineffective processes and systems

. reactive versus proactive approach ofthe
industry andinfrastructure providers

. supply chaininformation and intelligence
available to operators and users

. internal and external silo-based mentality

. lack ofoverall supply chainstrategy and
operations

. lack ofavailability andadequacy of supply
chain skills

. efficiency of ports and harbours

. labour unrest

freluctance and/orforesight to change/innovate.

The geographical position of Nkomazi in relation to the
sub-Saharan countries of EastAfrica, the proximity tosome
of the major mining and agricultural production areas of
the country’s northern provinces as well as access to good
transport infrastructure provides Nkomazi with an advan-

tage as a logistics and distribution hub.

The South African logistics industry is currently the back-
bone of Nkomazi's economy. The demand for transporta-
tion of goods and commaodities, through Komatipoort to
Maputo and vice versa, is evidentin the continued increase

in traffic on road and rail.

The Nkomazi SEZ offers a unique opportunity to reduce the
costs of freight by creating aninland port that can handle
cargo containers and bulk materials transport through the
trans-shipmentofroad cargotorail (intermodal), thereby re-
ducing the truck congestion on the roads between Gauteng
and Maputo Port.

1.2.5 The Maputo Corridor Logistics
Initiative (MCLI)

The Maputo Corridor integrates the regions of Swaziland,
southern Mozambique and the industrialised regions of
Mpumalanga, Gauteng and Limpopo. In the 1970s, 40% of
South Africa’s exports wentoutthrough Lourengo Marques,
as the capital of Mozambique was then called. The situa-
tion has changed radically and South Africa has developed
specialised hubs at Durban, Richards Bay, Port Elizabeth and
Coega that handle much ofits bulk exports, cars, container
trafficand others. The proximity of Maputo Porttothe above
regions is evident and it should therefore present a very
cost-effective alternative to South African ports, while assist-
ing with the overall development and integration of SADC
countries. This fact led to the establishment of the MPDC.
TheMPDC hasinvestedinsignificantportdevelopmentand
has evolved as a multiterminal port that suits many freight
carriers. These developments enhance its geographical
advantageforthe exportofcommodities and goods from
mines and industries situated in the north of South Africa.




1.2.5 The Maputo Corridor Logistics Initiative (MCLI)

The challenges that the MCLI faces in promoting export
growth is the age and operational effectiveness of the road
and rail links between Komatipoort and Maputo Port. The
MCLI have indicated that there is a plan to spend US$204
million on upgrading the rail track and rolling stock. The
three operators inthe rail corridor—MCLI partners Transnet
Freight Rail, SwaziRailand Portos e Caminhos de Ferrode
Mogambique — have formed a joint operations centre that
will offer a more robust approach to future needs. The MPDC,
spearheaded by Grindrod Terminals, has also embarked on
acontinuous upgrade programme for the port and plans
are underway toincrease the port handling capacity fromits
currentseven million tons to 50 million tons by 2020.

The Nkomazi SEZ plays a pivotal role in the export of citrus

and other fruits/vegetables from the northern provinces of
South Africa,

25000000 _
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as the cost of transport to Durban port is becoming prohibi-
tive and there is ongoing congestion. The Citrus Growers
Association has identified the significant benefits offered by
the proximity of Maputo Port to their production areas in
Limpopo, Mpumalanga and Swaziland. The use of rail trans-
portinthe Maputo Corridoris alsoconsidered a key benefit.

Thereis aneed foranintermodal hub at Komatipoort/Male-
lane per area logistic surveys, and an intermodal facility in
the proposed Nkomazi SEZ together with a pre-cooling
facility will be a major benefit for the citrus growers in the
areas identified.

The pivotal role that the Maputo Corridor plays in the South
African and SADC economies is illustrated in Figure 1 below.
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Figure 4: Projected future transport from South Africa to SADC
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Geographic market

The geographic market served by the Maputo Corridor covers one of the most industrialised and productive regions of sub-Saharan

Africa. This area includes:

South Africa

GAUTENG MPUMALANGA

LIMPOPO SWAZILAND

Swaziland. To the south, Swaziland uses the Port
of Maputoforsignificantexports of bulk and
baggedsugar, citrus andforestproductsandfor

imports of cereals.

