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NATIONAL ENERGY REGULATOR OF SOUTH AFRICA 

 

 

In the matter regarding 

 

A Ten-Year Negotiated Pricing Agreement (NPA) with Hillside Aluminium 

Smelter (Pty) Ltd in Richards Bay, uMhlathuze Local Municipality, KwaZulu-

Natal 

 

By  

 

ESKOM HOLDINGS SOC LIMITED (‘ESKOM’) 

 

 

 

THE DECISION 

             

 

Based on the available information, public comments and the analysis performed 

on Eskom’s ten-year incentive pricing package application, the National Energy 

Regulator of South Africa (NERSA), at the meeting held on 22 July 2021, decided 

as follows:  

 

1. That the special pricing agreement between Eskom Holdings SOC Limited 

and the Hillside Aluminium Smelter (Pty) Ltd, in Richards Bay, uMhlathuze 

Local Municipality, KwaZulu-Natal, is approved. 

 

2. The approved negotiated pricing agreement is applicable to potlines 1, 2 

and 3 of the Hillside Aluminium Smelter (Pty) Ltd for the power demand of 

1 205 MW. 

 

3. The negotiated pricing agreement for potlines 1, 2 and 3 will commence 

on 1 August 2021 and will run for a maximum of ten years.  

 

4. The approval of potline 3 is subject to Eskom Holdings SOC Limited 

confirming the termination of the existing potline 3 NPA with the Energy 

Regulator.  
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5. Eskom is to charge a special tariff of Rxxxxxx/MWh on 1 August 2021. The 

price will be adjusted with SA PPI + xxxx% annual real tariff increases for 

the duration of the agreement. The PPI is determined by Statistics South 

Africa on 1 January each year. 

 

6. Hillside Aluminium Smelter (Pty) Ltd will provide interruptibility to the 

National System Operator for utilisation when the system is constrained.  

 

7. Hillside Aluminium Smelter (Pty) Ltd must consume, or its forecast annual 

consumption must be, a minimum of 80GWh and/or the load factor must 

be greater than 70 per cent.  

 

8. Eskom must submit progress reports for the Hillside NPA agreement six 

months after the effective date, and thereafter every six months until the 

end of the special pricing agreement, to enable NERSA to monitor the 

implementation of the agreement.  

 

End.  
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1. LEGAL MANDATE 

 

1.1 Section 4(c) of the National Energy Regulator Act, 2004 (Act No. 40 of 2004) 

(‘the NERA’) mandates the National Energy Regulator of South Africa 

(NERSA) with the responsibility to undertake the functions detailed in 

section 4 of the Electricity Regulation Act, 2006 (Act No. 4 of 2006) (‘the 

ERA’). 

 

1.2 The ERA prohibits any licensee, and in this regard Eskom, from charging its 

customers unapproved tariffs, be it directly or using any form of agreement. 

The ERA does not set out a legal framework on how any other tariff can be 

approved if the original tariff has already been approved and it is still valid. 

The answer to the lacuna is established by the Electricity Pricing Policy 

(‘EPP’). 

 

1.3 The scope for the framework within the EPP does not generally apply 

without the Department of Mineral Resources and Energy (DMRE) not 

having formulated a framework as demanded by Pricing Policy 14. The 

interim framework for long-term NPAs was approved by the DMRE on 

28 September 2020. The publishing of the interim framework enabled 

NERSA to evaluate this application and take a decision to approve the NPA. 

 

1.4 It has been established that the NPA is a descendent of an approved tariff. 

If NERSA has not approved an existing tariff, it would be difficult to establish 

or consider an NPA. The approval of an NPA is an administrative action 

which, in terms of the Promotion of Administrative Justice Act, 2000 (Act 

No. 3 of 2000) and the National Energy Regulator Act, 2004, must satisfy 

procedural and substantive fairness. This reasons for decision document 

also seeks to confirm that all the legal requisites have been observed.   

 

1.5 Therefore, NERSA has the mandate to treat all NPA applications in 

accordance with the approved processes and frameworks, as required by 

Policy Position 14(g) of the EPP. 

 

 

2. BACKGROUND AND INTRODUCTION  

 

2.1 Negotiated pricing agreements refer to any price agreement that may 

deviate from approved standard tariff levels, structures, service fees, 

network standards and capital contributions. NPAs have served and could 
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potentially serve as a valuable instrument to support projects that require 

price certainty over many years.  

 

2.2 Hillside Aluminium Smelter (Pty) Ltd (‘Hillside’) is Eskom’s largest industrial 

customer with an electricity consumption of ~10.3 TWh annually at a high 

load factor (>0.99, i.e. baseload customer) and provides its total demand to 

the National System Operator (NSO) as interruptible reserve. Hillside is 

100% owned by South32, is the only aluminium smelter in South Africa (SA) 

and it accounts for approximately 5% of Eskom’s total sales. 

 
2.3 Hillside has a total electricity demand of 1 205MVA, which is supplied by 

Eskom through negotiated pricing agreements, as well as at standard tariffs. 

Electricity is supplied at Hillside in the following ways: 

i. Hillside potlines 1 and 2 NPA – 912 MVA; 

ii. Hillside potline 3 NPA – 228 MVA; and  

iii. Megaflex Agreement (apportioned between the potlines) – 65 MVA. 

 

 

3. THE APPLICATION  

 

3.1 On 14 December 2020, Eskom submitted a ten-year NPA application for 

Hillside in Richards Bay, uMhlathuze Local Municipality, KwaZulu-Natal. 

 

3.2 NERSA conducted a preliminary assessment of the ten-year NPA 

application to ensure that the application is compliant with the interim 

framework for long-term NPAs. Findings of the preliminary assessment 

were that some sections of the ten-year NPA application were non-

compliant with the interim framework for long-term NPAs. These findings 

were communicated to Eskom for consideration and the resubmission of a 

compliant application was required. 

 

3.3 On 19 February 2021, Eskom submitted a revised ten-year NPA application 

with the outstanding information, which is compliant with the interim 

framework for long-term NPAs. 
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4. THE APPLICANT  

 

4.1 Eskom Holdings SOC Limited, registration number 2002/015527/06, is a 

Schedule 2 South African state-owned enterprise in terms of the Public 

Finance Management Act, 1999 (Act No. 1 of 1999) (‘PFMA’), wholly 

owned by the South African Government. Eskom Holdings is regulated 

under licences granted by NERSA to generate, transmit and distribute 

electricity in terms of the ERA. 

 

4.2 Eskom generates, transmits and distributes electricity to industrial, mining, 

commercial, agricultural and residential customers and other distributors. 

Eskom also buys electricity from and sells electricity to the countries of the 

Southern African Development Community (SADC). 

 

4.3 Through its subsidiary, Eskom Enterprises (Pty) Limited, Eskom is also 

active in local unregulated markets and various African countries. These 

activities include the provision of electricity-related services to countries 

connected to the South African grid.  

 
 

5. THE DECISION-MAKING PROCESS  

 

5.1 On 6 May 2021, the Energy Regulator published Eskom's application for a 

ten-year Negotiated Pricing Agreement with Hillside on the NERSA 

website with an invitation to stakeholders to submit written comments. The 

closing date for comments was 26 May 2021.  

 

5.2 The Energy Regulator conducted public hearings virtually on 1 July 2021 

in order to solicit comments from interested and affected stakeholders.  

 

5.3 The Energy Regulator made its determination on Eskom’s application for 

a ten-year NPA with Hillside on 22 July 2021. 

 

 

6. LIST OF STAKEHOLDERS WHO COMMENTED ON THE CONSULTATION 

PAPER  

 

6.1 In excess of 20 written stakeholder comments were received from small 

energy users, intensive energy users, as well as other stakeholders. 

Substantial comments were received from the following stakeholders and 

analysed by NERSA: 
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a) AFSA; 

b) Eskom; 

c) Minerals Council of South Africa; 

d) RBIDZ; 

e) SOUTH32; and 

f) Trade and Investment KwaZulu-Natal. 

 

6.2 Comments received from the public hearing have been analysed and 

incorporated within each section of the Reasons for Decision (RfD). The 

following stakeholders presented at the public hearing held on 1 July 2021:  

a) Alcon Marepha (Pty) Ltd; 

b) Chasm Consulting; 

c) Eskom; 

d) a member of the public (Mr Mdluli); 

e) RBIDZ; and 

f) SOUTH32. 

 

6.3 Written comments received from the stakeholders and comments made at 

the public hearing of 1 July 2021 have been analysed and are discussed 

in Annexure 1. 

