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1 Introduction

During the accession negotiations, the EuropeamiJ(itU) and Malta agreed on a
transition period‘to adjust the market in the importation, stockiagd wholesale
marketing of petroleum productsaway from the monopoly so far enjoyed by
Enemalta Corporation. A liberalised fuel market|Iwllow at the end of this

transition period.

Aviation fuel and marine bunkering services haverbéberalised since 2004 and

1995 respectively. Manufacture of bio-fuels wasinotuded in this monopoly.

Today is a time of flux in energy management in tilalvhen many decisions that
will have a long-lasting effect on the sector amnly matured and taken. These
decisions - covering liberalisation of the sectergy policy, electricity generation
options including the possibility of interconnectsowith the European mainland and
energy efficiency and renewables - will have to eotmgether in one holistic plan
covering both the medium and the long term. Pagton of all stakeholders in this
planning phase will ensure that the final decisien@y wide ownership and support

thereby facilitating implementation.

1.1 Malta Resources Authority

The Malta Resources Authority (MRA) was establisbgdAct XXV of 2000 of the

Maltese Parliament. It is the Authority chargedhwiegulating water, energy and
mineral resources. It is now coordinating the lhsation process of the inland fuel
market to ensure a smooth and effective transifimm the current monopoly

situation.

MRA'’s policy is to provide holistic regulation oli¢ sectors under its responsibility,
with close, effective and efficient collaboratiorithvother agencies competent in the
sector, and in close consultation with stakeholdedeed the arrangements reported
in this paper have been developed with the padimp of several relevant regulatory

authorities in Malta.
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The consumer should be the main focus of a suadeliséralisation programme.
The MRA takes this opportunity to pass on an appat® message to all operators
that the consumer deserves and is expecting upgyadistandards, not least where

quality, the price of service rendered and safetyperations are concerned.

The Authority will seek to adopt knowledge and mfation-based regulation through
monitoring and analysis of market behaviour andufh taking cognisance of local
and international developments. It will seek touwa bureaucracy, direct regulation

and supervision and steer the industry to self{egigun.

1.2 Consultation Paper

This consultation paper is part of a series of steging taken by the Authority to
promote the development of a fuel market in whialr £ompetition prevails and
consumers get a better service. This paper preseatéuthority’s current line of
thinking within the parameters of Government polieyth a view to obtaining

feedback from interested parties and stakeholders.

This paper also serves to inform the general pudrtid consumers of the pending

changes as well as the motivation behind thesegesan

New regulations as well as proposed licence cantitiare an integral part of this

consultation paper.

1.3 Scope of Liberalisation

Under the Act of Accession to the European Uniomajt&is requiredto adjust the
market in the importation, stocking and wholesale anketing of petroleum

products”.

This consultation paper focuses on these levekhefmarket. The retail market is
considered only in so far as it impacts or is intpddyy these other levels that are

being liberalised.
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1.4 Objectives

Apart from the general principal objectives of liksation, the proposals outlined in
this document are driven by a number of key objestior goals. They are designed to

give the best possible service to consumers, stddteis and general public.

1.4.1 General Objectives

. To liberalise the inland fuel market and creataia dnd level playing field for

all operators;

*  To ensure that market developments are incentipsiecarily by the reaping of
cost efficiencies which may be translated to bedueality and/or lower retail
prices.

1.4.2 Specific Objectives

. Promotion of the interests and rights of consunpagjcularly vulnerable ones

. Security of supply of fuel and energy for all commrs - households and

industry.
. Promotion of fair competition to protect operatatso compete loyally.

. Adoption of high safety standards with a view tonmiise risks to the public

and to the personnel involved in this industry.

. Ensuring fair pricing in the interest of the qualdf life of the Maltese people

and of Malta’s competitiveness.
. Environmental protection, including the promotidratiernative, cleaner fuels.

. Elimination of avoidable bureaucracy, as well asimizing the negative

impacts of unavoidable regulatory measures on pleeadors in the industry.

. Effective means of dispute resolution that aregpament and proportionate to
circumstances in cooperation with other authoritid® have complementary

competences, where appropriate.
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1.5 Feedback

MRA invites stakeholders, the general public aridrested parties to comment on the
issues raised in this consultation paper and alscother matters they consider

relevant. Direct meetings with MRA officials can beganised by appointment while

comments, in writing or by e-mail, should reach Mi@A by Monday, 22 May 2006

at the following address:

Malta Resources Authority
Millennia, Second Floor,
Aldo Moro Road,

Marsa LQA 06, MALTA

Telephone: + 356 2122 0619
Facsimile: + 356 2295 5200
E-mail: mra@mra.org.mt
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2 Market Size

The liquid fuels being considered in the liberalma process include gasoline
(unleaded petrol and LRP), gasoil for automotive &or industrial use, kerosene,
light heating oil and LPG.

Biofuel is also considered to form part of this ker This is a fuel whose
consumption, though currently low, is on the ineedt is likely in the long run to
contribute to reduce dependence on fossil fuelsjdee environmental and other
benefits.

