14,9 Wave Dist_urbance

14.9.1 Short-period Waves
The Study Team employed a numerical sitnulation model (Wave Diffraction Modet by Takayama)
to evaluate wave disturbance in the port basins caused by short-period waves, Characteristics of the

incoming waves were determined by the wave hindcasting survey (See 8.2 and Table 14.9.1).

~ Table 14.9.1 Characteristics of Incoming Waves

‘Wave direction . - Period ' Smax
SSW-NE . 7 seconds ' 25

Wave height was evaluated in front of the main quays included in the master plan. Table 14.9.2
shows the estimated berth availability, or the proportion of the duration in which wave height is
lower than 50 cm at the berth-alongside. The Study Team prepared three alternative layouts (master -
‘plan 1-3, Sec Figure 14.9.1) and compared berth availability. Only master plan 3 provided a
- satisfactory level of berth availability for all the main quays. Those quays will be available during
- over 95 % of a year and the availability of existing container terminal will be significantly
improved. The Study Team thus determined the configuration of the breakwater.

The Study Team evaluated wave diémrbanbe for short-term development based on master plan 3.
Plan B can provide sufficient protection, while Plan A can not ensure safe berthing (See Figure

149.2).
- Table 14.9.2 Berth Availability (short-period waves)
R S (%)
Existing layout | Masterplan(3) | Short-termplan | Short-term plan
_ . SR ' : A B
Bulk terminal 978 970 - 966 970
Existing container | =~ 92.5 960 S A K B I 96.9
terminal . - | N '
Eastward-extended - 962 - b 962
container terminal S _ . c : '
Northern ~ - basin | - - 98.1 ¢ - 96.5 -
container terminal . N SR :
Government : - 97.0 502 93.1
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Master plan 1

Master plan 2

Master plah 3
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Short-term Plan A

Short-term Plan B

| Figu'ré 14.9.2 Short-term Pians
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14.9.2 Long-period Waves

A different numerical simulation model (The Boussinesq Equation Modcl) was employe(l to
estimate the effects of long- pcnod waves. Characteristics of the incoming long-period waves were
determmed taking into account the existing survey data. (See 8.2 and Table 14.9.3). The spectrum
ofi mcommg long- penod waves was assumed as shown in Flgure 14 9.2,

' Tab]e 14.93 Characte'risﬁcs of Long-period Waves

Wave direction Period = . - = .| Spectrum density .Wavc height (H,,)
S-SE - . 12-300 seconds .| 100 cmy? second 11.7 cm

S '[.c'mg ‘s6c]

o 0
- f {Hz)

Flgure 14 9.3 bpectrum of Long—penod Waves
Wave helght and wave penod were evaluated besides the main quays 1nc!uded in the mastel plan

 Harmful effects of Iong—penod waves will be reduced in the port geometry proposed by the master -
plan (See Table 14.9.4). Long- perlod wave motions in front of the ex1stmg container termmal will

become less senous since the master plan Jayout can reduce a \Vlder range of energy than the

existing one (See Figure 14.9.4). However, further study based on long-period wave observation
data will be required to estimate the detailed nature of wave motions. The model testmg currently B
carried out by MOTH will gwe another perspectwe on thls issue.
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Table 14,9.4 Wave Transformation Estimate (long-period waves)

: {cm)

Wave direction Existing layout Master plan
Existing container S 11.7 10.6

terminal : SE 19.4 - 115 -
Bulk terminal S 9.1 7.6
‘ - SE 137 - 170
Eastward-extended | S - 8.3
container terminal SE - 149
Northern - basin S : -. .95
container terminal SE ' - 11.2
Govertument S - - 104
beths = - - SE - 15.1
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“if === incident waves
. ~== Existing layout | ..
== Master plan (1)
~==== Master plan ()
=== Master plan (3)
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Figure 14.9.4 Energy Spectrum Comparison at the Existing Container Terminal
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14.10 Capacity Evaluation

* A numerical simulation model, “Witness”, was employed to evaluate whether the port capacity

- would be sufficient to deal with the i increasing cargo and vessel traffic throughout the planning
pCI‘lOd (See Figure 14.10. 1). Characteristics of the callmg vessels, productivity of the terminal,
navigation requirements were determined as shown in Table 14.10.1,2,

Table 14 10,1 Callmg Vessels Conditions (in 2020)

g : Frequency of . " : Maneuverin
. Vessel type -eqcall ’ - Produgnwty Cargo volume and idling tin%e
Container 22calls/ | Max 6 gantries | 3.1 miltion TEUs 3 hours
(mother) week - | 40 TEUs/crane | 2,800 TEUs / vessel '
- Container - 32calls/ | Max3gantries | - 3.1'million TEUs | = 995 hours
(feeder) -~ week | 40 TEUs/crane | 1,960 TEUs/ vessel -
Bulkccement | 'y ol /week | 200thour | 00000tintotal o0,
carrier : 10,000t/ vessel . - | -
‘ L . * 1.3 million t/ year '
Dry bulk camcr 65 calls/year | 500 t /hour 20,000t/ vessel 2.25 hours
General cargo 112 calls/ Max 2 gangs 300,000t/ year h 2'5 hours
vessel - year - | 30thour/gang 2,500t/ vessel '
Fuel ‘asksee)r (‘°°a1_ 68 calls/yéar | 300thour | ?7480%032'&1::{ 25 hours
| (i‘ﬁkt?rﬁg 23 calls/ year | 10,000 thour | 17‘38&00(2:;‘3%;: 225 hours
Pa.ssenger vessel | E0callsfrom | - Bhoursin | x 2 houss
. _ NovtoApr | - -‘berth = - : ' :
Launchandnon- 44 calls/ oy _ R 5 hours
trading vessel ‘month_ - : 5 :
l) These vessels are taken into account only for evaluatmg channel congestlon
Table 14.1_0.2 Navigational Conditions _
- Tumingbasins | © " Vessels - Navigational conditions .~
~ - Tumning basin 1 ‘Motherfor CT 1-7 = | Channel 1.and 2 are closed while Tunung
L Feeder for CT5-7 | basin 1 is occupied -
- Turning basin2 - - Bulk carrier - | Channel 2 is closed. whlle Tummg basin 2 is
R _ _Feeder for CT 14 | occupied :
- Turningbasin3 - |~ Mother for8-12 - | Channel 3 and 4 are closed whlle Tummg-
R . | basin3isoccupied .
Tuming basin4 . |  Feeder for 8-12 Channel 4 1s closed while Tummg basin 4 is
e Passénger'v&sSel oocupled L.

o Berth oocupancy ratio and average. waltmg tune are shown in Table 14 10. 3 This result mdmates :
that the capac1ty provlded by the master plan is suﬂiment to rwpond to the vessel traffic in 2020
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Figure 14.10.1 Simulation Modeling by “WITNESS”
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Table 14.10.3 Berth Occupancy Ratio

| Berth

: Berth occupancy ratio
Container berths 0.51
Bulk berths 0.30
General cargo berths 0.14
Ol berths - 0.15
Table 14.10.4 Waiting Time
Vessel type Average waiting time (minutes)
Container vessel (mother) ‘ ' 43
Container vessel (feeder) 55
Bulk cement cartier 197
Dry bulk camer 106
Fuel tanker (local use) 29
Fuel tanker (bunkering) 88

Table 14.10.3 also mchcat&c that it rmght be possible to handle containers wnh fewer berths or
- lower productmty This is due to a linear quay alignment which enables flexible crane deployment.
The Study Team examined sensitivity of the waiting time with different sets of parameters (See
Table 14.10. 5) This result indicates that consistently high productivity in the container terminal is
mdlspensable to provide customers with satisfactory services. On the other hand, 10 container-
berth scenanio is not recommendable since waiting time becomes too long. Eleven container-berth
scenario might be acceptable, though further study will be needed in the future taking into account
an increased proportion of import/export containers in the ya:d—mde operation.