 
 
7. ANALYSIS OF THE APPLICATION 

 

7.1 In analysing the application, NERSA was guided by the parameters 

outlined in the interim framework developed and approved by the Minister 

of Mineral Resources and Energy, and in line with the requirements of the 

EPP, Policy Position 14(f). 

 

7.2 The parameters used were: 

i. Alignment to the EPP; 

ii. Net Contribution of Hillside to the economy; 

iii. Tariff Structure Analysis; 

iv. Technical Benefits of the Hillside NPA Agreement; 

v. Hillside Electricity Consumption; 

vi. Impact on other Users;  

vii. Economic Impact Analysis; and 

viii. Risk Assessment. 
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7.3 Alignment to the EPP 

 

7.3.1 The Hillside NPA application has been assessed against Policy 

Position 14 of the EPP, which provides guidance on the evaluation and 

approval process of the long-term negotiated pricing agreements. The 

NPA application aligns to Policy Position 14 of the EPP as follows: 

 
Table 1: EPP Policy Position 14 

EPP Requirements NERSA Analysis 

a) NPAs are permitted, but must be 

structured in a way so as to minimise 

price distortions. 

 

 

The NPA has been structured in such a way that 

the proposed pricing agreement would serve to 

minimise under-recovery to Eskom. The 

implementation of the NPA would result in Hillside 

contributing to Eskom’s fixed costs, therefore 

minimising price increases for other customers. 

Non-NPA customers will be worse off without this 

proposed NPA and the positive contribution to 

fixed costs. 

b) Commodity price risk exposure must 

be hedged outside of the ESI.  

 

 

The proposed pricing arrangement is ZAR 

denominated and does not have any commodity 

linked pricing components and therefore no 

linkage to commodity risk. 

 

c) Existing NPAs will be honoured until 

the end of the contract. 

 

Potline 1 and 2 

The existing NPA for Potlines 1 and 2 of the 

Hillside NPA has been honoured until the end of 

the contract. The existing NPA to potlines 1 and 2 

expired in July 2020. 

 

Potline 3 

NPA for potline 3 is still valid and expires in June 

2028. The existing NPA for potline 3 will be 

cancelled by mutual consent between Eskom and 

Hillside on approval of this proposed NPA by 

NERSA. 

 

The benefit of including potline 3 is that the 

proposed NPA will provide an increase over the 

current Hillside pricing levels of approximately 

xx%, which would have a positive impact on other 

customer tariffs. This will also translate to 

additional revenue over the seven-year period of 

Rxxx billion in nominal terms, as potline 3 will be 
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paying a higher tariff (by approximately xx%) than 

the existing potline 3 NPA. This equates to a 

benefit of approximately xxx% of tariffs that the 

remaining customer base would have had to 

continue contributing to had the existing Hillside 

potline 3 NPA continued until its expiry date. 

 

The linkage to the LME aluminium price and US$ 

of the existing Hillside potline 3 NPA results in an 

embedded derivative.  

 

In terms of section 10.4 of the interim framework 

for NPAs, the NPA incentive price should be Rand 

(ZAR) denominated and have no embedded 

derivative exposure (i.e. no commodity price or US 

dollar linkages). The incentive price is to cover all 

applicable costs to supply the power to the 

applicant.  

 

The proposed NPA has no exposure to embedded 

derivatives and removes any commodity or US$ 

linkage. With the early cancellation of the existing 

potline 3 NPA, the embedded derivative on the 

Eskom balance sheet will be written back (value is 

~R250 million at August 2021).  

 

The inclusion of potline 3 also aligns all three 

potlines from a duration perspective and 

administratively, it is simpler to invoice and 

manage a single contract for the smelter. 

 

Therefore, the approval of potline 3 by NERSA will 

automatically terminate the existing NPA price for 

potline 3, as the parties have communicated to 

NERSA. The parties have advanced their intent to 

terminate the existing potline 3 NPA, but cannot 

proceed to finalise the termination without a new, 

approved NPA. There is nothing that can 

objectively sustain the non-approval of the NPA by 

the Energy Regulator. It is also settled that NPAs, 

by their nature despite various level of approval, 

do not derive any additional requirements than the 

rights that parties could have in the law of contract.  
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d) The evaluation of NPAs at inception 

must be based on the cost of supply 

(excluding cross-subsidies) on a 

discounted cash flow basis over the 

period of the agreement. 

The cost of supply is as per paragraph 8.4.1 below. 

e) The DMRE must develop a 

transparent NPA application and 

approval process to ensure adequate 

evaluation and consultation with key 

stakeholders, including National 

Treasury. 

An interim framework for long-term NPAs was 

developed by the DMRE and has been used as a 

basis for analysing the application. The DMRE 

consulted with various stakeholders (such as the 

dtic, NERSA, DPE and Eskom), including National 

Treasury, in the development of the interim long-

term negotiated pricing agreement framework. 

NERSA also followed due regulatory public 

consultation process on the Hillside application. 

f) The DMRE must update the NPA 

pricing framework setting out the 

evaluation criteria. NERSA will 

approve and monitor NPAs in 

accordance with the framework.  

 

 

The DMRE developed an interim long-term 

framework, which was approved on 28 September 

2020 and will remain applicable while the final 

framework for long-term NPAs is being finalised. 

In assessing the Hillside application, NERSA used 

the parameters as set out in the interim framework 

for long-term NPAs and was satisfied that the 

considerations and analysis are ripe for 

submission to the Energy Regulator. Therefore, 

NERSA will approve and monitor NPAs in 

accordance with the interim framework for long-

term NPAs. 

g) All applications must be treated in 

accordance with the approved 

processes and frameworks and be 

approved by NERSA. 

The EPP uses a peremptory clause obligating 

NERSA to ensure that the consideration of any 

NPA must be in terms of the framework. This 

provision eliminates the prospects of exercising 

discretion on the side of the Energy Regulator. 

Management can confirm that due regulatory 

processes and the interim framework for long-term 

NPAs developed by the DMRE were followed by 

NERSA when assessing the Hillside application. 

 

7.4 Net Contribution of Hillside to the Economy 

 

7.4.1 Table 2 below illustrates the value of the aluminium industry in South 

Africa, as produced by Hillside. 
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Table 2: Net value of the Aluminium Industry to South African Economy 

 

 

7.4.2 Table 2 above shows that the proposed price by Hillside will result in 

Rxxxbn revenue to Eskom, given the 10.4TWh consumption at a 99% 

load factor. The cost to generate these revenues amount to Rxxxbn, 

given the consumption plus transmission losses, which is below the 

proposed revenue. The difference between the revenue and the costs 

will result in a net contribution by Hillside to Eskom’s revenue of Rxxxbn.  
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7.4.3 Given the value of imported alumina, exported aluminium, salaries, 

taxes and the value of exported aluminium ingots, the total aluminium 

value chain in SA amounts to approximately R34bn per annum, as 

shown in Table 2 above.  
 

7.4.4 The downstream production amounts to 1 240kton that would be 

realised in the South African economy due to the existence of Hillside. 

The total Rand value of the downstream production is R35.6bn, and the 

total contribution made by Hillside to the economy is R38.4bn, as shown 

in Table 2 above. Therefore, Hillside’s contribution, combined with the 

downstream production, will amount to R70.4bn. 

 

7.4.5 In conclusion, if the NPA arrangement between Eskom and Hillside is 

not approved, the South African economy will lose R70.4bn. 

 

7.5 Tariff Structure Analysis  

 

7.5.1 The following section will deal with the approach that has been adopted 

in the analysis of the tariff structure. This includes the applicable 

methodology, the revenue and cost assumptions, the escalation factor, 

as well as the assessment of price distortions.  

 

Applicable Methodology  

 

7.5.2 In order to assess the economics of the proposed ten-year NPA with 

Hillside, the average cost and the avoided cost methodologies have 

been applied.  

I). Average cost: The cost to supply based on the average cost is 

applied and assessed against Eskom’s revenue. This 

methodology aligns to the DMRE’s interim long-term framework, 

which indicates that the assessment of the proposed tariff is to be 

against the NERSA-determined annual Multi-Year Pricing 

Determination (MYPD) figures. Two scenarios are considered, 

namely:  

(a) the cost of supply of only the Eskom fleet; and  

(b) the cost of supply of the Eskom fleet and all independent 

power producers (IPPs).  

II). Avoided cost: As Hillside’s demand is currently in the demand 

base, what costs are avoided should Eskom no longer have to 

supply Hillside relative to the income that would be generated is 

assessed.  
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7.5.3 As Hillside demand is currently in the demand base and is not 

incremental, the long-range marginal cost (LRMC) methodology is not 

appropriate as it assesses the cost to add additional demand to be met.  