2.1 Annual market volume

Total quantity of petroleum products (excluding DPsald for the inland market in
2005 was just under 174,000 Metric Tons as showhatnke 1. This covers the needs
of the commercial, touristic and industrial conseand of the domestic sector for
heating and for automotive purposes. Industry aises thin fuel oil, though the

consumption of this product is currently decreasing
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Table 1

VOLUME OF THE INLAND FUEL MARKET

Quantity in | Percentage of CostLm CostLm

Metric Tons | Total Quantity CIE* Retail**
Kerosene 3927 2.25 805 796 1 900 275
Diesel 96 524 55.30 19 563 028 45 124 970
LRP 17 969 10.29 3 595 646 11 250 929
Unleaded 49 069 28.11 9728 787 28 736 2[/8
Light Heating Oi 7076 4.05 1206 639 1844 713
Total 173 935 100 34 899 896 88 857 165

* 1Lm = 2.7244 USD

** Based on a twelve-month average
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3 Proposed Industry Structure

Post liberalisation, the fuel industry structurdlwmost likely be made up of the

following components (including bunkering and anaatfuel):
1. Primary storage inside large installations
2. Importation and wholesaling including possibly mesing and blending
3. Liquid Fuel Distribution and retailing
4. Retailing by Petrol Stations

5. Secondary storage of Petroleum products at comaieroidustrial and

residential entities for own use
6. LPG gas bottling
7. LPG cylinder distribution and retailing
8. Manufacturing, Storage, Blending and Retailing aifBel
9. Autogas
10.Bunkering activities
11. Aviation fuel operations

12.Waste oil collection and recycling

3.1 Primary Storage

Primary fuel storage facilitiesare storage facilities which fall within the scagfehe
Control of Major Accidents Hazards Regulation, 2G081, or any storage facility
used for wholesale purposes. They be onshore or offshore, including floating and
owned or leased by operators. Primary storageitfasilare expected to be relatively
large in capacity, running into hundreds or thodsaof cubic meters and are intended

to support wholesaling.

Processing and blending of fuels normally takesepla primary storage facilities.
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3.1.1 The licencing of primary storage facilities

MRA will grant operating licenses to all operatafsexisting facilities. MRA will

also licence operators of new primary storage ifeesl who satisfy the set criteria,
including those of other Competent Authorities tlee construction of such facilities,
such as planning and environmental regulations.p@cisnen licence for primary

storage operators is included in the Annex tophiser.

3.1.2 Ensuring satisfactory design and operating standarsl

Maintaining uniform (high) operational and enginegrstandards is important not
only from the point of view of safety, but also @asure a level playing field in a
competitive market. By the end of 2007, operatdraligrimary storage facilities will

have to provide to the Authority a report coverthg physical state of the facilities,
including the schemes and procedures employederatipn. This report will have to
be carried out by reputable, experienced inspectane are approved by the
Authority. If such an audit has not been carrietlindhe last three years, it will have

to be commissioned in 2006.

These inspections will be integrated within the detory inspection and permitting

systems currently in place (e.g. IPPC, Seveso, etc.

The results of the audit and any failings that rmaydentified will be discussed on an
individual basis with the owner of the facility amdmutually acceptable upgrading

plan will be established.

As early as practicable, there needs to be devel@ppropriate contingency and
disaster mitigation plans. Priority is to be givenfire-fighting procedures including
the availability of equipment and consumables amdmeration agreements between

operators to cater for emergencies.

3.1.3 Security Stockholding

The country is required to hold an amount of fugjenerally equivalent to 60 days

consumption for 2006 and rising to 90 days consiongor 2007.
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Enemalta Corporation is currently the designatedkstolder. With liberalisation,

when multiple operators enter the market, diffeeeréangements have to be made.

An option being put forward is that each importell Wwe required to hold security
stocks in proportion to his share of the markehmvarious products. Some of these
stocks may be held outside Maltese territory, stilife approval by the Authority and
the necessary arrangements being in place. Thek&lé arrangements entered into
by the Government of Malta with the Governmenthaf hosting country, acceptable
contracts for the holding and storage of the stoakswvell as adequate arrangements
for the transfer of the stocks to Malta when need@this security stockholding is
generally to be in line with L.N. 237/2002 andaeshie in a manner acceptable to the

Malta Resources Authority.

The first year market share will be estimated bg timporter, in agreement with
MRA. Adjustments will be made at year end. Theneste for the following year/s

will then be based on the actual market sharedarpthvious year.

3.2 Importation of Petroleum Products

Importation of petroleum products includes direnportation of fuels by sea-vessel
and the transfer of fuels from bonds at Oil TankiBgemalta, MOBC or any other

storage facility to the inland market.

Due to safety and environmental concerns, curresmttices abroad permit only the
unloading of fuel from tankers and barges into onshtanks and not directly into
road tankers. It is the intention of the MRA toléeV such practice and unloading fuel

from a barge directly into a road tanker will net&lowed.

3.2.1 The Licencing of importation activities

An open licencing regime will be adopted. All applnts who satisfy the established

criteria will be licenced.