' Table 14.10.5 Sensitivity Analysis on Average Waiting Time

. o c (minutes)
: Case | . Original case Reduced - 11.container 10 container
Vessel type " productivity berths berths
Container vessel 43 ' 139 72 127
~ (mother) . :
Container vessel 55 190 92 181
. (feeder) - . -
Bulk cement 197 347 - -
Dry bulk carrier 106 222 - -
1) Based on the following productivity:

 container: 30 TEU/hour, cement: 150 thour, drybulk 300 thour
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The Study Team also carried out a capacity evaluation of the short-term developments. Table
14.10.6 shows that Plan A brings about much longer waiting times than does Plan B. Plan A is
thus not recommendable. '

Table 14.10.6 Capacity Evaluation of the Short-term Deilelopment Alternatives

Vessel type : Average waiting fitne (minutes)
. Short-term Plan A Short-term Plan B
Container vessel (mother) 158 . 70
Container vessel (feeder) | . - - 198 : - 90
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14.11 Economics of Port Development

Economic analysis of Salalah Port expansion is undertaken in this section. An economic
analysis looks at the viability of a project from the viewpoint of the national economy of the
country where the project is being planned. It also serves to prepare indicators to compare
multiple projecfs in a country to help assessing priotity of the projects.

14.11.1 Purpose and Methodology' of the Economic Analysis
(1) Purpose

The purpose of the economic analysis is to appraise the economic feasibility of the urgent
projects, which are defined in 14.8.2 ahd 14.8.3, from the viewpoint of the national economy.
This section evaluates the econormic cost and benefits so that the govemment of Oman can
compare various projects to assign priority in view of the national economy.

2) Methodelo gy

The economic intemal rate of retum'(EIRR) based on the cost-bene_ﬁt analysis is used to
appraise the feasibility of a project from the viewpoint of national economy. In estimating the
* costs and benefits of the project in an economic analysis, "economic pricing" is usually taken.
" Economic pricing means the evaluation of ct)sts and benefits on the basis of the shadow prices,
~and usually in terms of international prices, or border prices. In view of the nature of the |
" present study as a master—plan stage, economic pricing was not applied because the difference _
~ between the market prices and intemational price in Oman is neghglbly small compared with
the range of the mtlmated cost.

(3) Cases - .

There are 8 cases to be studled m the econotnic analysis. Major 2 categories stand for the
 assumption of the cargo demand; low growth with 30% share and hlgh growth with 20% share.

Each of these demand growth cases have 4 different cases for port development; Plan A (Short

Term), Plan A (Short Term + Long Term), Plan B (Short Term) and Plan B (Short Term + Long
: Tenn)

 Plan A entails the expahsion of the container yard toward north at first (A Short Term), then the
cofnpletion of the total area (A Long Term). Plan B ekpands the container yard toward east
first (B Short Term), then completes the total area (B Long Term). Plan B requires the
extension of breakwater to the full length at the first stage, thus mcreasmg the required
mvestment comparatively higher. For details, refer to 14. 6
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14.1_1.2 Assumptions

(1) Base Year

The base year means the starting year of the economic analys;s Taking into consideration the '
construction schedule, the year 2001 is set as the base year for this study.

) Project Life

. Considering the depreciation period of the main infrastructure of the'port, and the construction
period thereof being 4 years, the period of calculation as the project life in the economic
analysis is assumed to be 34 years from the beginning of construction; from the year 2001 to the

year 2034. The commercial operation of the container port expan,slon is assumed to start at
mid-2004.

(3) Foreign Exchange Rate
The exchange rate assumed for this analysts is U.S.$1-0.385R.0.

(4) "Without Case"

The cost-benefit analysrs is conducted on the dlﬂ“erence between the "Wlth" and. "Wxthout"
investment cases. Incremental costs and benefits deriving from the proposed project
investment are compared and examined whether the difference between benefits and costs
generated by the pr0_|ect exceeds the opportumty cost of capltal in Oman. K

In this study, the "without" case is defined as folloWs:

I)No investment is made for the 1nﬁ‘astmcture and port equipment for the expansmn of the '
container port.

2)Transsh1pment container cargo volume wﬂl mcrease untll it reaches the existing port capacity

and then level off. : — _

3 )Investment for the Free Trade Zone adJacent to the port is not made however, the mvestment
for the expansion of the existing Industrial Estate is made as plarmed

Since the project is to expand the container port to cater for the increasing | transshipment
 container cargo, the most easily defined difference between "With" case and “Withoﬁt“ case is

an increase in the revenue of the container port In addition to this benefit, an increase in the -

industrial activities highly dependent on the container poxt was taken upasa measurable effect -

of the project. In order to measure this effect, the average value added Versus’ produc’aon value S

in the industrial statlstlcs of Oman was employed
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(5) Cargo Volume

Cargo volume is forecast in 13.3 and 13.4, as shown in Table 14.11.1, 14.11.2 and the figures
are taken as a basis of the financial and economic analyses.

Table 14.11.1 Container Volume Assumptions (’Iransshipment)

' _ (, 000TEUs)
Case ' 2005 : - 2020
High growth 20% share , 2,564 ' 6,183
Low growth 30% share - 2,980 5,080

Table 14.11.2 Contamer Volume Assumptions (Local Cargo)

: _ _ (, 000TEUs)
Case . : 2003 . : 2010 2020 '
Industrial _ 149 208 279
development : ' ' o
scenario 1 -

14.11.3 Economic Pricing

As mentioned in 14.11 .1, economic pricing is not made in this economic analysis.
14.11.4 Costs and Benefits

Analys_es_ m thlS chapter include the financial analysis in view of the Omani Government, and the
econornic analysis in view of the Omani national economy. Basic data is taken from the financial -
analysis of the projects (section 14.2) and economic impact evaluation (section 17.5). ' '

| (1) Beneﬁts

' In view of the financial posmon of the Oman Governrnent, the payment from SPS based on the -
concession agreement is the source of revenue Tt includes land rent, royalty, franchise fee, income
tax from SPS and 20% of dividend from SPS ifitis avallable .

However in view of the Oman Natlonal Economy, the beneﬁts expected from the port development

are those d:rectly or indirectly accrued from port construction and operauon regardless of the fact

that they are quantifiable or not. - The major ones w111 be:

1. Port charges paid to SPS, S

2. Savmgs for those who use Salalah port, in terms of costs time, or other convenience,

3. Value added accrued from the economlc acnwnes whlch will be generated by constructlon work
" of the port, ' : SR

4. Value added accrued from the economic actlvmes Wthh will be generated by mdustnal
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development taking advantage of the port development,

5. Increase in employment opportunities accrued from the above port construction, port operation
and the industrial development, and .

6. Foreign exchange saving and eaming from these activities.

Among the above major 6 benefits, 1 (port charges) and 2 (savings of port users) are the benefits
arisen directly from the port development project. The saving of port users is the expression of
appreciation of the port users, and it is not quantifiable diréctly from certain indicators. However, it
can be estimated through figuring out their willingness 'to pay for charges when they use the Salalah
port. A part of it w;ll be collected in the forrn of port charges while the remainder will be enjoyed
by the port users.

“The saving can be estimated as the difference in the transpoﬂatlon cost between the “With case” and

“the “Without case”. The Study Team employed the results of the transportation cost comparison
(Table 133. 13) and assumed that the cost saving is equwalent to the difference of the marginal cost
between the transportation via Dubai and via Salalah. Since cost reduction effects differ depending -
on the transporcatlon routes, the Study Team weighed estimated savmg of each route and came up
with the average cost saving of US$ 44/TEU.