 

7.5.4 Given the long-term nature of the proposed pricing arrangement, the 

short-run marginal cost that considers a one to two-year horizon is not 

relevant, nor is the methodology appropriate as, like the LRMC, it 

assesses the cost to add additional demand. 

  

7.5.5 The DMRE’s interim long-term framework indicates that the base 

incentive price must be inclusive of an appropriate risk premium and be 

as high a level as possible considering the long-term sustainability of 

the applicant and the licensee, taking into account Eskom’s cost of 

supply and projections. 

 

Key Revenue Assumptions  

 

7.5.6 The proposed pricing arrangement for the 1205 MW at a 0.99 load factor 

with a base tariff of Rxxxxx/MWh on 1 August 2020 and with SA 

Producer Price Index (PPI) + xxx% annual real tariff increases for the 

duration of the agreement.  

 

7.5.7 Potential revenue for the surcharge payment of Rxxxx/MWh (1 August 

2020, escalated by the same parameters as the ‘base tariff’) has been 

excluded, as it is subject to market conditions and is not guaranteed.  

 

Key Cost Assumptions  

 

7.5.8 For the average variable cost scenarios, as Hillside is an existing 

customer, the cost of supply includes all costs and levies related to 

Eskom’s own fleet cost and IPPs per the MYPD approved costs. After 

the current MYPD period, a PPI inflation factor of 6% is assumed.  

 

7.5.9 In the first scenario, IPPs are self-dispatch, which would result in the 

IPP cost still being incurred and having to be paid by the remaining 

customer base without the smelter being a customer. Only Eskom’s own 

generation is included with transmission costs and a 1% loss factor and 

service charges are added. This, therefore, would quantify the 

contribution made to Eskom’s fixed and IPP costs.  
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7.5.10 The second scenario includes the IPP cost with transmission costs, with 

a 1% loss factor and service charges added. This, therefore, would 

quantify the contribution made to Eskom’s fixed costs. 

 

7.5.11 For both of these scenarios, a 2% real escalation per annum is assumed 

from FY2021 to the end of the proposed arrangement as a sensitivity 

against Eskom’s interventions to improve the Energy Availability Factor 

(EAF) and coal procurement costs.  

 

7.5.12 In assessing the avoided cost of supplying the smelter demand, the 

following key assumptions are applied:  

I). Should the Hillside demand no longer be in the base, in terms of 

a least-cost dispatch merit order, xxxxxxxxxxxxxxxxxx would be 

deloaded due to their high coal costs. It is assumed that they 

would both be partially deloaded with a drop in smelter demand 

due to the important system stability role of both xxxxxxxxxx 

xxxxxxx.  

II). xxxxxx currently has the highest coal cost, however it is assumed 

that the contract issues will be dealt with in the next few years 

and then it would no longer be the marginal station. 

III). xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx 

xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx 

xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx.  

IV). xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx 

xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx 

xxxxxxxxxxxxxxxxxxxxxxx.  

V). Environmental compliance projects would still have to be 

pursued.  

VI). Costs used to model the outcomes are provided by Eskom’s Life 

Cycle Planning, Asset Performance and Management 

Department and primary energy costs by Eskom’s Primary 

Energy Department.  

 

7.5.13 Excluded in the above outcomes are:  

I). An indicative value of Hillside’s interruptibility quantified on the 

flexibility of the interruptibility in place of scheduling Open Cycle 

Gas Turbines (OCGTs) in forecast constrained periods. Based 

on ~1000 constrained days over the past five years, the offset 

value is ~ Rxxx million per year. Should the same trend persist, 
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the value over the proposed ten years in 2020 terms would be 

Rxxx to Rxxx billion. 

II). The surcharge payment of Rxxxx/MWh (1 August 2020, 

escalated by the same parameters as the ‘base tariff’) when the 

aluminium reference price is above US$xxxxxxx/t (1 August 

2020, escalated at US PPI), and the ZAR/US$ exchange rate is 

above Rxxxxx:$1 (1 August 2020, escalated at the differential 

between US and SA PPI).  

III). The capital charge of ~R1.65 million per month for potline 3, 

which remains payable until 30 June 2028.  

 

7.5.14 The graph below shows a comparison between the price proposed to 

be charged to Hillside against Eskom supply, the total supply (in both 

nominal and real terms) and the avoidable costs.   

 

 

Figure 1: The modelling results 

Source: Eskom data 

 

NERSA analysis 

 

7.5.15 A comparison between the NPA price and possible costs for supplying 

customers is critical to ensure that costs are covered and appropriate 

risk is quantified. 

 

7.5.16 For the long-term NPA contract of the baseload customers, it is 

reasonable for costing to be determined by more realistic mechanisms, 
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such as avoidable costs and cost to supply, which consider the current 

realities and future projections. However, the Short Run Marginal Cost’s 

shortcoming is that the time period is so short that it does not consider 

future supply development. 

 

7.5.17 The total cost of supply (Eskom fleet and IPP) is done to estimate two 

conditions: 

I). due to the self-dispatch nature of some Renewable Energy 

Independent Power Producers (REIPP), Eskom may be required to 

ramp-down its own fleet to cater for the contracted IPP volumes, 

hence Hillside will be utilising units generated by IPP; and 

II). should the Eskom EAF decline below the demand, additional 

volumes may be called in from the IPP. 

 

7.5.18 The total cost of supply is lower than the proposed NPA price, therefore 

even if the IPP is the supplier, the cost will be fully covered. 

 

7.5.19 The price adjustment of potline 3 was the base price multiplied by the 

percentage change in the PPI (N-N1): 

I). N being the current year’s PPI; and 

II). N1 being the previous year’s PPI 

7.5.20 Escalation of PPI + xxxx% is a mitigating strategy agreed upon by both 

parties, to minimise the variance between PPI that is stagnant and the 

current regulatory regime revenue cap that is characterised by high 

price increase due to the declining demand. 

 

Escalation Factor 

 

7.5.21 The interim long-term (ILT) framework requires that to minimise the gap 

between the actual Eskom increase and the price to be charged to the 

customer, a correcting factor must be included in the price. When 

Hillside and Eskom negotiated the special price, the two parties agreed 

to a xxxx% correcting factor, taking into consideration the cost to supply 

Hillside.  

 

7.5.22 The xxxx% is reasonable taking into consideration Eskom’s separation 

into three divisions or the generators to offer competitive prices, they 

will have to manage their costs.  
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7.5.23 The SA PPI adjustment must be aligned with the ILT framework, which 

requests that the adjustment should be made annually on the 

anniversary of the NPA, as it provides the price predictability that is 

needed by the large industrial customers, given the investment 

requirements. The additional xxxx% is to minimise the price distortion. 

 

7.5.24 This adjustment is a guarantee that the NPA customers’ increase will 

always be lower than the one to the standard customers. This will be 

realised, should Eskom manage to drop their costs by: 

I). correcting xxxxxxxx current coal contract, which is expensive; and 

II). decommissioning xxxxxxxxxxxxxxxxxxxxxxxxxxxxx, and extending 

the life of xxxxxxxxxxxxxxxxxxxxxxx. 

 

7.5.25 Due to the unavailability of Eskom’s revenues beyond 2021/22, a PPI 

of 6% after the current MYPD period is used, which assumes that 

Eskom’s costs will be increased in line with economic performance. 

However, recent trends show that the Eskom increases (2021/22: 

15.06%) are much higher than inflation, therefore cost containment (e.g. 

xxxxxxxxxxxxxxxxxxxxxxxxxx) must be implemented and the necessary 

adjustments must be factored in, given the results of the 

implementation. 

 

7.5.26 The main purpose of the surcharge is to ensure that the benefit of the 

market improvements is shared among the customers. The surcharge 

being adjusted by the same parameters as the base price will result in 

benefits being shared in line with the market performance. 

 

7.5.27 Based on Figure 1 above, the data shows that the NPA price is xx%, 

xx%, and xx% above the real total cost, the real Eskom fleet cost and 

the avoided costs, respectively. Therefore, the price as proposed will 

cover the costs.  

 

Financial Impact of increasing demand by 100MW 

 

7.5.28 The capacity expansion of 100MW at a load factor of 99% will result in 

in 867 240MWh per annum, when multiplied by the NPA prices adjusted 

by the PPI annually for the duration of the NPA. Additional revenue of 

Rxxx bn will be recovered by Eskom at an additional cost of Rxxx bn. 