The licence conditions and a sample applicatiomfoan be found in the Annex to
this consultation paper.
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3.2.2 Controls at the entry into Malta

MRA, NSO and the Department of Customs will colletie as closely as possible to
ensure that the necessary controls are least iverasd the minimum necessary to
satisfy legal and regulatory requirements and aingtduplication of work is avoided.
These controls provide the opportunity for thetfmsantity and quality regulatory

controls.

3.2.2.1Measurement of Fuel quantity

Measurement of the quantity of fuel imported int@l¥d is of interest to both the
Customs Department and the MRA. By agreement betweese two authorities,

Customs will continue to undertake this task.

While the current control practices will in genecantinue, the technical measures
and procedures involved in fuel measurement will rbBned in due course in

collaboration with Malta Standards Authority.

MRA will coordinate with Customs and other authiestin order to ensure that a one-
stop shop is created so that the importer will oslyply once the relevant
information and copies of documentation includingnanthly statement of type,

guantity and CIF values of imported fuel on a cgneient by consignment basis.

3.2.2.2Testing of Fuel Quality — An Overview

The overall objective of quality analysis is to emsthat only fuels of the right quality
are delivered to the market. There is room forxifigity and for specific

arrangements with the different importers, takimip iaccount the configuration of the
installations so long as the Authority’s objectigereached. It is understood that all
quality analysis will be done by a certified congdtperson or laboratory appointed

by or acceptable to the Authority as the case neay b
The main requirements are:-

» Short form testing of the main parameters priountoading as in para 3.2.2.3

below;
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» Full analysis of the product to be known beforie ilespatched to the market.

Appropriate procedures that are acceptable to titagkity and to Customs to prevent
tampering with the quality of the fuels must beplace from the time samples are

taken and the product is despatched.

In general, copies of all quality test certificate® to be provided to the Authority.
The importer shall also keep and make availabteqtiired records of these analyses
in a format acceptable to MRA for inspection pugm$or a period of at least three
years. The quality certificates and other recadsuld be fully traceable to the

respective consignment.

3.2.2.3Fuel Quality Testing at the importation stage

On arrival of every consignment at the unloading,pine importer will, as is done
today, be required to present a certificate showegspecification and quality of the
fuel/s in the consignment. Unloading shall not canuge prior to it being authorised

by Customs.

The Authority and the Department of Customs wifiéther appoint, and the importer
shall accept, a competent person to carry out #messary quality tests of the
consignment according to applicable standard testeguures on behalf of both

organisations. The Authority may, for reasons thét be made public upon

application, waive the need to require quality &iseat the border so far as they are
made before entering the inland market. An exarmpkeuch circumstances is when
transfer of certified products between local depates place under the continuous
supervision of the Department of Customs. Expemse&®nnection with these tests

shall be to the account of the importer.

Customs will authorise unloading once the resuftshe analysis of a first set of
parameters showing that the quality of the consmgmins to standard are available to
it. The minimum testing that is sufficient to autise unloading i.e. establishing the
value of the several key parameters will be coregletithin a short period of time,

say three hours.
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The Authority shall identify other independent dextl laboratories to whom recourse

for appeal shall be made, if necessary.

The Authority is to be informed when the importeztrpleum is not to be sold in the

as-imported state.

3.3 Wholesaling

3.3.1 Definition of wholesaling

Fuel wholesaling is associated with importationd ahe licence for importation

authorises wholesaling but the latter can be alstdone activity.

Wholesaling includes the sale of fuels in bulk (gatly from primary storage

facilities) to retailers and to petroleum fillintations.

The licence for wholesaling petroleum products alsthorises processing such as the
addition of additives or the blending of variouglfito arrive to a product with a

precise specification for industrial applications.

3.3.2 Processing of fuels at primary storage facilities

Fuel processing can take place at primary storagdties. Good practice must be
observed in these activities and the Authority mes the right to require changes in
any current practice. In particular, the Authontll reserve the right to carry out

audits and un-announced inspections in order torerthat good practice is observed.

A quarterly report detailing the blending operasi@orrelated with the import of the

components will be made to the Authority.

3.3.3 Fuel quality at exit of Storage facility (dispatchto end-user)

In line with EU legislation the quality of the fusbld to end-users,, whether it is in
the as-imported state or after blending will bejscibto conditions laid out in LN 222
of 2001, regulating fuel used in the Transport &e&nd LN 159 of 2002, regulating

fuel used in non-road mobile and immobile machirergl equipment, or as amended
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The applicable standards which will be used to mmeathe quality of fuels for

various end-use applications are:
a) Applicable standard for gasoline is MSA EN 228
b) Applicable standard for diesel is MSA EN 590 and

c) In the case of fuels which are not covered by adsted such as heavy fuel oll,
thin fuel oil, light heating etc., a quality standdest acceptable to the Authority

must be chosen to verify the quality of the fuel.