MOZAMBIQUE

Mozambique. At the eastern end of the corridor, the Mozambican deep-water Port of Maputo has traditionally

providedthe nearestfacilities fortheimporters and exporters of the regions above. The port also serves the rapidly

strengthening industrial base of Maputo and southern Mozambique.

g v~ == : s ey E A

N AT AR




MPUMALANGA

There are two main freight flows along the Maputo corridor:

. Road freight consists of bulk and other commodities from Mpumalanga for export and domestic consumption and goods

from Gauteng for domestic consumption in Mozambique.

. Rail freight consists mainly of bulk exports from Mpumalanga and Limpopo destined for export through Maputo Port.

Corridortraffic tonnage is dominated by coal and magnetite (aniron ore), which are transported by rail. Itis alsoimportant to note that

the corridor presents an imbalance between import cargo from South Africa and export cargo from Mozambique. The distribution of

traffic by type is given in Figure 21 below.

Thefreighttransported on the corridorfrom South Africato Mozam-
bique or to the Port of Maputo by road was approximately 2,25 million
tons per year in 2007. The estimated annual number of vehicles crossing
theborderis 168780, with anaverage ofabout560 vehicles perday.
Because ofthe constraints onthe rail line, whatis traditionally rail cargo
is transported to the port by road.

The rail corridor carried approximately 1,7 million tons in 2007 in and
outofthe port, but has the capacity to carry 18 milliontons ayear. In
1980, MPDC records show that the railway line conveyed eight million
grosstons (portinbound and outbound to South Africa). Express trains
operated on the corridor, moving both containers and perishables. But
because routine maintenance was discontinued in Mozambique and
South Africa, the volume ofrail cargohas declined dramatically.

Port of Maputo
|

Port potentialis currently seen as 11 million tons to 16 million tons a
year. The MPDC sees the optimal capacity of Maputo Portterminals as
11 million tons a year and that of the Matola bulk terminal as six million
tons a year. Ultimate capacity through further investment in infrastruc-
ture is thought by MPDC to be in excess of 20 million tons. Of total port
traffic, South African exports comprised about 59% of all exports and
77% ofalltransittrade in 2007. The bulk of this traffic was South African
coal and magnetite exports all shipped by rail.
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Summary of Nkomazi SEZ

The SEZ is a multi-sectorial zone that focuses on the agri-processing sector supported by logistics for automotive, mining and

agriculturalproducts. Forthis SEZ tobe successful,commercialbusinesswillbe attractedtoinvestinandestablishwithinthezone.

Atleast16facilitiesaredesignedtobe accommodatedinthe SEZforthe sectors, value additionand operations ofthe zone. Please

refer to Table 3 below.

No of Jobs Created t Value (Rm)
0. Facil Hi
N Acllities Facilities Operati c Jobs |Public | Private
1 Distr“lbuﬂoln-oentle and Warehouse — ferrous and 1 3 5 150 30 50 %0
related mining (chrome)
2 Distribution centre and Warehouse — coal 1 3 30 350 32 60 100
ARGt =6 T
3 Auto Compa 1 3 180 Q00 450 100 500
4 Vehicle Prep ion Centre {Aut tive) 1 3 30 300 18 7 90
5 Automotive Manufacturer - Granton Meriwell 1 200 150 2500 1000 400 2000
[:] General Logistics warehouse — Truck staging 1 3 40 250 18 60 30
7 General Logistics warehouse — Refuelling Station 1 3 40 250 10 7 30
Logistics - Bulk Liquid transportation - Bakers
8 Tenkers 1 1 40 50 40 7 15
Cold storage for meat, vegetables and fruit - Eagle
- Crest Farming (Pty) Ltd 1 20 150 1000 2500 60 100
10 Citrus fruit processing & packaging facility 1 3 70 280 700 60 50
11 M ia nuts p g & packaging facility 1 3 90 400 1000 T 50
12 Sug. prc g, storage & ing facility 1 3 70 280 700 60 50
13 Mango fruit processing & packaging facility 1 3 90 400 1000 7 50
14 Avocado processing & packaging facility 1 3 50 200 500 T 70
15 Banana Powder and Chip facility 1 3 50 200 500 7 50
Quarantine and Cold (oxygen controlled) - Brand
16 S e 1 300 500 2500 1750 600 3000
Storage Facility, Containers 18
Sub-total 575 1615 10210 10248 1509 6275
17 Multi-user shared administration facility 1 3 100 500 32 60 100
Land Area
(hectares) 578 1715 10710 10280 1569 6375