The revenue/cost impact above shows that the net revenue of 

approximately Rxxx bn will be achieved.  
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Assessment of possible price distortions 

 

7.5.29 In assessing the potential and actual price distortions linked to this 

proposed NPA, Eskom’s pricing to large power users (LPUs) was 

analysed. It was found that the tariff structure contains the pricing 

signals with the seasonality (summer and winter), as well as time 

differentiation (peak, standard and off-peak), compared to the proposed 

flat rate tariff.  

 

7.5.30 The result is that Eskom proposed the removal of the pricing signal sent 

to the customer. Being a base-load customer with 99% load factor, 

Hillside’s consumption is constant, 24 hours a day and 7 days a week, 

therefore its contribution to the national peak consumption is minimal.  

In conclusion, the removal of the pricing signal will have a minimal 

impact on other customers due to the costs vs revenue testing that was 

performed, which showed that the cost to supply Hillside will be covered 

by the revenue generated from the customer, plus a net contribution, 

which acts as a safety net should the energy mix change to more 

expensive generation. 

 

7.5.31 The stakeholders generally support the NPA and reiterated that any 

price escalation methodology that is tied to Eskom’s cost of production 

may be suited, on the condition that such a method is mutually beneficial 

and ensures adherence to the established principles as set out in the 

framework for NPAs. 

 

7.6 NPA Contract Duration 

 

7.6.1 In terms of section 10.2 of the interim framework for long-term NPAs, 

the applicant may apply for an NPA for a duration of up to ten years 

(120 months).  

 

7.6.2 Eskom is applying for a ten-year NPA for Hillside. 

 

7.6.3 The main reason why a ten-year NPA is suitable is that downstream 

industries who use aluminium from Hillside require certainty of raw 

material supply in order to invest in assets for their operations. For 

example, if a company making electricity cables wants to increase their 

existing production capacity, it wants a guaranteed supply of raw 
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material (aluminium) for a reasonable amount of time to achieve the 

Return on Investment (ROI) expected by its shareholders. Furthermore, 

a new downstream industry business would not want to establish 

operations in South Africa if there is no certainty in the supply of raw 

material (aluminium) for a reasonable amount of time to achieve the ROI 

expected by its shareholders.  

 

7.6.4 Most stakeholders have supported the ten-year duration for the 

proposed Hillside NPA application and further highlighted that the 

duration will provide certainty within the aluminium industry.  

 

7.6.5 Therefore, the duration of ten years is supported as it will give sufficient 

certainty to enable the plans to extend operations of Hillside and 

stimulate more local beneficiation in the aluminium industry. The 

duration of ten years also allows the Foreign Direct Investment (FDI) to 

take place, which is in line with government re-industrialisation 

programme. 

 

7.7 Technical Benefits of the Hillside NPA Agreement  

 

7.7.1 According to section 9.2 of the framework for interim long-term NPAs, 

the technical benefits of the NPA to the electricity supply system and 

the National System Operator with regard to minimum generation, 

system load factor, and system stability must be considered. 

 

7.7.2 The average system load factor is approximately 0.7 and Hillside 

operates at a high load factor of about 0.99, relative to other customers 

supplied under the standard contracts, and has a higher-than-normal 

system average. This ensures that Hillside’s use of electricity 

throughout the month is consistent and assists in the full utilisation of 

Eskom’s committed network capacity.  

 

7.7.3 It is a large volume customer of electricity, at an installed capacity of 

10.55TWh per annum, contributing to demand certainty for Eskom and 

system stability benefits during off-peak periods.  

 

7.7.4 The smelter does not contribute to Eskom’s peak demand as a result of 

its flat demand profile. The 24-hour operation of the smelter is taken into 

consideration for the contribution made to fixed costs by the long-term 

NPA. Because the smelter never shuts down, or ramps down demand, 
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there is no loss of contribution to fixed cost as a result of a decrease in 

energy consumption and consequential impact on other customers. 

 

7.7.5 Hillside will make available interruptibility of xxxx hours per annum, with 

each interruption a maximum duration of 2 hours, with xxxxx-hour 

recovery period between each interruption. Eskom is allowed to 

interrupt the supply of power for any reasons within the specified pot 

freeze time constraints. This ensures that Eskom can maximise the 

value of the interruptibility by being able to interrupt the Hillside load in 

the periods of the highest cost of power, regardless of whether an 

emergency exists or not. As a result, Eskom is able to lower the amount 

of peaking plants required on the system based on the ability to use the 

smelter load reductions. In addition, Eskom is able to use the 

interruptibility of Hillside to manage grid frequency disturbances as a 

result of intermittences introduced by the grid connected renewable 

power plants. 

 

7.7.6 The smelter is also hardwired to the National Control Centre to enable 

direct switching by the National System Operation. This ensures the 

system operator direct control and allows for flexible and rapid demand 

response to the needs of the electricity system.  

 

7.7.7 Hillside is Eskom’s highest voltage transmission customer that is fed off 

the main transmission 400/132kV network, with no distribution costs 

that Eskom incurs.  

 

7.7.8 Hillside is Eskom’s most critical customer to support xxxxxxxxxxxxxxxxx 

xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx.  

 

7.7.9 NERSA concludes that Hillside application is compliant with the interim 

long-term framework for NPAs because it contributes to the electricity 

supply system and the National System Operator with regard to 

minimum generation, system load factor and system stability. 

 

7.8 Hillside Electricity Consumption 

 

7.8.1 In terms of section 7.4 of the interim framework for long-term NPAs, the 

applicant must consume, or the forecast annual consumption must be, 

a minimum of 80GWh, and/or the load factor must be greater than 

70 per cent in order to apply.  
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7.8.2 In FY20, Hillside consumed 10.3TWh and the projected electricity 

demand and annual energy consumption is 1 205MW and 10.3TWh 

respectively. The energy consumption is consistent over the ten-year 

period because the smelter has a flat demand profile and the plant runs 

continuously at 99% load factor.  The power demand may increase by 

100 MW, on the same terms and conditions, to total 1 305 MW, with a 

notification to be given by Hillside by no later than 1 August 2024.  

 

7.8.3 The energy consumed by Hillside is equivalent to approximately six 

large ferrochrome smelters. The consumption is an equivalent of 

1300GWh.  

 

7.8.4 The application is compliant with the framework as its normal 

consumption is 1300GWh. 

 

7.9 Impact on other End-Users 

 

7.9.1 The cost to serve Hillside is lower than the proposed tariff under this 

NPA agreement. Effectively, this means that Hillside will not be 

subsidised by the rest of the customer base, xxxxxxxxxxxxxxxxxxxxxxxx 

xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx 

xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx. 

 

Impact of the loss of Hillside demand to the rest of the customer base 

 

7.9.2 Section 10.11 requires that the applicant be subjected to conditions that 

will optimise ESI revenue. Furthermore, section 10.11.1 ‘Demand 

Certainty’ requires that an appropriate mechanism be formulated that 

would limit an applicant from reducing its power consumption due to 

market conditions and not contributing to the required revenue. The 

table under section 7.9.5 outlines the mechanism that will be used to 

ensure demand certainty.  

 

7.9.3 The proposed pricing arrangement will contribute to sustaining the 

Hillside and retaining Eskom’s single largest customer at a time when 

the SA economy is stagnating and embarking on an industrialisation 

drive. This NPA is therefore seen to support the government’s re-

industrialisation drive. It will offer financial and other benefits to Eskom 

and South Africa, while ensuring that all other customers in the 

Aluminium Industry value chain are better off. 
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7.9.4 Some stakeholders have highlighted that it is not fair that Hillside is 

getting this special treatment and that the energy consumed by Hillside 

could be shared with the rest of the customer base, given that the 

country is in a supply constraint crisis. It must, however, be highlighted 

that the rest of the customer base’s consumption profile is not baseload 

in nature like that of Hillside. Hillside consumes a flat demand that is 

24 hours a day, 365 days a year. This kind of consumption cannot be 

transferred to customers who follow a fluctuating consumption pattern 

(peak in the morning, reduced consumption during the day and a higher 

peak in the evening). The rest of the customer base also has the option 

to change their consumption patterns in order to reduce their bill. The 

loss of a customer like Hillside would therefore mean a loss of a stable, 

predictable demand, as well as a reliable payer, and therefore certainty 

in revenue collection for Eskom.  

 

7.9.5 When looking at the consumption volumes per category, it is clear that 

the loss of industrial or manufacturing demand is never recovered fully 

from the rest of the customer base, therefore this demand is lost forever. 

The table below shows that any increase in the rest of the customer 

base has never covered the demand lost under the Industrial and 

Mining load. The demand therefore cannot be transferred and absorbed 

by the rest of the customer base.    
 