MRA will at its discretion sample and test any falany point along the supply
chain. The Authority encourages self-regulatiorthia market such that regulatory
intervention is minimised. Thus, constituted bedhose members have an interest
in fuel quality, including consumers’ associatiomgy independently monitor quality

parameters in their members’ interest.

3.3.4 Markers and fuel dyeing

The Department of Customs and MRA intend to emgogystem of markers and
dyes to permit identification of the quality anddal status of fuels. This system will

be implemented as follows:

MRA will select a marking system, and contract astablished reputable
manufacturer to provide it. The Authority and thes@ms Department will regularly
monitor the application of this marker. The curreygtem of markers is being revised

so that it better meets the needs of today.

Light fractions of fuel will also be dyed for iddfintation purposes:
a) unleaded petrol will be dyed with a green colour

b) lead replacement petrol (LRP) will remain un-dyed

c) all gas oil designated for use as marine fuel sballdyed with a red colour

and/or any other fiscal marker as directed by tomgtroller of Customs

d) industrial diesel (0.2% Sulphur), will be dyed wdhviolet colour and/or any

other fiscal marker as directed by the ComptrafeCustoms
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e) automotive diesel (0.005% Sulphur), will be dyedhwa blue colour and

f)  kerosene will be dyed with a yellow colour and/oy ather fiscal marker as

directed by the Comptroller of Customs.

The Department of Customs and the Authority resdreeight to change procedures,
dyes and systems to improve supervision when cistamees and market behaviour
indicate the need. In particular, it is intendem rhake the injection of the

markers/dyes by dosing pump compulsory.

Attempted tampering with the markers will be subjegenalties at law.

3.4 Distribution

Fuel distribution includes all those operations that traditionabiyé been carried out
by what until some time ago were termed “jobbensd d&hawkers”. It also includes
the distribution of automotive fuels to petrol gias and fuels to large-scale end-
users. As indicated elsewhere, the scope ofithesdlisation exercise is limited to the
wholesale market and therefore direct distributmsmall scale end-users is excluded

from this system.

[Small-scale users of kerosene are also servedsiiybditors. This arises out of the
development within the local market, where distiaos evolved out of jobbers and

hawkers.]

Fuel distribution is one tier in the market struetu In line with good practice, fuel
distributors are expected to keep sufficient aneéqadte records, available for
inspection, that make upstream and downstreamatbélitg possible. The Authority
will issue guidelines from time to time in this egd. These will be sufficient to
ensure that MEPA can be provided with data to cgmth international reporting
requirements. Small scale users and householdsofimurse, excluded and only

reported in aggregate.

The Authority will require all operators of distution vehicles, including road

tankers and barges to install electronic surveikadevices on their vehicles. If and
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where required for the proper operation of thesaces, fixed assets such as stations

may also be required to install complementary deszic

3.4.1 Licencing of new fuel distributors

Only distribution of fuel at the wholesale and bdg&livery levels falls within the
scope of this liberalisation exercise, and thedebei subjected to an open licencing
regime. Existing distributors will continue to beenced, except that the Authority

reserves the right to change the existing licemcelitions.
Specimen licencing conditions are included in tmaéx to this Consultation paper.

Considering the limited initial investment thatréxjuired to enter this segment of the
market, the Authority cautions against potentiadtdective competition. Only those
new applicants who demonstrate adequate operatngards and equipment will be

considered.
The main requirements for the granting of a fustrdiutor’s license are:

» Distributor vehicle/s will have to be in a goodtstaf maintenance, conform
to ADR (European Agreement Concerning the Inteomati Carriage of
Dangerous Goods by Road) requirements in force aftdviat any time and
will have to display an orange plate and hazardastis as indicated in the
Motor Vehicle (Carriage of Dangerous Goods by Rdadyulations, 2003.

Vehicles must conform to all national regulations.

» The driver of the fuel distributor vehicle/s wilate to be in possession of an
ADR Vocational Training Certificate for drivers ofehicles carrying

dangerous goods or as may be authorised by tHadrayt

3.5 Fuel Retailing

Fuel retailing, except in so far as it impacts or is impacteduplesale and other
segments of the market does not fall within thepscof the current liberalisation
exercise. Government does not consider that tlemdiag of new petrol stations is

indicated at this stage.
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3.5.1 Petroleum-filling Stations - the future

The liberalised market is expected to offer petrolestation owners scope for
competition and for bargaining with their supplidfsirther market penetration can be
gained through the provision of better service gqussibly lower fuel pricing.

Additionally petroleum stations could enhance theofits out of savings generated

by leaner and more efficient operations.

In line with developments in other countries, pletwon stations could also broaden
their scope beyond the retailing of fuel by offgrimnnovative services. Fuel

efficiency checks and servicing are particularlgairaged.

With liberalisation, changes in the structure astlink of the fuel chain are to be

expected. Among the possibilities envisaged are:

» Franchise agreements with suppliers to allow coitipetthrough product

branding, improved customer services and franchisochasing power

» Consolidation of petroleum station ownership wHarge existing players buy
out smaller players to increase the buying powethef petroleum station
group

* Migration of petroleum stations from one supplieranother with a view to

obtain the best quality and financial terms.