Table 14.11.3 Transpo‘rtation Cost Saving

» : . : (US$/TEU)
. | Region Cost via | Cost - via | Balance Throughput Weighed Cost
BN R Salalah Dubai ' : Share (%) Saving
Middle East - 144 - 160 16 57 9.1
| East Africa 140 236 - 96 21 202
Indian 129 195 - 66 22 - 145 .
Subcentinent ' ' : N
Total - - - 100 43.8
Among the above benefits, 3 and 4 are the trickle-down effects of port development. The effects

form the construction work is difficult to quanufy Though the local costs for the construction work
will amount to 74 million RO. (in the case of the short-term project under Plan B), most of them will
be used for civil works in the coming 4 years.  The workers will be mostly expatriates, and they will

not spend much in Oman..  Thus, the trickle-down effects ﬁ'om the construcnon work are est1matod
" to be rather small. ‘

Regardmg the beneﬁt 4 {value added from industrial development) the expected €£CoNnomic eﬂ"ects '
are cstlmated in Section 17.5. It is rather hard to esnmate mvestment by the prxvate sector, and raw
materials/utilities etc. for the envisaged industries and economic activities at this stage.-
Consequently, value added (production/revenue minus raw matenalsfuuhtlts minus rent, which

- roughly comresponds to salary/wage plus proﬁt) was usod as the difference between benefits and
costs in the private sector. '
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Out of the total industrial output, the following (shown in Table 14.11.4) is regarded as the port-
related effects, while the remainder is considered to be generated by industrial promotion efforts.

_ Tabie 14 11.4 Estimated Value Added Generated from the Industrial Activities |

(million R.O.)
Year  Year  Foreign Omani Port-  Coeflicient
Activities 2010 2020  Tnvestment - Portion Generated
Manufacturing 497 1008 60% 40% 50% 0.20
Commerce 1010 1973  20% 80%  50% 040
~ Redistribution 1253+ 170.8  80% 20% 100% 0.20
Transportation
Storage _ ) _
& Communication 1734 2898 60% 40% 80% 032
40% 60% 10% 0.06 .

" Tourism . : 59 117

Beneﬁts 5 and 6 include both direct and indirect beneﬁts from the port development and may
overlap the beneﬁts 1-4. The estimated benefits 5 and 6, generated from the port related industries
are shown in Table 14 11. 5 with the same assumptlons as the above

Table 14.11.5_ E_stimated Employment and Foxfeign Exchange Eaming Generated from the
Port-related Industries |

A Employment Opportunities : :
- Year2010  Year 2020

14-63

o Year2010 Year2020 ~ Port-generated
Manufacturing - 4,800 8,600 50% 2,400 4,300
Commerce B 800 1,500 - 50% 400 750 -
* Redistribution 1,100 1,300 100%  1L,100 1,300
Transportation, 5000 5,900 80% 4000 4720
Storage SR ' '
& Communication L o . _
. Toutism - 500 1,000 - 50% 250 500
Total 12200 18300 S 8250 11,570
"B Foreign Exchange ~ (MillionR.O.)
| | Year2010 Year2020 - Port-generated  Year 2010 Year 2020
- Manufacturing 518 1023 50% 25.9 512
© Redistribution 9.4 1314 100% 964 - 1314
 Tourism 71 142 50% 36 71
Total 1553 2479 | 1259 - 1697



{(2) Costs
Items to be considered as the costs of the project are as follows:

1) Port expansion _ _

I Construction cost of the port infrastructure

2 Investment cost of the port equipment

3 Salary/wage and administration cost

4 Operation/maintenance cost of the container tennmal
2) Port-generated industry and other economic activities

I Investment by the government and private sector

2 Operatlon!mamtenance cost, raw matenals/unhtles etc.

From the Government’s financial stand point of view, only the construction cost of the port
infrastructure should be counted as the cost. That is b-ecause the Government constructs the port
~ infrastructure according to the concession agreement. In view of the national economy, all the

above items should be regarded as the project cost.

Table 14.11.6 summanzes the iterns includ_ed in the financial and economic analysis. '.
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14.11.5 Analysis

The economic internal tate of retun (EIRR) based on the cost-benefit analysis is used to
appraise the economic feasibility of the project from the viewpoint of the national economy, and
help the government to consider priority among various projects in the country.

The EIRR is the discount rate which makes the difference between costs and benefits of a
project during the project life zero. Calculation formula is as follows:

n

> (Bi-CH/(1+Y(i-1}=0

Sl

Where _ _ _
n: Period of economic calculation
" Bi: Benefits in i-th year '
Ci: Costs in i-th year
1. Discount rate

EIRRs of the proposed projects are shown in Table 14.11.7, together with the result of
 sensitivity analysis on the Plan B cases. EIRR is calculated in two cases; depending on whether
the value added is included or not in the benefit. Sensitivity analysis is carried out on the |
 following cases: 10% decrease in revenue, 10% increase in investment and cost, and both of
those. ' ' : '

Regarding the construction costs of port infrastructure, the following will be the matters to be
decided by the proj ject owner (the Government, in this case):
- 1) Whether the construction costs of the Govemmcnt berths and brldge should be included in
* . the project costs or not, and
2) Whether all the breakwater constructlon costs should bc shouldered by the short-term
: prOJect or not. : : : '

| 'Ihercfore the EIRR calculatlon assumed three cases, dependmg on the costs included in the
 port infrastructure construction, namely,

1) Allthe port mﬁastmcture construction costs. : : :

2) The port mfrastructure construcnon costs excludmg that of the Government berths and
. bnmdge. : :

3) The port mﬁastmcture construction costs excluding that of Government berth and bndge

- with a part of breakwater construction costs spread over. to the long-tenn project. =
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(2) Conclusion

There are various views conceming the appropriate EIRR level to determine whether a project
is feasible or not. The leading view is that the project is feasible is the EIRR exceeds the
opportunity cost of capital in the country. According to the leading investment companies in
Oman, opportunity cost of the private capital in Oman for equity investment is over 22% per
year, taking into account tax, dividend and risk. - ‘The interest for savings in the bank rages
from 5 to 7% per pear, while interest of bank loan rages between 7 and 10%. Omani

government has opportunities to negotiate forei gn governmental loans, and their interest level is
3 to 6%.

For infrastructure or social service projects, 5 to 10% are considered to be reasonable level
because they will snmulate reglonal economy helpmg create addmonal benefits including job
opporunntles

EIRR of the port deveiopment excluding the mdustnal development turned out to be rather low
but fit in the range of 5 to 10% as mentioned above, On the other hand, EIRR of the port
development including Salalah industrial development as a whole will be very high In
addition, other benefits such as increased job opportunities and foreign currency eaming,

combined with multiplier effect on the general economy in the region would further improve -
EIRR. - ‘

The results of the economic analysis indicate that the transshipment businesé itself will not be
so beneficial to the Omani economy, while a terminal developer can make good profits.
Successﬁll industrial promotion is therefore vital to ﬁﬂly realize the benefits of the master plan
achieving regional development. If GSO takes appropnate measures to attract private :
investments in the Hinterland, there will be a great chance to achieve the development of the

~ regional economy with sustainable sources of employment. Economic returns will be very high
if industrial developrnent will occur taking advantage of bustn&ss environments 1mproved by
Salalah’s hub poxt status.

Takmg into account the above factors, the Smdy Team concludes that the proposed prcgect is

feasible in view of the national economy of Oman, on condition that an adequate set of policies
- will be taken for the development of industry and soc1a1 mfrastrucmre in the reglon
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14.12  Financial Analysis
14.12.1 Objective and Me'thodology of the Financial Analysis
{1) Objective

The purpose of the financial analysis is to evaluate the financial feasibility of the project.
The analysis focuses on the viability of the project itself and the financial soundness of
the new terminal management entity during the project life.

(Z)Mcthodolo gy

N V1ab1hty of the pro_lect
 The viability of the project is analyzed using the Discount Cash Flow Method and
| appraised by the Fmanmal Intemal Rate of Return (FIR.R) The FIRR is the discount rate
that makes the discounted costs and revenue over the project life equal, i.e. the rate
 that satisfies the following formuta:

n = Bi — Ci - 0
> = e
i=1 -
~ Where, n : PrOJect life, : :
"+ Bi~ :Revenuein the i-th year: the first year is the base year,
Ci : Cost in the i-th year

r - Discount rate.