Table 3: Local Sales Consumption 

***Source: Eskom additional information 

 

7.9.6 The loss of Hillside sales and loss of the positive contribution to fixed 

costs would result in a higher power tariff increase requirement for all 

users in South Africa, as other customers would have to make up for 

this contribution and would not be able to absorb all of Hillside’s 

consumption due to their varying demand profile.  

GWh 2020 - 2012 2020 2016 2012 % change 2012 - 2020

Total (Local Sales) -21144 190446 201022 211590 -10%

Distributors -6100 86000 89600 92100 -7%

Residential 800 11300 11900 10500 8%

Commercial 1200 10500 10150 9300 13%

Industrial -13000 45600 50150 58600 -22%

Mining -3900 28700 30600 32600 -12%

Agricultural 700 5800 5700 5100 14%

Rail -700 2600 2900 3300 -21%
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7.9.7 The closure of Hillside would have an adverse effect on not just the 

Richards Bay economy, but on South Africa in general, as it would 

damage the entire aluminium industry and cause an increase in 

unemployment at a time when the country is reeling from job losses in 

the mining sector. 

 

7.9.8 The sustained sales, rather than a loss of sales due to the closure of 

the smelter, would also have the effect of moderating Eskom’s 

Regulatory Clearing Account (RCA) application for the final years of the 

MYPD. This would have a ripple effect on electricity prices on the whole, 

and all industries and users would benefit should the RCA-related price 

hikes be reduced. Some significant industry partakers in the Aluminium 

value-chain include: electricity, construction, transport and packaging. 

The proportion of participation in the Aluminium Industry is illustrated in 

Figure 1. 

 

7.9.9 The approval of the proposed NPA will therefore ensure savings on 

electricity costs for Hillside. The same savings would mean lower sales 

prices for the aluminium ingots and/or finished products, to other 

manufacturing and end-user customers alike. Retention of Hillside will 

therefore ensure: 

7.9.9.1 access to lower energy costs, leading to lower production 

costs, and lower selling prices and therefore improved 

productivity in the country; 

7.9.9.2 that Eskom is able to retain and enjoy continued revenues 

from Hillside for its sustainability; and 

7.9.9.3 as the NPA framework provides for interruptibility, such 

energy could be distributed to other electricity customers 

during Hillside’s scheduled interruption and also reduce the 

use of expensive diesel plants or reduce the extent of load-

shedding by the System Operator. 

 

 

7.9.10 At the public hearing held on 1 July 2021, stakeholders raised concerns 

that Eskom is not fulfilling its obligation of treating customers fairly, as it 

is alleged that the Richards Bay community is not receiving energy, 

whereas Hillside is receiving exclusivity concerning electricity 

availability and cost. They further mentioned that the monopoly of 

improved standard of living in favour of Hillside’s major shareholders 
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should not be encouraged. Hillside’s operating unit costs have 

decreased by 25% in the 2019/20 financial year, as the smelter 

benefitted from lower raw material costs, directly associated with the 

low electricity prices charged to Hillside. 

 

7.9.11 However, it can be argued that Hillside makes a significant contribution 

to the South African economy. In Richards Bay, the smelter contributes 

14.4% in regional GDP, and creates over 3,000 direct jobs. This extends 

to 7,000 direct and over 28,000 indirect jobs in the KwaZulu-Natal 

Province.  

 

7.9.12 Through its CSI and ESD Initiatives, Hillside supports over 200 

entrepreneurs in the province. Through its partnerships with the Health 

and Education sectors, Hillside offers bursaries and sponsorships, as 

well as shared value to some Health Centres in the province. Hillside 

contributes Rxx billion in taxes, including personal income taxes, per 

annum.  On the whole, the smelter exports aluminium to the value of 

R13.8 billion, and R4.1 billion worth of imports are avoided. All such 

strides would not be feasible with unsustainably high power costs for 

the smelter.  

 

7.9.13 Esikhawini community in Richards Bay has been experiencing frequent 

intermittent electricity supply interruptions due to network overloading 

that resulted from widespread illegal connections and meter bypassing. 

These illegal connections furthermore lead to life-threatening situations 

that put innocent members of the community at risk of electrocution. 

 

7.9.14 On 18 June 2021, audits were conducted by Eskom on site to remove 

illegal connections and bypassed meters.  Due to community protests 

and burning of the infrastructure, it became unsafe for Eskom teams to 

continue with the work. 

 

7.9.15 Eskom is currently engaging all the relevant stakeholders, including the 

City Mayor, SAPS and community leaders, to address the matter in a 

safe and constructive manner. 

 

7.9.16 The application is therefore compliant with the interim long-term 

framework in terms of the impact on other end-users. 

 

Impact of the Hillside NPA agreement on the rest of the customer base 
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7.9.17 Hillside has indicated that without this NPA agreement, it would not be 

able to continue with operations in this country and would be forced to 

close operations. The only available scenarios therefore are to approve 

the NPA or lose the entire demand due to the closure of Hillside, which 

would result in the negative consequences as outlined above. 

 

7.9.18 The benefit of interruptibility is that Hillside provides both instantaneous 

as well as supplemental reserves. The supplemental reserve, in 

particular, assists the System Operator in reducing the use of OCGTs 

before peak demand and thereby either prevents the use of OCGTs or 

at least reduces the number of OCGTs used. The offset value has been 

~Rxxxmillion per annum for the past five years. This amounts to a total 

saving over the duration of the NPA agreement of Rxx to Rxx billion. 

 

7.9.19 Hillside will not be subsidised by the rest of the customer base, as the 

proposed pricing arrangement covers Eskom’s cost to supply Hillside 

and therefore makes a contribution towards Eskom’s fixed costs.  

 

7.9.20 As the proposed price level is higher than the variable cost to supply 

Hillside, implementation would result in a contribution to Eskom’s fixed 

costs. This would reduce the contribution from the remaining customer 

base and therefore minimise price increases for other customers i.e. 

other customers will be worse off without this proposed NPA and the 

positive contribution to fixed costs. 

 

7.9.21 Implementation of the proposed pricing arrangement, if approved, will 

result in sustaining sales volumes and would minimise price increases 

for other customers due to approximately xx% increase over the existing 

NPA revenue resulting in a lower tariff increase requirement.  

 

7.9.22 In conclusion, the above analysis shows that there is a net benefit to the 

rest of the customer base in putting this agreement in place. The price 

is set at a rate that ensures that the cost to supply Hillside are fully 

covered. Further, retaining Hillside’s demand ensures that the rest of 

the customer base is not burdened with higher RCAs due to failure to 

recover the lost demand from other customer categories. Lastly, at the 

NPA discounted price, Hillside brings value to the rest of the customer 

base by providing interruptibility and thereby reducing the costs 

associated with the use of diesel plants. Therefore, given that Hillside 
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will close down if this NPA is not approved, it can be concluded that 

approving this NPA will result in a net benefit to the entire customer 

base. 
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Figure 2: The South Africa Aluminium Sectors and Proportions 

Source: AFSA SA Aluminium Industry Roadmap 

 

7.10 Economic Impact Analysis 
 

7.10.1 According to section 9.3 of the interim long-term framework, 

consideration must be given to the key strategic and socio-economic 

impact on SA with regard to employment levels, beneficiation, taxes and 

levies, and balance of payments.  

 

7.10.2 According to the information provided in the application, the following 

are the key strategic and socio-economic aspects taken into 

consideration with the proposed pricing arrangement for Hillside:  

I). it is aligned to Eskom’s developmental role and to the Department 

of Trade, Industry and Competition (dtic) roadmap for the 

formation of an aluminium hub in the Richards Bay Special 

Economic Zone;  

II). it will sustain and facilitate additional downstream beneficiation of 

aluminium metal with long-term certainty of liquid metal supply; 

III). it makes provision for the increase of Hillside’s electricity demand 

by 100 MW;  

IV). SA as an investment destination, as articulated in the SA 

industrialisation drive, and Eskom’s reputation would be negatively 

impacted by the loss of a major industry; 

V). closure of the Hillside would have a negative impact on SA’s 

balance of payments; 
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VI). it will prevent the a possible exit of South32 from SA, as they are 

currently disposing of their coal interests and would have few 

remaining interests; and 

VII). it would result in the retention of a major industry in SA with 

associated economic benefits and sustains 1 800 direct jobs and 

generates 29 000 thousand indirect jobs.  

 

7.10.3 During the public hearing, Hillside indicated that the smelter is an 

anchor industry that contributes to regional GDP and creates 1 881 

direct jobs; and 86% of the total workforce comprises black South 

Africans and 23% women. Rxxbn is paid in salaries and wages to be 

spent in the local economy; and a contribution to port fees and capital 

invested in local infrastructure is made. 