It is to be expected that consumers share in theefti® deriving from the
liberalisation of the market. A likely scenario tisat stations will retail petroleum

products competitively at prices that are diffefeain some of their neighbours.

Itis clear that changes to the current petroletation license are needed. A specimen
license form and related conditions are attachedisopaper.

3.5.2 Monitoring of service

Petroleum Station operators have first-line contaith consumers and it is at this

point that the benefits of liberalisation and cofit become tangibly evident to
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consumers. The Authority shall implement a fairjecbve supervisory regime to

ensure that fair competition and customer serviegdl.

A sample number of fuel stations will be checkedually as necessary to ensure
compliance with regulations. Correct volumetric pgissing, the display of the
appropriate selling price and fuel quality will beecked in collaboration with the
Malta Standards Authority and the Malta Environmemtd Planning Authority
respectively. Spot checks will be carried out tsur that clients get a fair deal.
Fiscal receipts will be examined and other cheeksead out to ensure that the selling

price is commensurate with the displayed price.

It is the responsibility of the petroleum statiacehcee to exercise due diligence in
ensuring that the station is trading only in prdducf the right quality, correctly
marked, that sufficient records and sampling arpt ke ensure traceability of
consignments, and that such records are availablegpection as and when required.
Filling station owners are advised to ensure thatdystem of sampling they adopt is

sound.

3.5.3 Responsibility for Operation of Petroleum Stations

It is envisaged that the operation of every petnuidilling station shall be at all times
supervised by a competent site operator who slealtharged with the day-to-day
operation of the station and compliance with regoe. Initially, after liberalisation,
the site operator shall be registered with the Adty. In 2006, the Authority will be
conducting short training courses to upgrade thmpatence of these employees.

Certificates will be awarded after successful catiph of the course.

3.5.4 Upgrading of existing Petroleum filling stations.

As with other infrastructure, the Authority promstéhe upgrading of petroleum-
filling stations in the interest of public safetyncato further promote a level

competitive playing field. It has secured the dasise of APEA to this end.

In mid-2006, the Authority will with the assistanoé APEA, conduct a technical

audit of all petroleum stations and will discuss thsults with individual licencees. It
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will advise on the implementation of the necessapgrading to reach minimum

standards and will insist on the elimination of lhehazards.

Petroleum stations are also expected to caternimmeeds of disabled and elderly
clients by providing the necessary assistance wipensing of fuel and other

services.

3.5.5 Kerb-side pumps

In line with policies being adopted in Europe amskwhere, it will be the policy of

the Authority to encourage the transfer of kerle gpdtroleum pumps away from their
current site to a more suitable location. The ratie behind this policy is safety both
from the traffic perspective as well as that of th&ldings and people in the vicinity

of these pumps.

Conforming to this policy, the Authority will nobasent to developments to kerb side

petroleum stations unless:

a) The development is required to enhance the heattrsafety of the public, better
service to consumers and/or environmental protectio

b) The development takes place within the existingnilawies of the kerb side
petroleum station

c) The volume of petroleum products stored after teetbpment at the petroleum
station shall remain equal or less than the ametared prior the development;
and

d) The number of petroleum product dispensers rentagsame or decreases.

The Authority will encourage and promote the transff any of these petrol stations
to new sites approved by MEPA.

3.5.6 Dormant licences

A number of petroleum station licences are pregemtk in use and can be termed
‘dormant’. These dormant licences, have created, &ae creating problems in the

administration of the licence schemes. MRA shajuree that unless these licences
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become active again within a five-year period, thaty be removed from the licence
register. It will be the licencee’s responsibilityensure that all rules and regulations
set by the Authority and any other Authority partag to the establishment of new

Petroleum Stations at new sites are followed.

3.6 Secondary Storage

Residences and businesses like hotels and indastryhave their own on-site bulk
fuel storage facility, which is being termed secanydstorage. Typically this will be

considerably smaller than primary storage and bellof the order of thousands of
litres or less and will be for their own exclusiuse rather than processing or
distribution.

Regulation of secondary storage, except for th#gss than 300 litres capacity, which
shall be exempted, will be reorganised through heences in 2006, but this is not
part of the liberalisation process. The safetyassaround this storage shall be given

paramount importance as reflected in the licencelitons.
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4 Other Fuels

4.1 LPG gas

The operations involved in the marketing of bulk@.Bre as follows:

* Importation

* Primary storage

» Bottling

* Whole distribution

* Retail
There will be an open-licence regime in the caséhefimportation of LPG. New
operators will be granted operating licences predithat they comply with the set
conditions. The conditions are included in thecgpen licence for importation of

petroleum attached to this paper.

Current quantity and quality testing on LPG imptota will be continued. It will be

acceptable for the licencee to present a bill dinig, quality and quantity certificate
as proof of the quality and quantity of the LPG arted. The MRA however,
reserves the right to change and modify the prassdu

With regards to primary storage of LPG, an opearang regime will be adopted,

provided that the facilities meet the conditionsrasection 3.1.2.