. The revenues 'an'd.éosts _Which a_fe taken into account fof the FIRR calculation are
Summarized in Table 14.12.1. '

| Table 14.12.1 Revenues and Costs Employed in the FIRR Calculatlon
Revenues - . . Costs
: 1) Operatmg revenues by the pro; ect 1) Investments for the project. _

_ _ | (installation of handling equipment and
replacement/overhaul of Equipment)
2) Operating expenses such as
maintenance, repair, rental, personnel
and other costs

- The revenue and cost items excluded from the FIRR calculauon are summanzed in
Table 14.12. 2
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Table 14.12.2  The Revenues and Costs Exempted from the FIRR Calculation
Revenues Costs
1) Fund management income 1} Depreciation cost

2) Repayment of the loan principal
3) Interest on loans

When the FIRR exceeds a certain threshold, the prbject is assessed to be ﬁnancially

feasible: the weighted average of the interest rates of various funds generated for the
- project is used as the threshold. .

2) Financial soundness of the port management body
The financial soundness of the port management body is appralsed based on its
~ projected financial statements(Profit and Loss Statement, Cash Flow Statement and
Balance Sheet). The appraisal is generally made _from‘the viewpoint' of profitability,
loan repayment capacity and operational efficiency, using the following formula:

a. Proﬁtabthty '
Rate of Return on Net leed Asset

Net Operating Income S
| Total Fixed Assets 100 %

This indicator shows the proﬁtability of the inVestments in terms of Net Fixed Assets. -
It is necessary to keep the rate higher than the average interest rate of various funds
for investments, which have different interest rates.

b. LQan repayment capacity
Debt Service Coverage Ratio

- Net Operating Income + Depreciation Cost
' _ Repayment and Interest on Long-term_'Loans _

Thls indicator shows whether the opera’ung income can cover the repayment of both the '
- principal and the interest on long-term loans. T he ratio should be higher than 1.0 and is
desirable to be hlgher than L. 75(Wor1d Bank recommendation).

t:._ y Operational efficiency
Operating Ratio

= . Operating Expenses X 100%
Operating revenues '
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Working Ratio

L= Operating Expenses — Depreciation Expenses X 100 %
Operating Revenues

The Operating Ratio shows the operational efficiency of the organization as an enterprise,
while the Working Ratio shows the efficiency of the routine operations. When the
Operating Ratio is less than 70~75% and the Working Ratio is less than 50~60%, the
operation of the organization is assessed to be efficient.

14.12.2 General Prerequisites of Financial An'alysis :
: (l) Scope of the Analysis

Scope of the Financial Analysrs COVvers the projects in the Master Plan. The concrete

projects are as follows. . o

1) Plan A short term development

- 2)Plan A long term development

3) Plan B short term development _

4) Plan B long term development . -
GSO 1s assumed to be responsible for the construction of a new container terminal, cml s
works and bulldmgs etc. The new terminal man_agement entity is assumed to be
responsible for the installation of cargo handling equipment and daily maintenance of all
facilities. GSO is assumed to be the owner of the port facilities which are to be leased to
the new terminal management entrty It is further assumed that the new container wharf is
leased to the new terminal management entity. Taking into account the existing

- concession agreement for container terminal, the Study Team assumed that the new

termmal management entity will pay the following fees to GSO. '
A yearly royalty fee: US$64 thousand per berth to be mcreased 3% per year.
A yearly rental fee: US$186 thousand per berth to be increased 3% per year.
A yearly franchise fee: 50% of the net profit after tax when exceeding the aggregate of
15% of the Issued Share Capltal ' :
‘In this analysis the study team also assurned that SPS would procure and operate a bulk
crane. '

 The ﬁnanc1a1 v1ab111ty of the prOJect or FIRR 1s analyzed based on the dlfference of
‘revenues and costs between the "With" case (Development plan is executed) and

. "Without" case (Development plan is not executed) Here, the ﬁnancral soundness of the
port management body is analyzed usmg only the "Wlth" case.

. (2) Project Life and Base Year N
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Taking account of the service lives of the various port facilities, the project life for the
financial analysis is determined as 34 years after the first investment is made,

The year 2001 is set as the base year for this Study The base year means the starting
year of the financial analysxs '

(3) Revenue and Expenditure

In principal, all costs and fevenue_s are indicafed in prices as of -Febr'uary' 2000
(US$1.00=0.385R.0.). Neither price inflation nor increases in nominal wage are
~ considered during the project life. o

1) Cargo handlmg volume and calling vessels : -

The cargo handling volume and number of calling vessels are estimated based on the

cargo traffic forecast. The estimated volumes for two scenarios ( the high growth

scenario represents a strong surge in the total container throughput of the region in
~ which Salalah has a 20% share while the low g:ro'wth scenario represents a moderate

increase in the total container throughput of the reglon in Wthh Salalah has a 30%
 share ) are shown in Flgure 14.8.4 and Figure 14. 8.6. _ »

Among all cases, the handling capacity of the contamer cargo berths w111 ﬁrst be

reached in the low growth scenarlo of the short term development p]an Al 1n 2006. The

container handhng volume, number of vessels and generated revenue in deve}oprnent
- plan B (short term )in cases of the low growTh scenario are estlmated in Table 14.12.3.

Expected revenue from the bulk_cargo using new crane is shown in Table 14.12.3- 2.

2) Revenue and Cost Items _
Calculation of revenues from port activities is based on the present tanff system and '
future cargo handling volume. In this financial analy51s both incremental traffic and
total traffic are considered. Revenues obtained from the operation of the new container -
terminal are as follows. Costs shouldered and revenues obtained by the new termmal |
management entlty are assumed to be as hsted in Tablel14.12.4.

Table 14. 12 4 Cost and Revenue Items

- Revenue S o o Cost
1. Port dues 1. Installation of handlmg equlpment
2. TugCharges - 2. Royalty Fee :
3. Pilotage Charges 3. Rental Fee
4. Berthing Charges 4. Franchise Fee
5. Cargo handling Charges 5. Daily maintenance cost -
' 6.. Administration and operation cost
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3) Charges from vessels

a) Port dues

b) Tug Charges

¢) Pilotage Charges
d) Berthing Charges

4) Cargo handling Charges
(container)
b) Import/Export  (container)

a) Transhipment .
¢) Bulk handling

5) Investment cost

US$ 0.033
US$ 1,590

per GRT
per vessel

US$ 432 per vessel
US$ 190 per vessel

US$ 28 per TEU
US$ 70 per TEU

1SS 1.3 per ton

_ Initiél investment costs are summarized in Table 14.12.5.

unit:1UJS$1,000

Table 14.12.5 Project Cost of the new terminal management entity
Year | Plan A Short | Plan B Short | Plan A Short | Plan B Short
L + Long + Long
Bqupment: | ao03| 2081} | asles| 0811|4666
Container cranes , | 2004| A A N ST 16:163
Yard Crane, bulk | 2005 ' »
crane ete 22006 L 92310
o L2007 | 32026
2008 | e
2009 6,349 6,349
2010
L2002
- 2013 : 78,040 78,040
Total 52,028 92,329 228,728 228,744

6) Operation Expénses_ o

o -The annual operatlon expenses are calculated in the followmg manner.

" a. Personnel cost

* The annual personnel costs are estlmated bascd on the number of personnel requlred to
manage and operate the port facilities given the estimated cargo volumes. Pers_onnel cost
_ for the new terminal management entity begins in 2004.

14-
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Table

- 14.12.6 Personnel Cost

Number | Personnel  Cost | Months | Exchange | Personnel

of per person per | per year |rate OR/$ |cost

Person | month (OR} (US$:1000)
Plan A Short 350 | 185 13 1OR:2.5’;31¥ 4,550 -
Plan B Short 490 sss| 13| 1ORPD 6,370
Plan A Short 10R=2.59 '
+ Long 1,176 385 13 | 74 15=,288
Plan B Short [OR=2.59
+ Long 1,176 385 13 74 15,288

b. Adm:mstratmn and other costs

Administration and other costs are assumed as 40% of the total personnel cost. This
ratio is the one observed at SPS in recent years.

c. Malntenance and repair cost :
The annual mamtenance and repair costs for port fac:htles are calculated as follows

Infrastnmture

o :1.0% of the origin_al construction cost
_ Cargo handling equipment

:4.0% of the original procurement cost

d. Deprec1at10n cost

-The annual depreciation costs for eqmpment are calculated by the stralght llne method

based on their service lives. Residual values after all depreciation are estimated as zero.
" Depreciation cost is exempted from calculation of the analysis of the v1ab111ty of the

project. In the analysis of the influence on the financial soundness depreciation cost is
calculated on the ex1st1ng and planned facilities.