 

7.10.4 The proposed pricing arrangement will contribute to sustaining Hillside 

and retaining Eskom’s single largest customer at a time when the SA 

economy is stagnating and SA is embarking on an industrialisation 

drive. Notwithstanding the challenges facing Eskom, it will offer financial 

and other benefits to Eskom and SA, while ensuring that all other 

customers are better off. 

 

7.10.5 Richards Bay is a town in City of uMhlathuze Municipality (KZ 282), 

which is situated on the north-east coast of the province of KwaZulu-

Natal. The municipality has a population of about 421 000 according 

COGTA’s King Cetshwayo District Analysis report, whereas the 2015 

census estimated a population of 258 282.   

 

7.10.6 The unemployment rate in City of uMhlathuze Municipality is estimated 

at 30% and the smelter contributes 14.4% to the regional GDP.  The 

impact of Hillside’s South32 plant closure on employment would be 

negative, as the local industry in uMhlathuze cannot absorb all the 

available labour in the market.  The population around Richards Bay will 

reduce as a result of migration to nearby towns such as Empangeni and 

even eThekweni Metro in search of new employment.  

 

7.10.7 The unemployed people will no longer have the means to contribute to 

the local economy in Richards Bay. The economic and social (health, 

education, social equity, skills development, etc.) impact on individuals, 

businesses, and communities will be negative and potentially 

irreversible. This will result in additional welfare support being required 
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from government. The plant closure will reduce economic diversification 

in the local economy. 

 

7.10.8 If the NPA is not granted, SA will lose Rxbn in tax revenues and R19bn 

in GDP. 

 

7.10.9 The applicant indicated that Hillside will contribute positively to the SA 

Balance of Payments through the export of aluminium metal and it 

supplies aluminium metal to downstream beneficiation industries such 

as Isizinda (‘Bayside’ casthouse) in Richards Bay and Hulamin in 

Pietermaritzburg. Uncertainty of the sustainability of Hillside is inhibiting 

growth in beneficiation. SA will lose this benefit if the smelter closes its 

operations. 

 

7.10.10 In conclusion, the application is compliant with the requirements of the 

framework, as the key strategic and socio-economic impact on SA has 

been provided. 

 

Benefit of Hillside NPA to the South African Economy 

 

7.10.11 The industry has the potential to create many jobs and significant 

foreign exchange earnings, especially as the goal of South Africa is to 

get to a 6% GDP growth rate. A product such as aluminium that has 

been shown to have a vast array of applications is needed for the future 

development of the economy. 

 

7.10.12 The South African aluminium industry’s contribution to the GDP is 

0.68%, but holds a large growth potential through enhanced uptake in 

many new products, with the automobile industry leading this growth. 

 

7.10.13 In addition to the formal employment created by the aluminium industry, 

a large number of people in the informal sector benefit from the 

aluminium industry, mainly as scrap collectors or waste pickers. 

 

7.10.14 Automotive demand is mainly driven by an increased number of cars 

and aluminium wheel penetration rate. Demand also continuously 

increases due to the aluminium beverage can expansions in SA. The 

construction industry evolving for residential and commercial 

construction also increases the demand for aluminium. 
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7.10.15 The following are future assumptions in relation to the need for 

aluminium in the South African economy: 

I. increase the number of automotive productions by 100% by 

2025; 

II. by 2025, about 30% of all casting parts needed for automotive 

productions is to be locally sourced;  

III. by 2025, 100% local supply of aluminium wheels;  

IV. by 2025, increase flat rolled products (FRP) auto sheet supply to 

satisfy 60% of local demand; 

V. FRP and Extrusion supply to Commercial Vehicles remain stable 

until 2025; and 

VI. wire rod production (30–50kT) starts in 2017 to fulfil entire local 

SA demand and increased power production of 10kT by 2025 

(while demand remains stable). 

 

Benefit of the Aluminium Industry to uMhlathuze Local Municipality 

 

7.10.16 Hillside invests in community development and has spent approximately 

R290m since 2009. Figure 2 summarises the corporate social 

responsibility activities in which Hillside is involved. These include local 

enterprise development, community development, education, health 

and environment, among others. The organisation is largely focusing on 

small enterprise development, supporting local entrepreneurs. One of 

the notable local projects sponsored by the organisation is the Ongoye 

Carbon Sink project, which aims to address local unemployment and 

youth development, and to offset its carbon footprint.  

 

 
 

                      

Figure 3: Community spend since 2009 

Source: Clothier (2016) 

 



      35 

7.10.17 Hillside is also invested in early childhood and education programmes, 

benefitting around 9,800 children per year in the uThungulu District, and 

it continues to support local beneficiation, i.e. Bayside Casthouse was 

sold to Isizinda Aluminium, a B-BBEE entity, and Hillside Supply Molten 

Metal was sold to Isizinda, which supplies the domestic market via 

Hulamin.      

                          
South African Aluminium Value Chain 
 

7.10.18 The aluminium industry has a value chain that consists of both 

upstream and downstream companies. Upstream companies are 

engaged in the mining and refining operations. This involves two steps. 

The first step is the extraction of bauxite; the second step is refining 

the bauxite to alumina.  

 

7.10.19 There are three stages and the first two are the upstream end of the 

industry; namely the mining of aluminium ore, most commonly referred 

to as bauxite mining; the refining of bauxite into aluminium oxide 

trihydrate, known as alumina refining; and the electrolytic reduction of 

alumina into primary aluminium. The downstream end of the industry 

involves the fabrication of primary aluminium to produce fabricated 

aluminium products and end products containing aluminium. This 

involves smelting, casting, and fabricating the refined alumina. 

Aluminium is given multiple shapes such as bars, sheets, and foils at 

this stage. The value chain is summarised in Figure 4 below. 

 

 

Figure 4: Summary of Aluminium value chain in South Africa 

Source: AFSA SA Aluminium Industry Roadmap 
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7.10.20 Mining companies like BHP Billiton (‘BHP’) engage in bauxite mining. 

The Bayer process is the most commonly used process for 

extracting bauxite. The South African aluminium value chain is 

fragmented, with no upstream capacity. Therefore, in order to produce 

aluminium products, much of refined alumina is imported mainly from 

Australia, while the majority of downstream production is rolled products 

meant for export to the USA, Belgium and Saudi Arabia, as well as other 

African markets. Hillside uses alumina imported from Worsley Alumina 

operations in Australia to produce its primary aluminium products. 

Increased imports of semi-fabricated and finished products is primarily 

driven by a lack of capabilities in South Africa and low prices, especially 

from China. Other countries of importation of fibre reinforced polymers 

(FRP) with aluminium are Brazil and various countries in Europe. 

 

7.11 Risk Assessment 

 

7.11.1 The biggest risk associated with this agreement is the duration of the 

NPA. Table 5 below outlines the risk mitigation to this and other risks 

identified by both the applicant and the licensee. 
 

Table 4: Risk Assessment 

Risk Applicant Mitigation NERSA Analysis 

Hardship Either party shall have the right to give 

three months’ notice in writing to 

cancel the agreement should 

unforeseen taxes, levies or duties 

result in either party facing significant 

hardship. 

NERSA supports this provision to militate 

against the long duration of the agreement 

and an eventuality where the applicant and 

the licensee are stuck in an unworkable 

agreement. The cancellation must be 

approved by the Energy Regulator to 

mitigate either the applicant or the licensee 

operating unfairly.  

Windfall profits When economic conditions are in 

Hillside’s favour, a surcharge 

payment (i.e. higher tariff) is payable 

to Eskom. This is to ensure that the 

smelter does not make windfall profits 

and that the rest of the customer base 

benefits. 

NERSA supports this provision, as it is also 

in line with the framework. This further 

minimises the burden on the rest of the 

customer base. 

Cost of supply 

increasing 

Eskom’s cost base is being 

addressed to decrease input costs. 

The proposed pricing agreement 

provides for a real escalation in the 

tariff that will alleviate the impact of 

any real percentage increases of 

The agreement highlights that the base 

price will increase by the PPI to provide 

price stability to the applicant. The base 

cost also is aligned to the cost to serve a 

customer of the likes of the applicant. 

Therefore, this mitigation allows that 
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Eskom costs. Depending on the 

scenario, the sensitivity analysis 

quantifies that between xx% and 

xxx% per annum real increases could 

be absorbed. 

should the cost to supply the applicant 

increase, the applicant can absorb these 

costs to the extent provided. This provision 

is supported by NERSA as it protects the 

rest of the customer base by covering the 

costs associated with supplying the 

applicant. 