4.1.1 LPG Gas Bottling

MRA will adopt an open-licencing regime for LPG thog facilities.

It is envisaged that LPG gas bottlers will storeaid bulk for bottling and retailing

into approved standard portable cylinders confogrtm the Transportable Pressure
Equipment Regulation, 2002. Licencees will beigdd to weigh each and every
portable cylinder filled with LPG to verify that @ontains the right amount of gas and
each portable cylinder is to be checked for leak$ie licencee is to perform a

destructive test analysis on a sample of the netaple cylinders.
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The bottled LPG will be sold either directly to twsers from the bottling site itself
or through separately licenced LPG cylinder disiitos for retailing to the public.

Apart from the traditional LPG cylinder distributoetwork, ‘fixed points of sales’
may be established after consultation with stalddrsl

A specimen licence with conditions is attachechis tonsultation paper.

4.1.2 LPG Gas Distribution

Bulk gas distribution also falls under the fueltdizutor category. Bulk gas will be
subjected to an open licencing regime. The majuirements for the granting of a
distribution licence will be similar to those in43L.

The LPG gas cylinders market will also have its own distribution operatoThe
license for this activity will be different from ah of fuel distributor because of the

traditionally different market structure for gas.

4.2 Manufacture and Importation of Biofuels

MRA expects an active biofuels market. Manufactugrd importers will produce or
procure the biofuel and may blend it with gasoil ather petroleum products to
produce fuel that can be used in automotive vehiated/or industrial machinery. To
undertake operations related to biofuels, playeesexpected to be involved in the

storage of related products, blending and retailing

Presently it is envisaged that the licences willelxelusive to biofuels and that the
licence conditions will not allow the handling oétpoleum products other than for
blending purposes. MRA intends to actively encgar¢éhe production and sales of

biofuels.

The quality of the imported biofuel will have to ecording to an approved standard,
which in the case of Biodiesel will be MSA EN 1421&Regular checks will be
conducted on biofuels produced by batch productighilst all consignments of
imported biofuels will have to be tested and ciexdifoy a competent person approved
by the Authority.
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An open licencing regime will be adopted for bothrmfacture and importation of

biofuels. Specimen licence and conditions arehéd to this consultation paper.

4.3 Autogas

MRA foresees that in the near future, Autogas bélavailable for use in automotive
vehicles. It is envisaged that Autogas will be iteththrough petroleum stations that
have fitted Autogas storage and dispensing systenGovernment welcomes
proposals for the immediate introduction of thislfu

Issues related to storage and dispensing are kstaglished and agreed to with other
competent authorities.

MRA will seek to actively promote the use of Autsgsince this fuel will contribute

to reduction of harmful emissions.
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5 Legislative framework and licencing regime

5.1 Legislative Framework

A new upgraded legislative framework is requiregupport the current liberalisation
programme and to attain MRA’s goals as outlinedsettion 1 above. This
framework includes:

* A new bill to amend the MRA Act, broadening its peoto allow better

regulation of a liberalised fuel market.

 Amendments to the Enemalta Act to better reflechéw status as an operator

in a liberalised market.

* New regulations for the internal fuel market entitliPetroleum for the Inland
Fuel Market Regulations, 2006’

 New regulations controlling the distribution of kubas entitled‘Bulk
Liquefied Petroleum Gas (Installation and Use) Ragons, 2006’

* New regulations covering licencing of the biofuelc®r entitled'Biofuels
Market Regulations, 2006’.

With the enactment of these new regulations, a murabexisting regulations
will be repealed as indicated in the relative lgisn.

5.2 Licences

The above legislation will be supported by a numbérlicences and licence
conditions covering operators in each part of tlaeket chain.

1) Licence to carry out importation (including whdesaling) of petroleum
products; this licence will authorise the licencee to impa@tquire, possess,
blend and handle all forms of petroleum for theppge of sale of petroleum in
bulk to licenced retailers and excluding final cunsérs.
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2)

3)

4)

5)

6)

7

Licence to operate a primary storage facility;this licence will authorise the
licencee to store all forms of petroleum and bitsfazs may be authorised by the
Authority.

Licence to carry out the activity of a fuel difibutor ; this licence will

authorise the licencee to transport and distributeeenced storage facilities and
petroleum filling stations, using a particular wdbibarge or vehicles, only
those petroleum products and biofuels which heble # transport in a tank
vehicle which is intended for carriage of thosetipatar petroleum product and

biofuels and for which the vehicle/barge is acawgti licenced.

The licencee shall only distribute and dispenseofmim products and biofuels
to customers into containers and tanks designeappibved for the holding of

petroleum on specific sites and never directly thivtank of a motor vehicle.

Licence to operate a Petroleum filling stationthis licence will authorise the
licencee to store and retail petroleum products bimduels, conforming to
National Legislation excluding autogas, unless ecip provision for doing so
is granted by the Authority.

Licence to operate a Secondary storage facilityhis licence will authorise the
licencee to store specific categories of petroleproducts and biofuels as
detailed in the licence conditions excluding Catggb petroleum products
(motor spirit and aviation), unless a special mimn for doing so is granted by
the Authority.