) Fund Raising

Takmg into account the present equlty posmon of SPS the Study Team assumed that a
part of the initial investment by the new terminal management entity would be ralsed by
 issued stock ,US$8,377 thousand per berth. The dividend of issued stock is set at 80% of
net income after tax, retaining the remaining 20% for future investment. The remaining -
part of the initial investient is assu:med fo be raised by foreign funds

The following conditions are employed for the foreign funds.

20 years

Loan period _
Interest rate :8% per annurn
Repayment

:Fixed amount repayment of 'principal "
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14.12.3. Evaluation of the Project

(1) Viability of the Project

1) Calculation of FIRR

The results of the FIRR c_alculation are shown in Table 14.12.7. In all cascs, FIRR
- exceeds interest rate of the funds (8%).

Table 14, 12 7 Result of the FIRR

Plan A (short Plan A (short Plan B (short Plan B (short
term) term  + term) - term + long
» term) ' term)
High . : _ .
growth/ 16.7 . 153 141
 20% share :
Low Ny o : _
- growth/ - 19.2 o200 L17.0 .
30% share (Table14.12.8) L
_ 2) Sensitivity Analysis

Sensmwty ana1y51s is conducted to examine the 1mpact of unexpected future changes
(for example, decrease of the estimated cargo volume, increase of the construction cost).
. The followmg three cases are envisioned: (1) the revenue decreases by 10% (2) the -
project cost increases by 10% and (3) the revernie decreases by 10% and the pr()}ect cost
increases by 10%. The Sensitivity Analysis for the FIRR of plan B in case of the low
growth/ 30% share scenario, the least attractive case, is shown in Table 14.12.9.

Table 14. 12 9 Sensmwty Analysns for FIRR on the plan B in case of the low growth

Plan B (short term)

Plan B (short + long term)

. BaseFIRR . 20.1 17.0 .
Case 1 - 17.0 14.1
" Case 2 18.3 - 15.3
Case 3 15.3 12.3

3) Ji.idging from this analysis, this project is assessed to be financially viable.
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Table 14.12.8 FIRR of short term development Plan B (Low growth/30% share scenario)

14-80

©20.1%

{unit : US$1,000)
Revenue Cost(2) Difference Net Present Value

Year €)] Investment| Expenses j Total {(1)-(2) | Revenue Cost | Difference
2001 0 0 0 0 0 -0 0 0
2002 0 -0 0 0 -0 0 -0 0
2003 -0 46,166 0] 46,166 -46,166 0 32,014 -32,014
2004 14,196 . 46,163 9,572 55,735} -41,538 8,198} 32,185 -23,987
200s]  saoml of 17344 17344)  1a907) 1ssiol | s3ai) 7178
2006 36,245 0 194771 19,477 16,768 14,5141 1,799 6,715
2007 40,315 0 21,6581 21,658 18,657 13,444 7,222 6,222
2008 44,483 0 23,888 23,888 20,595 12,353 6,634 5,719
2009 48,751 0 24,787} 24,787 23,964 11,274 5,732 5,542
20000 av0ed} 0 ..251000 25100 24062 o467 & 4834] 4634

2011 49,163 0 25,2331 25,233 23,929 7,884 4,046 3,83
2012 49,163 0 25,367 25,367 23,796 6,565 3,387 3,178
2013 49,163 0 25,500] = 25,500 23,662 5,467 2,836 2,631
2014 49,163 0 25,635{ 25,635 23,528 4,553 2,374 2,179
2015|4906 o . 25769] 25760l  2333) | 3791] - losyl 1804
2016 49,163 0 25,905 25,905 23,258 3,157 1,664 1,494
2017 49,163 0 26,040 26,040 23,122 2,629 1,393 1,236
2018 49,163 10,449 26,176} . 36,625 12,537 2,189 1,631 558
2019 49,163 10,446 26,224] 36,669 12,493 1,823 1,360 463
2020] 48,959 0] ...26361| 26361 22508] 1512l - 814 698
2021 48,959 0 26,4991 26,499 22,460 1,259 - 681 578
2022 48,959 0 26,6371 26,637 22,321 1,048 570 478
2023 48,959 35,717 26,776 62,493] -13,535 873 1,114 241
2024 48,959 35,717 26,916; 62,633 -13,674 727 930 =203
2025 48,959 0 27,019 27,019 21,939; . 605 3341 271
2026 48,959 0 27,042 27,042 21,917 504 278 226
2627 48,959 0 27,066 27,066 21,893 420 232 188
2028 48,959 0 27,0901 27,090 21,869 350 193 156
2029 48,959 0 27,115 27,115 21,844 291 161 130
2030 | - 48,959 0 27,1401 . 27,140 21,818 242 134] . 108
2031 48,959 0 27,167 27,167 21,792 202 112 90
2032 48,959 0 27,194 27,194 21,765 168 93 75
2033 48,959 10,449 27,2221 37,670 11,288 140 108 32
2034 48,959 10,446 27,251 37,696 11,262 117 90 27

Total | 1,442,267] 205,551} 778,169} 983,721] 4585461 131,285] 131,285 0l
FIRR=



(2) Financial Soundness of the new terminal management entity

The financial statements and financial indicators, the rate of return fixed assets, debt
service coverage ratio, operating ratio and working ratio of the new terminal management
entity on the development plan B (short term) in case of the low growth scenario are
shown in Table 14.12.10.

1) Proﬁtablhty _

- The rate of return on net fixed assets exceeds 7% (World Bank Standard) after 2009, the
beginning of the operation, in every case.

2) Loan repayment capac1ty

The debt service coverage ratio exceeds 1.75 (Worid Bank Standard) after 2010 the
beginning of the operation in every case. This means that there will be no difficulty in
repaying long-term loans from the annual operatmg revenues

3)Operat10nal efficiency

The operating ratios keep below 70% (World Bank Standard) and the working ratios
keeps below 50% (World Bank Standard) after 2010 in every case. This shows that the
operation wxll be eﬁic:ent

4) Appralsal

Based on the above mdlcators it can be judged that the new termlnal management entlty
~ will be ﬁnanmally sound in every case. '

(3) Conclusron - _ :
Judging from the above analys1s, this proyzct can be regarded as financially feasible.
However, the new termmal anagement entity should make efforts to heighten the

quality of the service, to 1mprove cargo handling efﬁ01ency, to secure the forecast cargo
- volume and to reduce operating expenses.

. 14-81-
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15. Port Management System
15.1 Identification of Problem Areas
15.1.1 Nationwide Port Development Plan

In Oman, port development is planned and executed on an individual project basis. There is no
. nationwide port development plan explicitly defined. For example, the scheme of port
development, especially the role of the private sector, is different in each port. These different
- approaches can be attributed to the different circumstances surrounding each port, both in terms
- of the present condition and expected future role. But for efficient port development, each
 port’s role and development plan should be considered and established in line with a
nationwide port development plan. The allocation of government funds in the port sector is
“also a very important issue. In order to make the most efficient uss of the national budget and
- to avoid duplication of investment, the government must pnonttze projects from the viewpoint
of national development. For this purpose, a nationwide port development plan also should be
established by the government. .

15.1.2 Container Temiinal

The container texmmal of Port Salalah has 4 consecutive berths of 1 226m Equipment includes

6 super post panamax quay cranes and 1 panamax quay crane. In addition, two new super post

- panamax gantry cranes, RTGs, and tractors, were recently introduced. Contamer throughput at

Port Salalah has been increasing steadily, exceeding 600 thousand TEUs in 1999. But the

_ handling volume js still less than the capacity of existing facilities. For efficient use of the

existing 4. berths and the new equipment, the cargo volume needs to be increased. Moreover

this port aims to be a common-users port, but there are still few shipping companies calling at

" Salalah besides Maersk-Sealand. The expansion of the container terminal which is now being

con31dered by the GSO and SPS wﬂl only be v1able if the port can attract other shipping
companies.