Table 2: Indicates number of facilities and hectares for Nkomazi SEZ

1.3.1 Site location

Twositeshavebeenidentifiedthatcanserve asthebasisfor
the establishmentofthe Nkomazi SEZ. Bothare adjacentto
the N4 Maputo Corridor.

a) The top site (Lebombo Dry Port) is a well-estab-
lished site with facilities for truck stops and overnight facili-
ties, and with various other support functions that operate
from offices on the site, such as the South African Revenue
Service, the Perishable Products Export Control Board, the

South African Police Service and various logistics compa-
nies. However, the site needs further development and im-
provement. The site currently belongs to the Department of
Public Works and was leased to the South African National
Roads AgencyLimited (Sanral)foraperiodof 30yearscom-
mencing in 2002. The land has subsequently been sub-
leased by Sanral to a private company Micromatica (Pty) Ltd,
which developed the site for logistics support services. The

sitehaslimited water, sewerage and electricity reticulation.




1.3.1 Site location Conti...

b) The site below the N4 is ideally suited for agri-
processing, the expansion of logistics support services such
as a vehicle distribution centre, as well as a container yard
andinter-modallogistics supportfacility. The Nkomazilocal
municipality has taken a council resolution to make availa-
ble700haofPortion 58 ofthe farm Komatipoort Townlands,
182-JU, for the establishment of the Nkomazi SEZ. However,
forthe purpose ofthis submission, 300 ha will be used for
the Phase 1 of the planned SEZ development.

The area s located between contours 145mand 173 m
above meansealevelandthe average annualrainfallis 427
mm. The proposed land is located directly south of the N4,
approximately 1 km from the N4/R571 crossing and 6 km
from the Lebombo Border Post. An environmental impact
assessmentand trafficimpactassessmentfortownship es-
tablishmentand rezoning of the land fora lightindustrial
park has been prepared and submitted. The submission is
currently being reviewed and awaiting approval by the rel-

evant departments.

ey

The site also lends itselfto the further development of in-
dustrial businesses in the area. The land currently belongs
to the municipality and is rented to TSB Sugar Holdings for
sugar cane production. The land is zoned for agricultural use
and is only serviced forirrigation purposes.

The site layout of both proposed sitesiis illustrated in Figure

5 below.

Figure 5: Nkomazi SEZ site plan
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1.3.2 Infrastructure assessment

Currently, the proposed site is used as agricultural land (sug-
ar cane fields) and is leased out to TSB Sugar Holdings by
the Nkomazi local municipality. Bulk services infrastructure
are planned forthe second half of 2017; the site used forthe
Lebombo Dry Port does have some connections to power,

water and sewage.

Theproposeddevelopmentoftheinfrastructure forthe SEZ
will therefore require the design and construction of water
supply (the current irrigation system used by TSB Sugar
Holdings could probably be used for this purpose), sewer
and sanitation systems, storm-water drainage and bulk res-

ervoirsaswellasthe upgrade ofthe electricity supply.

Itisnotedthatthe KomatiRiverislocated 3kmeastofthe
proposed site towards Komatipoort and therefore it is pro-
posed that a 1/100-year flood line analysis be undertaken

due to its proximity the proposed SEZ site.

Sasol owns and operates a gas filter and pump stationon a
site adjacent to the proposed SEZ site and the design fea-
tures of this site might be indicative of previous research

and studiesundertaken.

Observations during asite visitindicated thatthe siteis gen-
erally level and will be reasonably easy to develop as there

will be minimal cut/fill earthworks.

The developmentofthe SEZ will require funds forthe up-
grading andinstallation of bulk infrastructure, i.e. civil, elec-
trical and information and communications technology
(ICT)aswellasthe funding oftop structures onthe desig-
natedsite. Table 3below summarises the estimated costs of

the infrastructure required for the SEZ.

Item Description Unit Cost (Rmil)
1 Bulk civilinfrastructure Sum 276,4

2 Bulk electricity supply Sum 163,5

3 ICT Sum 52,1

4 Infrastructure connection Sum 49,0

5 Topstructures(no.) 9 920

Total 1461

[ Table 3: Estimated SEZ infrastructure costs

1.3.2

Infrastructure assessment Conti...