Licence to bottle LPG;this licence will authorise the licencee to stoRQ.in
bulk and LPG contained in portable cylinders atified locations, bottle LPG
in portable cylinders and to retail these portabjénders from the licenced

premises.

Licence to carry out the activity of an LPG cyihder distributor; this licence
will authorise the licencee to transport, distréownd retail LPG stored in

portable cylinders only.
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8)

Licence to carry out the activities of importaton, wholesale, production,

storage, blending and/or retail of biofuels.This licence will authorise the
licencee to produce the biofuel component, stokendowholesale and retalil
biofuels. This licence will be exclusive to biofustlated products and in

particular will not allow the retailing of other fpeleum products.

5.2.1 Licence considerations

Before issuing any licence, the Authority will ta&ecount of the following:

a)

b)

f)

)

h)

private and professional integrity of the applicant

compliance by applicant with all other relevantmits and licences however so

described issued by any other public authority;

record of compliance with the envisaged Regulatiand any other relevant

laws by the person with regard to whom the decisluadl be made;

compliance with health and safety standards andegiures covering employees

and the general public in the context of the lieebeing applied for;
protection of the environment;

suitability of the premises and/ or vehicles andithrer assets relevant to the
licence with regard to safety, health, security,zandous substances,

environment, land use and planning requirements;

the need for facilities and services to be proviftedconsumers at the premises

concerned and the extent to which the interest®o$umers shall be served;

the possibility of a monopolistic or an oligopaltstondition in the petroleum
inland market industry detrimental to the publidenest being created or
aggravated, and the extent to which fair and ressiencompetition in the retail

of petroleum could be affected

vertical integration and the creation of a dominawmdition that could distort the

market structure leading to an abusive market joosit
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j) any other matter relevant to the orderly provisidistribution and retail of

petroleum in Malta

k) all relevant data acquisition systems or procedurgdace and made available
to the Authority

l) inthe case of biofuels, preference will be madth&d license that will ensure a

marked improvement to the environment on a natisoale.

5.2.2 Multiple licences

Operators wishing to be involved in various paftthe market chain will be required
to obtain a licence for all those parts they wistoé involved in. The holding of one
type of licence does not preclude the holding ¢itence for a different activity as
long as conditions in the different licences ard. m&n operator may also hold more
than one licence in a particular activity e.g. ice to operate more than one

petroleum filling station.

5.2.3 Existing Operators and licences

Any operator that is engaged in any activity or rafien relating to petroleum
products and is in possession of a valid licenceldoso under Petroleum (Petrol
Stations) Regulations, and/or the Control of Kenes®egulations and Petroleum
Storage Regulations, may continue to perform suctivises as licenced under

existing license conditions until a new licensessied.

Similarly any operator that is engaged in any &gtivor operation relating to
petroleum products and is in possession of a Viakece issued at law to conduct the
business of a fuel distributor or conduct the bessnof an LPG cylinder distributor

may continue to perform such activities as licengetil a new license is issued.

5.2.4 Upgrading of facilities

It is the intention of MRA to guide and encourageners and operators of all existing
petroleum related facilities to upgrade their equept and their operations to

conform to internationally accepted standards. s Téiin line with MRA'’s functions
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at law to promote public and private safety andptomote fair competition.
Accordingly, facilities, equipment and operationsrvicing third parties will be

audited against target standards e.g.

« the APEA ‘Design, Construction, Modification, Maemance and
Decommissioning of Filling Stations’

* the LPGA Codes of Practice

» the HSE ‘Regulations for Storage of Flammable Ldguiin Tanks and
Containers

* European Model Code of Safe Practice in the Storagé Handling of

Petroleum Products — Part Il: Design, Layout andsfruction
» other environmental standards and regulations.

These audits will indicate what improvements, iy, aneed to take place to reach the

required standards.

Following these audits, the Authority will discusgth existing owners/operators on
an individual basis what needs to be carried oupigrade their licenced installations,
vehicles and any other asset relevant to the leenp to approved standards and

codes of practice.

This time-frame will depend on the type of facillbging audited and is indicated at

appropriate points in this consultation paper.

5.3 Disposal of used and waste oils

In coordination with other Authorities, MRA is alsteveloping and will be issuing
regulations catering for the disposal of waste sppeht oils, including effluent from
tank cleaning etc. These will cover waste oils traginate from petroleum products
as well as other waste oils intended to be condexiefuel. Where applicable, the
Authority will request that facilities, such as mé¢um filling stations, will accept the

collection of waste oils from households for onwprdcessing at an authorised waste
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oils recycling plant. Such waste oils collectionsnbe offered free of charge to the

individual.

5.4 Monitoring and Regulation

The fuel market chain and its operators will beca@dgely monitored to attain the
objectives outlined in section 1.3 of this papemrioring requires an appropriate
infrastructure as well as expertise in the varibekls. MRA besides developing its
own internal expertise, is supported by a netwdrlexdernal support experts, both
local and international. MRA will have at its digab all the competences and

expertise necessary to provide fair and robustlatign of the market.