: 'Cargo throughput must aiso be mcreased from the financial pomt of view. In 1999, the port

. handled approximately 649, 000 TEUs and generated total revenues of R.0. 7,140,716. But SPS

: 'posted anet loss of R.0. 3,750,117. The initial investment in the infrastructure alone was about

-~ RO. 30 mllhon Most revenues of SPS were from cargo handling. To increase the cargo

'volurne it is mecessary for SPS to “attract other shlppmg lines and also establish a weli
o coordmated feeder network from vanous areas.

; ,i_Tlus container termmal was developed and designed as a transshipment port and more than
- 99% of container throughput is t:ramstupment Asa result, while container handling service is
’ ' avaﬂable 24 hours dehvenng/recemng cargoes service time is from 8:00 to 16:00. This is
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understandable because there are few export/import containers at present, But this terminal is
also expected to contribute to the development of its hinterland together with the Free Trade
Zone. When the volume of import and export cargo fromvto its hinterland increases, the
operation policy and system should be reviewed to accommodate these import/export cargoes.

15.1.3 Conveutionei Terminal

Transportaﬁon of the goods of the industries in the hinterland of Port Salalah depends heavily
on the port, especially on the conventional port. For example, Raysut Cement Company
imported about 10,000 tons of raw material and exported over 430,000 tons of cement through

~ the portin 1999. A major problem in the conventional port is its profitability. In 1997, under the
. management and operation of MOTH, expenditure of the port was R.O. 1,386,527, 90 % of
which was labor cost, Revenues from the port amounted to R.O. 658,606, covering only 48% of
the expenditure. After SPS took over the management, its first measure to improve the
conventional terminal was to reduce the excessive number of operation and engineering
employees from 170 to 85. SPS also raised marine charges. However other problems remain.

- The cargo handling eﬁicwncy is not satisfactory to port users. Some facilities have become -
deteriorated and require immediate rehabﬂltauon, while some cargo handling equipment is
becommg superannuated. -

15.1.4-V0caﬁonal Training

The Muustry of Social Aﬁ‘axrs Labour & Vocational Trammg has st:pulated a ﬁxed
Omanisation ratio in six areas of the private sector. In transport, storage and conunumcauons
the ratio should be 60%. In 1995, National Vocatlonal Qualifications (NVQ) and General
~ National Vocational Quahﬁcatlon (GNVQ) were introduced to promote Omanisation and to
prov1de well trained Omanis to strengthen the private sector’s role in the economy. GNVQ
: syllabus is conducted at- governmental “technical colleges for 3 years NVQ syllabus is
- conducted at private training institutions for 2 years. These training systems are financed by
GSO. : ' .

- In 1998, SPS trained 293 trainees out of which 143 tramees were under the NVQ system The
cost of the NVQ system was borne by the government (about R.O. 150 thousand), while the
cost of the 150 Non-NVQ trainees was borne by SPS. But in 1999 SPS didn’t adopt the NVQ
training system even though that system was ﬁnancm]ly suppo:ted by the govenunent SPS
believes that the current training systern doesn’t meet the SPS’s reqmred standard To promote
Omamsalmn is SPS’s basic policy. 'I’herefore SPS has proposed the estabhshment of ‘a2 new
training school in Salalah and is discussing the matter wﬂh relevant orgamzatmns The
organizations concemed basically admit the need for the trammg school but the ﬁnancmg

“scheme remains to be fixed. GSO should support SPS’s plan to encourage vocauonal tra:mng :
and to promote Omanisation.
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15.2 Urgent Measures
(I)Nationwide port development plan

As mentioned in 15.1.1, for efficient port development, a nationwide port development plan
should be made. In order to make the nationwide port develop.rhent plan, an efficient system of
collecting data and statistics of each port is necessary. DGPMA collects basic data of each port
every month but is time-consuming and moreover does not include important data such as
cargo throughput of each berth which is necessary to make a port development plan. The
present statistic collecting system should be improved for MOTH to get sufficient data
smoothly.

In addition, when' the nationwide port development plan is studied and established, it is
necessary for many relevant govemment organizations and port related private organizations to
coordinate with each other. To conduct this proccss smoothly, an efficient coordination syste'm,
such as national port development meeting, which mvolves, various port related orgamzadons
'shouldbemuoduced o

(2) Estabhshment of Port Committee of Salalah :

In the U_nitod Statcs most ports are managed and operated by port authorities established by
- local gové:mrhents (state, county, city, etc.). Generally the port authorities are 'managed
indcpendently from the government under the control of the “Board” which is the highest
- decision council of the port authority. Among 86 major ports, 81 ports have a “Board”. Board
- members of 27 ports are elected while those of 54 ports are appomted by the local govenunent '
The first priority of this board is benefit to the region, because ports are considered as public
assets WhICh should contnbute to reglonal development. - :

In Japan the local port councﬂ is estabhshod at major ports based on the port and harbour law.
Generally, the council consists of persons of knowledge (for cxample professors), members of
-~ local assembly, representatives of port related organizations, officials of port related centrat and
: local ‘governments and representanves of the port administration body (officials of a local
government). Port development plans are examined by the local port councﬂ from a view point -
of local mtercst, then local plans are estabhshed

Poxt Sala]ah is also a public asset and therefore fair and transparént management is vital. At
present - final decisions of SPS are made. by the board of directors. The board includes
government ofﬁcnals but all members are representatives of shareholders and the main objective |
of the board is to increase profits. Therefore it is necessary to establish some kind of committee
to balance the profit motive of the private company and the regional - development. This
committee should mclude not only the government and SPS but also representatives of the port
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users and region.

“Port Committee” should include the following members.
-MOTH '
-SPS
-Local Govermmnent
-Port Users
-Pcrsons of k:nowledge and experience

Main fonctions should be as follows
. -approval of port development plan
| -supervision of port activities and giving advice
—coordination among port management body, port users, and local government

- GSO has a plan to establish a s1rmIar committee called the “Port Planmng and Regulator
Committee”(“PPRC”) This committee will consist of representatlves of GSO and SPS,
representatives of existing users of the port, and persons experienced in planmng, hcensmg and
regulation of ports. The main function of the committee would be as follows. '

-approval of general land usage within the port area - - :
-settlement of any dispute ansmg between the Government and SPS as to land use within
the port area :
~final determination of any rent or license fee payable by the government m r&epect of Iand
within the port area : - |
- -approval of future developments of mﬁastmcture addmonal eqmpment and any
amendments to the layout plan : :
-approving minimum tariff structures and chargfs in the event of dlsagreement within the
Tariff Committee : .
-approving port rules and regulatlons
~appr0v1ng rent guxdehnes

This PPRC has not yet been formally approved. Once it is established, we recommend that its
- functions be expanded to include those envisaged in the “Port Committee” described above. For
this purpose, PPRC should include local government members as the repr&eentahvm of the
region to promote regional development and user friendly activities. Moreovcr SPS is cxpected _
to coordinate port development and FTZ development as mentioned in Chapter 11.4. For this
purpose PPRC should involve PEIE, which s responsible for FTZ development at present. And
in future it might be necessary to add other oroamzatlons wh1ch are related to the FTZ
development to this committee.

(3)Neutrality of Port Management and Operation
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One of the most urgent issues in Port Salalah is to atiract shipping companies other than
Maersk-Sealand. SPS is known to be under the influence of Maersk-Sealand. When other
shipping companies consider using Port Salalah, they are likely to point out this issue and
worry whether they will receive the same treatment as Maersk-Sealand. They are also worried
that the Security of their company’s information including customers and cargo-tariffs might be

- compromised. Before other shipping companies call at Port Salalah, it is essential to wipe out
these concems.'SPS has always maintained, however, that its basic policy is to make Port

- Salalah a common user port and it has had some recent success in attracting another shipping
company.