Grid stability as 

no time-of-use 

signal 

Hillside will provide large power 

blocks of interruptibility to the NSO, 

utilised both as instantaneous and 

supplemental reserves to maintain 

grid stability and meet peak demand 

requirements. 

This provision is in line with the framework 

and is a critical value add to the system, as 

well as the rest of the customer base, in 

supporting the grid. The service it provides 

allows the smelter to be a virtual power 

station that allows a reduction in the use of 

expensive peak generation.  

Revenue and 

demand security 

This proposed NPA provides demand 

certainty in order to limit Hillside from 

reducing its power consumption for 

commercial or market reasons. 

Should Hillside reduce its power 

consumption, there is a defined period 

in which Hillside is to take the full 

block of energy, failing which 

Hillside’s contracted NMD will be 

proportionately reduced. 

This provision compels the applicant to 

meet the committed demand to enable the 

licensee to have predictability on the 

revenue to be obtained from the applicant. 

The framework highlights that an 

appropriate mechanism is to be put in 

place to compel the applicant to meet its 

minimum consumption. The mechanism 

provided in this agreement is not 

satisfactory, as a reduction in consumption 

by the applicant will further burden the rest 

of the customer base. The applicant must 

be fined to the extent of consuming at the 

minimum levels outlined by this 

agreement. It must therefore take the 

shape of a take-or-pay agreement. The 

penalty will only be applicable if the drop in 

demand is due to reasons within the 

control of the applicant’s management.   

Demand 

exceedance 

Should Hillside exceed the contract 

demand 1205 MVA , it would incur a 

penalty charge of twice the base tariff, 

with exceedances with a duration of 

more than 12 hours incurring a 

penalty charge of three times the base 

tariff. 

Failure to supply the applicant must also 

come with a penalty in the applicant’s 

favour for fairness. These can therefore be 

reconciled annually. Should the applicant 

exceed the contracted NMD, the relevant 

mechanism should be applied in line with 

electricity supply agreement between the 

parties. 

 

7.11.2 Although the duration of the agreement is long, i.e. ten years, it is 

supported as it will give sufficient certainty to enable the plans to extend 

operations of South 32 and stimulate more local beneficiation in that 

sector. The ten-year duration allows the foreign direct investment to 
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take place, which is in line with government re-industrialisation 

programme. 

 

7.11.3 The applicant will be submitting a report six months after the effective 

date, and thereafter every six months for the duration of the NPA, to 

enable the Energy Regulator to satisfy itself that the intended impact is 

realised. 

 
 
8. CONFIDENTIALITY 

 
8.1 All the figures are confidential and have been approved by the Energy 

Regulator as such. 

 
 

9. CONCLUSION AND RECOMMENDATION 
 
9.1 In light of the evidence presented and analysed above, it can be concluded 

that under the current terms of the NPA, Eskom will be cushioned from 

losses by recovering its costs, plus a small margin, through the provision of 

the variable PPI escalation and the fixed cost increase. The deal can 

therefore be seen as a win-win, both for Eskom and Hillside, which will 

continue its operations as a result of the NPA, thus continuing to benefit the 

local economy of Richards Bay and the South African economy at large.  

 

9.2 Therefore, from a conspectus of the facts and evidence presented to the 

Energy Regulator, it is appropriate to consider and approve a ten-year 

negotiated pricing package for potlines 1, 2 and 3 of Hillside Aluminium 

Smelter (Pty) Ltd, in the uMhlathuze Local Municipality, Richards Bay, 

KwaZulu-Natal.  

 

End. 

 

 



ANNEXURE 1: SUMMARY OF STAKEHOLDER COMMENTS 

 

Aluminium Federation of South Africa (AFSA)    

No. Questions from the  

consultation paper 

Stakeholder Comment NERSA Analysis 

1.  Stakeholders are 

invited to propose a 

suitable base price 

escalation mechanism 

that minimises price 

distortions between 

NPA and non-NPA 

customers over the 10-

year period but also 

provides price 

certainty to South32. 

AFSA is of the view that the normal economic price 

escalation methods, such as CPI, are not suitable 

mechanisms to apply in the case of an NPA because 

by its very nature, it seeks to establish and follow a 

different price path, which is guided by other factors. 

It is AFSA’s submission that any price escalation 

methodology that is tied to Eskom’s cost of production 

may be suited, on condition that such a method is 

mutually beneficial and ensures adherence to the 

established principles as set out in the framework for 

NPAs. 

Escalation using PPI is the most 

acceptable method of adjusting the 

base price. This will ensure that the 

real increase is achieved that will 

cover the escalated costs of 

supplying power. NERSA has 

therefore adopted this method in 

escalating the NPA price. 

2.  Stakeholders are 

requested to comment 

on the increase of the 

contracted capacity at 

a later stage, by 

South32, during the 

tenure of the contract. 

Should this additional 

demand be subject to 

the existing NPA 

conditions or should it 

It is the view of AFSA that the NPA is supposed to 

provide certainty for aluminium smelting and as such, 

existing facilities operating under an NPA should be 

able to make investment decisions with the 

understanding that the prevailing NPA applies for the 

duration of the current agreement. The additional 

demand, which AFSA suggest should be part of the 

NPA, should form part of the overall demand when 

Eskom and Hillside negotiate a further NPA beyond 

the initial 10-year period. 

The Energy Regulator will apply its 

mind to conclude on the appropriate 

percentage over and above the 

existing NPA electricity consumption. 

In applying its mind, the Energy 

Regulator must  balance the interest 

of the applicant and the price impact 

on other customers. 
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be considered as a new 

NPA application that 

may have different 

conditions? Should 

there be a timeframe 

within which to 

increase the power 

demand? 

3.  Stakeholders are 

invited to propose a 

suitable number of 

hours of non-voluntary 

load reduction for 

smelter operations. 

AFSA is of the view that this process has been 

successfully managed by Eskom and South32 under 

the prevailing contract and as regulated by the 

maximum permissible time required for potline and 

smelter safety. As such, AFSA would support a 

position agreed upon by the two parties. 

The Energy Regulator supports the 

view because even if the NPA is 

regulated, it is an agreement 

between two parties, and they are 

best positioned to agree on and 

motivate to the Energy Regulator 

what will be mutually beneficial. 

4.  Stakeholder are invited 

to comment if the 

additional 65MVA 

should be moved to an 

incentive tariff, given 

that Hillside has been 

operating with only 

1140MVA on special 

price. The more 

demand capacity falls 

under an NPA, the more 

non-NPA customers 

AFSA is of the view that the additional 65MVA should 

be included as part of the NPA to create the certainty 

as envisaged in the guiding principles for NPAs. 

NERSA’s view is that an NPA-based 

price is a discounted price as it 

deviates from the approved price. 

NERSA agrees with the view that all 

other customers will benefit from the 

NPA, as it prevents the possible loss 

of revenue had the company closed 

its operations. NERSA agrees that a 

consideration of 65MVA in a tariff 

determination is an administrative 

decision, however it should be done 
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will pay for the shortfall 

in Eskom’s revenue.  

with consideration of the impact on 

revenues. 

5.  Stakeholders are 

requested to comment 

on the assumption that 

globally, electricity 

costs make up 25% to 

35% of operational 

costs in Aluminium 

production. How 

should NERSA handle 

this application if 

Hillside falls outside 

this range? 

Electricity cost make-up is a function of smelting 

technology and in the case of Hillside Aluminium 

Smelter, it employs the best available cost-effective 

smelting technology. AFSA suggests that should 

NERSA have to decide based on cost make-up, it 

should consider a position that does not jeopardise 

the smelter’s competitive position. 

Each application will be treated on a 

case-by-case basis, taking into 

account the market dynamics faced 

by the applicant and the licensee. 

Industry dynamics are not the same 

for each sector, some sectors’ 

electricity costs may not make up 

35% of operational costs. 

 

Sectors that are aligned with an 

industrial policy action plan will also 

be considered. 

6.  Stakeholders are 

requested to comment 

on and justify the most 

suitable NPA contract 

(between 6 to 10 years) 

period taking into 

account the interests of 

Eskom, Hillside and 

other Eskom 

customers. 

AFSA supports the 10-year period, although AFSA 

would have supported a much longer period. Eskom 

is continually adding additional power to the grid and 

a smelter of Hillside’s calibre can increase Eskom’s 

financial sustainability into the future. The loss of a big 

customer such as Hillside from the Eskom customer 

base will significantly prejudice Eskom’s viability and 

all other electricity customers will pay more for their 

electricity. 