The developmentofthe Nkomazi SEZ willrequire funds forupgrading existing and providing new bulk infrastructure. The total cost

for developing the SEZ is indicated in Table 3 above.
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Period (years) Number of investors SEZ capital (R mil) Tenant outlay (R mil)

1-5 4 736,3 191
5-10 5 210,5 478
10-15 7 105,2 1243
Total 16 1052 1912

[ Table 4: SEZ investor roll-out plan inclusive of capital outlay

1.3.3 Top structures

Itis envisaged that the 16 investors will be secured over a period of 15 years and Table 5 below illustrates the planned investor

roll-out plan inclusive of the capital outlays.
The average cost of the top structures is estimated at R60 million per structure. Ideally, itis recommended that the tenants would
fund their own top structures; however, to generate interest and momentum, itis planned that the SEZ will fund the initial 10 top

structures and enterlease agreements with the tenants for the facilities. This willgenerate revenue and thus lead to sustainability
of the SEZ and SEZ entity.

1.3.4 Nkomazi SEZ capital and operational costs

Table 5 below gives a cumulative estimation of capital and operational costs for a period of 15 years, covering 2018 — 2033.

Timelines (vears

*2018 2019 | 2020 | 2021 | 2022 | 2023 2024 | 2025 | 2026 | 2027 | 2028 | 2029 | 2030 | 2031 | 2032 | 2033

Operating cost (R mil)

26,5|38,6|56,3|822|119.7 134,5| 142,5| 151,1 | 160,2 | 169,8 180 | 190,8 | 202,2 | 214,3

Capital cost R mil)**

0 248,7 | 261,2 - | 133,6 | 140,2

Top structures (R mil)

0 63 4824 844

147,7

Total (R mil)

0 275,21 362,8 | 122,5 | 614,6 | 212,7 684,1 | 719,5 | 226,9 | 298,8 | 293,8 | 310}| 282,6 | 190,8 | 202,2 | 214,3

No of investors

No of jobs

[ Table 5: Nkomazi SEZ capital and operational costs
* 2018 Opex should be covered by PMO budget

** Capex is investor related, not enabling bulk infrastructure
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1.3.4 Nkomazi SEZ capital and operational costs Conti...

The total capital cost for development of the Nkomazi SEZ
is estimated at R2,6 billion (2016 costing). Please refer to Ta-
ble 5 above. The SEZ Act, 2014 requires that an SEZ entity is
createdtooperatethe SEZ. Inthe case ofthe Nkomazi SEZ,
it is intended that the provincial Department of Economic
Development and Tourism, as the proposed licensee, will
apply on behalf of the province with the department being
the shareholder.

The Ehlanzeni district municipality and Nkomazi local
municipality are not considered for ownership due to the
complexities around the Public Finance Management Act
(PFMA), 1999 (Act 1 of 1999) and the Municipal Finance
Management Act (MFMA), 2003 (Act 56 of 2003). The
province will also be required to plan and provide for the
Nkomazi SEZ’s operating costs, which are budgeted at R26,5
millioninthe firstyear, increasing at5% foraperiod of 15
years. The current SEZ funding model indicates that desig-
nated SEZs will be funded up to 90% of the total cost of
the required bulk infrastructure, leaving the remaining cost
without afunder.

e b B N

The funding from the dti will be allocated for the first 10
years of development. The currentmodel also requires that
the province makes available funds for operating the SEZ.
Furthermore, the 10% shortfall on the capital cost will also
need to be sourced by the SEZ entity from the province
and/or municipality, or any other permissible source such
as a development finance institution.

The entire Nkomazi SEZ development will occupy

about 700 ha of a mixed development precinct. The

strength of the agricultural sector combined with the

logistics and transportation potential makes the pro-
posed 700-ha Nkomazi SEZ ideal as a multi-sectoral
sector development zone. The 700-ha SEZ will com-

prise the following;

—

—
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Itis expected that the total economy-wide value-add for the province willincrease by R616 million ayear, resulting from
the developmentofthe 700-haNkomazi SEZ. In summary, the cumulative contribution of the proposed 700-haNkomazi

SEZto the Mpumalanga economy is expected to be R12,3 billion over a period of 15 years.

Itis anticipated that this designation application will be accepted by the dti, as italigns to South Africa’s economic devel

opment policies such as the SEZ policy, IPAP and the Agriculture Development Programme.

It is proposed that the provincial Department of Economic Development and Tourism is the owner
(majorshareholder) ofthe SEZ entity and thatthe municipality will be a 10% shareholder. This optionis considered to be

the most viable for to the following reasons:

It avoids giving preference of a particular municipality.
It avoids complexities with regards to the MFMA, 2003 and the PFMA,1999.
It avoids long decision-making processes (i.e. standing committees, mayoral committees and

council committees).
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