To foster an image of neutrality, the following measures deserve consideration.
1)To advertise its neutral managemént policy to the shipping world through port sales activities
2)To change the composition of shareholders (to achieve more diversity)

3)To establish a neutral comrmttee for cxample PPRC, to guide and superVISe SPS

(4)Impr_ovcrnent of the facilities and equipment of the conventional port

Some facilities of the conventional terminal, including the east breakwater, oil terminal and
berths 1, 2, 3, require 1mmcd1ate repair. In addition some cargo equipment is showing the
effects of aging. There is a plan to mlprove the conventional terrmnal facilities and cargo
handlmg equipment. Some of the repair work of the facilities have already started but most of

 the improvement work of the handling equipment has not started because a new concession

agreement of the conventional terminal isn’t finatized. Greater efficiency of the conventional
terminal is strongly required by port users, and therefore all unprovcment work should be
 started as soon as posmble

(S)Ehhancement of liscr—ﬁ'iendlineés

A ‘fPoxt Users Meé_ting” to exchange opinions beméen the port management body and port
users is currently held each month. Such meetings, which are attended by shipping agents,
~ traders, shippers, customs and ROP, are useful in making a port user-friendly. However users
claim that they don’t receive a ciear reply from SPS to their requests. Therefore, it would be a
good idea for a govennnent representative to attend the meeting in order to coordinate between
SPS and the pon users from a neutral posmon '

As mentioned before pon productmty and charges mﬂuence mdustnes and new investment.

. The conventional terminal is cspcmally important. In order to be competitlve with conventional

 terminals of other ports, especially Port Sultan Qaboos Port Salalah should provide higher
productivity than Port Sultan Qaboos and attractlve port charges, which are less than Port
Sultan Qabc)os
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15.3 Port Management Scheme
15.3.1 Container Terminal Utilization

There are three types of terminal utilization, which are “Open use (Public use)”,
“Prioritized use” and “Exclusive use”. Generally, each type has some merits and demerits.
In major Japanese ports, “Public use” is adopted in “public terminals” and “Exclusive
use” is employed in “semi—public terminals”. Table15.3.1 indicates types of container
terminal utilization by shipping companies. '

Both the port of Smgapore and the port of Hong Kong, which are the largest container
hub ports in the world and have high ratios of transshipment, basu:ally adopt “Open
(Public) use” system. Under this systern plural shipping companies can use the berth,

resultmg in h1gh productlvrty and competitive terminal charges

15.3.2 Container Terminal Development Scheme
Conceming the new container terminal development, basic idea is as follows.

® The degree to which the pnvate sector can partlcxpate is lmportant As private
' investment mcreases, the financial burden of the public sector is reduced. But the
private sector is often unwilling to make a large investment because of the substantial
risk involved. ' I : ' :
®  The sole management body is assumed to be SPS whlle measures to guarantee the
neutrality of SPS should be undertaken. R
® From the viewpoint of efficient use of port fac111t1es and equipment, a ‘'single operator
' - system (by SPS) is optimum. Existence of competitive container transshrpment ports,
Aden, Dubai and other ports, encourages competition with the Salalah Port to avoid
the demerits of monopoly But a thu-d company operation should also be considered
if it is necessary to attract a new shlppmg company. ‘
® In order to set reasonable port charges, high productivity and a large cargo
throu ghput are essential for a transshipment port. To achieve thrs “Open use” system
is usually appropriate, and under this system small shipping compames can also use '
the terminals. But a large shipping company may request to use a terminal
' excluswely to maximize efficiency. In this case “PI‘lOI'ItIZCd use” system should be
introduced to attract shipping companies. SPS can use “Pnontlzed use” systém as a
tool for attractmg and negotratmg with shipping compames
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Based on the above, six cases are considered as follows.(See table15.3.2)

(Case-1)GSO provides all facilities (infrastructure and superstructure).  Terminal
management and operation is conducted by SPS. Basic berth allocation is “Open
use” system, but “Prioritized use” system will be considered if requested by
shipping companies.

(Case-2)GSO provides infrastructure while SPS provides superstructure Termmal
management and operation is conducted by SPS. Basic berth allocation is “Open
use” system, but “Prioritized use” 'systcm would be considered if requested by
shipping companies. : -

(Case-3)GSO provides infrastructure while a third company prov1des superstructure.

- Terminal management is conducted by SPS while the terminal operator is the
third company. Basic berth allocation is “Open use” system, but “Prioritized
use” system would be considered if requested by shipping companies. _

(Case-4) GSO provides infrastructure while a third company provides superstructure.
‘Terminal management is conducted by SPS while the termmal operator is the
 third company. “Excluswe use” system is adopted when strongly requested by

shipping companies. - : : :

(Case-5)SPS provides superstructure and a part of 1nfrastructure(for example berths) '

~ Terminal management and operation is conducted by SPS. Basic berth allocation
s “Open use” system, but “Prlonnzed use” system would be ccn31dered if
requested by shipping compames - : o :

{(Case-6) A third company provides superstructure and a part of 1nfrastructure(f0r

- example berths). Terminal management is conducted by SPS while the termmal

~ operator is the third company. Basic berth allocation is “Open use” system, but
“Prioritized use” system would be 'considered if requested by shipping
companies. ' ' ' : ' :
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An evaluation of above cases is made as follows,

In casel, GSO can improve facilities and equipment easily in case of need of development,
because investment by SPS is not required. But GSO must bear all investment costs by
itself which involves a substantial risk. Private partlc1pat10n is limited to operation.

From the viewpoint of lessening the government’s financial burden case 5 or 6 is favorable
for the government. But in these cases, the private sector must make a large investment
which involves a substantial risk. Furthermore the private sector would own the land
although a port is a public asset. -

From the viewpoint of efficient use of port famlmes and eqmpment the single operator

syster by SPS is considered preferable. But in this system shipping companies can’t use

their preferred terminal operators, Moreover, present SPS is under the influence of Maersk-
Sealand. To overcome this potential problem, the organization of SPS must foster an image
of neutrality to attract various shipping cOmpanies If, despite these efforts, a third cbmpany
operation is the only way to attract a new shlppmg company, then a third company '

- operation should be introduced.

For efficient utilization of berths, * Open use” system should be adopted asa basm scheme
But the first pnonty is to attract as many shipping compamcs as p0531b1e Therefore the

 berth allocation system should be flexible and “Pnontlzed use” system also should be
 adopted if it will attract shipping companies. |

Considering above mentioned points, case 2 is considered to be preferable But to satisfy

- the needs and requests of slnppmg companics, case 3 and 4 are also possible. To attract as

many shipping companies as possible is t.he most important ob]ecnve and to aclueve this
taxget Port Salalah needs flexibility 1 inits operahon system.

1533 Poft Development and Management

The sole management body of Salalah Port mcludmg container and convennonal terminals is
assumed to be SPS because it is genemlly agreed that a single body can manage port actmnes
more efficiently. '

Conventional temunals cater for the needs of the reglon Conventlonal terrmnals are generally
difficult to make profitable. 'I'hereforc to support regional developrment, GSO should develop
necessary infrastructure and set reasonable concession condmons wiueh will allow SPS to offer |

low port charges. SPS should operate and maintain the conventxonal termmal based on the
concession mth the govemment

Port development and management schemc of contamer termmal and convenuonal termmal 18
- shown in Table 15.3. 3 '
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15.4 Port Marketing Strategy

15.4.1 Port Sales

As a new comer fo the transshipment business world, it is necessary for Port Salalah to promote
its name, superior location and the capacity of its facxlmes Salalah is quite a new name : even in
the shipping world many people don’t know its locatlon and whether it is a conventional port or
a container port. And those who know Port Salalah has container handhng facilities are
unfamiliar with its actual container handling capacity.

Port sales activities are, therefore, very important to the future development of Port Salalah and
SPS must play the main role in conducting these activities. But the Omam Government also
should support and join these activities because the development of Port Salalah benefits not
only SPS but also the Dhofar region and the government. Furthermore_the people in the
shipping business are interested in govemnment policy on port development. The government
can enhance the social/economic stability of the country by activity pursuing such kinds of
“ development, and this in turn instills confidence in would-be custorners.