Monitoring and regulation will not only protect cammers but will also protect the
operators in the fuel industry itself. All playessll be assured a level playing field
and everyone within the industry will operate ire ttame controlled environment.
The powers of the Authority to intervene in casesirdair competition or abuse are
being strengthened through amendments to the MRAaAd through cooperation
with the Office of Fair Competition. Measures vk taken in the event of market
players failing to conform to the stipulated licenconditions and standards,
particularly from the perspectives of quality andagtity of delivered fuels.

Measures will also be taken against market playdrse collude on price or who

engage in monopolistic trade practices.

5.5 Health and Safety Standards

MRA and OHSA are developing a harmonised code aftare related to health and
safety issues throughout the supply chain. Thesesof practice will have to be
adopted by all market players and will also be secibjo ongoing monitoring by the
Authority.

MRA will, together with other state entities, beoyiding operator training to cover

this and other aspects of operations.
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5.6 Performance bond

A performance bond will be required for the issueaolicence. This assumes
particular importance in case of import and whdkesd petroleum fuel and biofuel,
primary storage, and petroleum filling stationst id considered as one of the
measures that help to ensure security and stabfligypply of fuels. The performance
bond will guarantee that the licencee will honoke ticence conditions and will
operate in accordance with regulations that maguidished from time to time. The

cost of the Performance Bond depends on the liceatagory.

5.7 Accounts

The economic performance of the whole fuel markdit we monitored by MRA.
This will require data specific to each sector, ahhshall be made available by the

operators.

It is envisaged that, as a minimum, operators Wil required to keep separate
accounts of sales by type of fuels and by transacihese accounts will be separate

from those for trading in other goods and services.

MRA will from time to time issue guidelines in rétan to the structure of these
accounts to improve monitoring of the market. Veéhappropriate, all such guidelines
will be subject to consultation with the interestédencees. An appropriate

notification period will be allowed.

5.8 Penalties

The Act and regulations prescribe penalties fordéweying out of malpractices and

non-compliance with these regulations.
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6 Maximum Mark-up Mechanism

6.1 Introduction

As a result of the liberalisation process descriipeithis consultation paper, it is to be
expected that several players, both local anddarewill enter the fuel market and for

the first time compete freely with Enemalta.

The Authority is confident that competition willtwhately yield the best competitive
prices to the consumer. It however considers itlent, given the importance of these
commodities to the economy, to operate a maximumk+ma mechanism until such
time that the Authority deems that the liberalisatprocess has brought about the

desired competitive environment for the benefit@isumers.

The maximum mark-up mechanism shall have no dnedation to the cost of fuel as
purchased on the open market. The allowable mar&hall not be a percentage of

the total cost underlying the product in questiohdmaximum unit rate per litre.

Players in a competitive market are expected tbetter in terms of lower prices and

therefore this set mark-up should not interferénwmiarket activities.

During the initial transitory period, MRA will motar the working of the market and
if necessary review the working of the mark-up natsm. The mark-up cap will be
removed once stabilization of the market is achdevBo protect consumers and
industry, MRA reserves the right to re-introduce thark-up cap as necessary in case

of market failure.

It is understood that the quality of fuels shoulel lp to the standards discussed

elsewhere in this paper.

6.2 The Price Structure

The structure being proposed here will be appleaimediately after liberalisation.

It is applicable to the following categories of lfue

» Category | - Gasoline and aviation fuel
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» Category IIB — Kerosene, Diesel (including indwdtdiesel) and Gas QOil
» Category lll — Fuel QOil (including heating oil alight cycle oils)
« LPG

6.3 The proposed price structure
Selling price = the cost of product

+ excise duties

+ mark-up

+ V.A.T. on the above

6.3.1 Cost of fuel

MRA does not intend to regulate the cost of fuelchased on the open market and
operators are to be given the freedom to obtainb#s prices in the interest of the
consumer using all possible purchasing tools at tisposal. The Authority shall

however reserve the right to regularly review thiegs of the various operators to
ensure that the cost component in the pricing féanis fair and reasonable when

compared to the actual cost of the fuel purchasddoiaced on the market.

6.3.2 Excise duties

Schedule 4, of the Excise Duty Act (Cap 382 oflthevs of Malta), sets the excise

duties that are used in the calculation of thegpoicfuels.
A change in excise duties by the Government woutdraatically be reflected in the

price of fuel.

6.3.3 Mark-up

This item will cater for the wholesalers’ and tlegailers’ maximum profits.

A reasonable mark-up per litre per category of fuéll be established and published

by MRA prior to the effective liberalisation date.
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The maximum mark-up will be reviewed from time ime as market conditions

change.

6.4 V.AT.

A VAT rate of 18% is chargeable on the retail pratduel.

6.5 Monitoring of the market

MRA will monitor the market to observe, and if nesary, take corrective action over
the degree and quality of the competition that easim the local market, in the

interest of consumers.
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