To this end, the following measures are recommended.
(1)Web Site of Port Salalah

- The internet has become one of the defining symbols of our ere, ar_id many people from all over
the world use it daily to exchange information. Therefore a web site is an essential means of
spreading information about Port Salalah. Existing web site of SPS is compiled from the

 viewpoint of a container terminal operator. The pages mainly give a general outline of the
terminal, its facility, and calling vessels. More specxﬁc information about the strategm location
of Salalah and its other advantages over competitive ports should be added.. At the same time;, it
is important that web site visitors come away with the impression that Port Salalah is open for

all customers who want to utlhze its fac1ht1es and that all customers wﬂl recelve equal
' treatment '

(Z)Sales Promoﬁon_Mateﬁalé '
Printed brochure is an effective means of proﬁil_otion. A well-conceived bro_chure can give'
prospective customers a solid understanding port sales points as well as an outline of its

facilities. Since there are various types of potential customers, several brochures appropriate for
each target audience should be made '

_Vlde_o is also a very useful material and sometimes more effective than brochures. It can be used
in port sales seminars and shown to port visitors. It can also be used as an initiation tool for new
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employees and vocational trainees. It is advisable to take and keep historical film records of the
port development which can be used in a promofion video.

(3)Port Sales Mission

Meeting the key personnel of the industries related to ports and trade, such as trading firms,

- shipping lines, waterfront business companies is a good way to promote the Port. It is necessary
for a Port Salalah Sales Missions to be dispatched regularly to the cities and regions which are
strategically important to Port Salalah. It is desirable that this mission is formed by SPS and the
government. In short, this mission is necessary to sell the name of the Port so that the shippers
and consignees will become famxllar wrth the name of Salalah as a transshipment port or dlrect
destination or loadmg port

(4)Setting up of Port Sales Ofﬁces abroad

- SPS has had a representative at Dubar whose main duty is providing accurate information of
' Port Salalah and attracting shrps and cargoces to Port Salalah. Setting up offices in various cities
is a common practice of major port authorities. In addition to the office in Dubai, settmg up
- oﬂ’rces in South Asia and East or South Africa, which comprise the mam feeder network area,
- should be consudered in order to promote the Port.

©154.2 Mark_eting Strategy
: (l)Port Tariffs .

In selectmg a port, shlpprng companies naturally consrder port tariffs. Tariffs are mostly decided
under the negotiation between port management bodies and shipping companies. Some ports
don’t even issue tariff tables. Therefore it is difficult to compare actual taniff levels among each
'port Dubai Port is the biggest transshipment hub in the surrounding region while Singapore
Port is also a major competitor of Port Salalah as ‘mentioned in Chapter 13.3. The study team
compares loading and drschargmg charges of a container of Port Salalah wuh those of Dubai
Ports and Slngapore Port based on eacll tanﬁ' table.

Compared w1th Dubal Ports the tanﬁ level of Port Salalah is about 4% is hlgher But Salalah
is much closer to the | main East—West shipping route than Dubai and. enjoys an approximately 3
day advantage in deviation over Dubai. Therefore, the present tanﬂ' Jevel of Port Salalah is
suﬁicrently competmve wﬂh Dubai Ports.

Compared with Smgapore Port, charges of loading and d15chargmg of laden 20 feet container -

- are about 7 % hlgher at Port Salalah. But Port Salalah offers a very low volume dlscomt rate,
for example more than 50 % discount 1 n average for over 200 thousand movements per year.
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Though Singapore Port doesn’t publish its volume discount rate, it is said that the volume
discount is only about 10 % for over 400 thousand movements per year. Therefore it can be said
that Port Salalah can compete with Singapore Port at the tariff levels for large class shipping
companies. But Port Salalah aims at being a commdn user port and to achieve this target it must
attract various shipping compam'és including middle and small class shipping companies. From
this view point, the scheme of standard charge levels and volume discount rate should be
‘revised. Namely, standard tariffs should be reduced while volume discount rate should be
* increased from the present level. |

Table 15.4.1 Comparison of Loading and Discharging Charges of Container -

. : (Unit: US$)
- Port Salalah Dubai Ports ~ Singapore Port
Transshipment : ' L SR
20’ Laden 140.00 : - 138.04 . 13110
20’ Empty ' 98.00 9348 131.10
40’ Laden - 200.00 . 19239 199.50
40’ Empty . - 140.00 : 134.24 - 199.50
Import / Export 5 . . . S
20’ Laden 109.00 10733 © - 85.50
20’ Empty ' e 63.00 53978 - 4560
40’ Laden 3 : 165.00 - © 15897 122.55

40" Empty : - 8500 oo 81524 o 67.26
Note : | Dhs. is equivalent to 3.68 US dollars, 138 is equivalent to 0.57 US dollars :
Source : Tariff of Port Salalah 1999, Tariff of Dubai Ports 1999, PSA Price List 1997

Table 15.4.2 Volume Discount of Loading and Discharging Charges of Container at Port
: (Unit: US$)

Standard(A) More than 200 (B)Y/ (A)

‘thousand Moves(B) -
Transshipment . .
20’ Laden . 140.00 : - 7040 050
200 Empty. : 98.00 - 62.40 - 064
40" Laden X ' 20000 | . : 75.50 . 038
40’ Empty 140.00 ' 66.40 - 047
Import / Export : : ' .
20" Laden 109.00 | 56.00 031
20" Empty ' - 63.00 : - 44.00 070
40° Laden : : 165.00 S 6300 -~ 038 |
40’ Empty : 8500 - 53.00 062 .

Source : Tariff of Port Salalah 1999
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(2)Network of Shipping Lines

 Port Salalah must have not only trunk lines but also sufficient feeder service network to achieve
success as a world class transshipment hub port. Port Salalah has seven trunk lines including
Mediterrancan Shipping Company’s East Africa-Red Sea-Mediterranean rout which recently
SPS succeeded in attracting, It also has eight weekly feeder services and four alternate week
services. Feeder service network covers Arabian & Persian Gulf, Lower Guif, Red Sea, South
Africa, East Africa, Indian Ocean/Islands, and South India. Given that Singapore Port has more
than 50 feeder lines, Port Salalah must expand its feeder network in order to be a world class
transshipment hub port.

Main prospective market areas of hinterland development are the Indian Ocean Rim,
- particalarly, Yemen, East Africa dounm'es, Pakistan, India and Sri Lanka besides the United
States, Burope, South-East Asia and Far East countries. From this Qiewpoint to increase trunk
lines and to expand feeder network, especially fromvto East Africa and Indian Sub-Continent, is
very important.

(3)User Friendly Management

~ One of the most effective ways in which PSA communicates with its customers is through the

* advisory council which it has set up with shipping companies calling PSA. Through this

channel PSA shows the 's.hipping world that Singapore is a multi user terminal and user friendly
port. Shipping companies set a high value on PSA’s attitude. :

Port Salalah is expected to be used various shipping' companies as Sihgapore Port. It is
recommended that SPS forms a similar council with shipping companies calling Salalah.
‘Through direct communication with shipping companies, SPS can impress upon users that they
- will ‘be treated equally in any service. This type of user friendly management may also
encourage other shipping companies to use the port.

(4)Introducing Modernized Facilities

| Salalah. port 'mu.st take advantagc of its new port status. Salalah boosts the most modemn
facmues and operatmg systems and these are good tools of port sales. SPS has already installed
super post panamax quay cranes with 22 rows which are world Jargest class cranes at present.

SPS also should develop large depth quays, for example 18 meter quays to give itself further -
advantages over competmg ports.
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(5)Increase of Base Cargo

Salalah is relying heavily on transshipment cargo at present but transshipment cargo always has
the possibility of moving to another port if shipping companies deem it more profitable, But
cargo from/to hinterland will always use Port Salalah. To have such base cargo is very
important, Development of the hinterland will raise the status of Port Salalah. SPS should make
efforts to dcvelop its hinterland and to increase base cargo.
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