NERSA notes the comments made 

by the stakeholder. However, 

NERSA is guided by the interim 

framework for long-term NPAs on the 

duration of between 6 to 10 years. 

7.  Electricity price has 

been cited as a reason 

for closure or cutback 

AFSA supports this statement. AFSA has witnessed 

the rise of energy intensive smelting industries in 

jurisdictions that offer competitive electricity pricing. 

NERSA notes the comments that SA 

has moved from being a top producer 
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of industries that are 

sensitive to the price of 

electricity. 

Stakeholders are 

invited to comment on 

the correctness of this 

statement in relation to 

the aluminium smelters 

or similar metal 

industries. 

SA has moved from being a top producer of 

ferroalloys (manganese and chrome etc.) to a net 

exporter of these ores. This move has allowed other 

countries to offer SA companies 25-year competitive 

electricity concessions to smelt their ores. 

of ferroalloys to a net exporter of 

these ores. 

8.  Stakeholders are 

invited to comment 

on/propose how the 

competitiveness 

factors (except 

electricity) can be used 

to improve the 

sustainability of 

Hillside’s operations. 

AFSA is of the view that Hillside, in addition to having 

the best available technology in operation, has over 

the years embarked on several process improvement 

and energy efficiency initiatives. Furthermore, AFSA’s 

view is that there is no longer potential for further 

improvements under the current level of uncertainty 

pertaining to the power supply contract, due to the 

smelter’s position on the global production cost curve. 

AFSA further indicates that there are more technology 

upgrades that Hillside can do to remain internationally 

competitive, such as ENPOT technology (side-wall 

heat exchanges, allowing the smelter to operate as a 

large virtual battery); AP3XLE (dual compressor 

train), inert anodes, and optimised low energy 

collector bar technology. However, these upgrades 

may only be considered if Hillside has a long-term 

NERSA does not agree that 

electricity price is the only factor for 

the company to be competitive. 

Section 9.4 of the framework on 

market and competitive position 

requires that consideration must be 

made of Global and/or national 

ownership and structure; 

Competitors located in SA and global 

competitiveness; Product price 

setting mechanism and currency, 

among many other aspects. This 

implies that electricity price is not the 

only factor when assessing the 

competitiveness of the company. 

NERSA is guided by the interim 

framework for long-term NPAs on the 
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power contract in place to make the business case to 

spend the CAPEX. 

duration of NPAs, which is between 

6 and 10 years, and therefore cannot 

approve anything beyond this 

duration. 

9.  Stakeholders are 

requested to comment 

on the suitability of the 

above methodology to 

calculate the base price 

in comparison to the 

proposal in sections 

10.5 and 10.6 of the 

interim framework for 

long-term NPAs. 

AFSA supports the proposed methodology to the 

extent that when applied, it will result in an adjusted 

tariff that supports the sustained, competitive 

operation of the smelter. 

NERSA notes the comments. 

10.  Stakeholders are 

invited to comment on 

the treatment of re-

openers by NERSA  

when there are market 

changes. 

AFSA is of the view that NERSA should be guided by 

the agreed principles and should circumstances result 

in conditions that lead to the invalidity of the 

principles, AFSA supports that re-openers should be 

permitted. However, AFSA proposes that these 

should be defined upfront as it is feasibly possible to 

allow both Eskom and South32 to negotiate and arrive 

at an agreement or contract variation that only 

requires NERSA’s concurrence without a lengthy 

process. 

NERSA notes the comments. This 

will ensure that the NPAs are fit for 

purpose and are aligned to the 

current prevailing conditions. 

11.  The agreement applied 

for is for a long-term 

period of 10 years. 

AFSA is of the view that the NPA will provide Eskom 

with revenue certainty in line with its build programme 

and South32 will benefit from the competitive price 

NERSA notes the comments. 
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Stakeholders are invited 

to comment on the 

following: 

• risks of such long-

term agreement; 

• how those risks 

should be better 

mitigated; and 

• should such an 

agreement be 

terminated by 

hardship, which 

mechanism 

should the Energy 

Regulator employ 

to protect the 

remaining 

customers from 

high price 

increase.  

path benefits, as such, allowing the company to 

continue supporting the development of the South 

African downstream industry as contemplated in the 

South African Aluminium Industry Roadmap (SAAIR) 

of 2017. 

 

It will also ensure that risks are managed to attain the 

guiding principles of NPAs as contemplated.  

 

AFSA acknowledges that the termination of the NPA 

after its execution is not only detrimental to the 

contracting parties, but has the potential to result in 

electricity price increases to other electricity users 

resulting in catastrophic economic outcomes for the 

South African economy. It is for these reasons that 

appropriate precautionary measures should be 

adhered to, to ensure the success of this NPA to 

become a catalyst for further NPAs for other 

commodities in the country. 

12.  Stakeholders are invited 

to comment on the 

proposed NPA, its 

structure, fairness and 

impact. 

 

AFSA is of the view that if the NPA is successfully 

implemented, it will go a long way in providing the 

required long-term price path (price stability), 

reliability of supply (availability) and competitive 

pricing (level) to Hillside. In addition, this aluminium 

smelting related NPA will serve as a baseline from 

NERSA notes the comment. 
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which further NPAs for other commodities can be 

established. It will further return the country to a 

position of being a competitive global player in the 

supply of value-added input materials, rather than 

being a supplier of low value ores. 

 
CHASM CONSULTING 

No. Questions from the 

 consultation paper 

Stakeholder Comment NERSA Analysis 

1 Stakeholders are 

invited to propose a 

suitable base price 

escalation mechanism 

that minimises price 

distortions between 

NPA and non-NPA 

customers over the 10-

year period, but also 

provides price 

certainty to South32. 

Chasm Consulting supports either the CPI+ or PPI+  NERSA notes the stakeholder’s 

comments. Escalation using PPI is 

the most acceptable method of 

adjusting the base price. This will 

ensure that the real increase is 

achieved that will cover the escalated 

costs of supplying power. NERSA 

has therefore adopted this method in 

escalating the NPA price. 

2 Stakeholders are 

requested to comment 

on the increase of the 

contracted capacity at 

a later stage, by 

South32, during the 

tenure of the contract. 

It is the view of Chasm Consulting that this depends 

on the timing and quantum required – in this instance, 

the quantum and timing suggest that incorporation is 

preferable. 

The Energy Regulator will apply its 

mind to conclude on the appropriate 

percentage over and above the 

existing NPA electricity consumption. 

In applying its mind, the Energy 

Regulator must  balance the interest 
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Should this additional 

demand be subject to 

the existing NPA 

conditions or should it 

be considered as a new 

NPA application that 

may have different 

conditions? Should 

there be a timeframe 

within which to 

increase the power 

demand? 

of the applicant and the price impact 

on other customers. 

3 Stakeholders are 

invited to propose a 

suitable number of 

hours of non-voluntary 

load reduction for 

smelter operations. 

Chasm Consulting is of the view that this depends on 

the process Hillside contends that the proposal is the 

best achievable and has committed to offer more 

should this become technically feasible. 

The Energy Regulator supports the 

view because even if the NPA is 

regulated, it is an agreement 

between two parties, and they are 

best positioned to agree and 

motivate to the Energy Regulator on 

what will be mutually beneficial.  

4 Stakeholders are 

invited to comment if 

the additional 65MVA 

should be moved to an 

incentive tariff given 

that Hillside has been 

operating with only 

1140MVA on special 

Chasm Consulting is of the view that provided that the 

additional sales provide a contribution to fixed costs, 

they will benefit other consumers. 

NERSA’s view is that an NPA based 

price is a discounted price as it 

deviates from the approved price. 

NERSA agrees with the view that all 

other customers will benefit from the 

NPA as it provides for possible loss 

of revenue had the company closed 

its operations. NERSA agrees that 
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price. The more 

demand capacity under 

an NPA, the more non-

NPA customers will pay 

for the shortfall in 

Eskom’s revenue.  

the consideration of 65MVA in the 

tariff determination is an 

administrative decision, however it 

should be done with consideration of 

the impact on revenues. 

5 Stakeholders are 

requested to comment 

on the assumption that 

globally, electricity 

costs make up 25% to 

35% of operational 

costs in Aluminium 

production and how 

NERSA should handle 

this application if 

Hillside falls outside 

this range.  

Industry research from sources such as CRU can 

provide information on the range. The key 

requirement is that Hillside should be globally 

competitive to be sustainable. 

Each application will be treated on a 

case-by-case basis taking into 

account the market dynamics faced 

by the applicant and the licensee. 

Industry dynamics are not the same 

for each sector; some sectors’ 

electricity costs may not make up 

35% of operational costs. 

 

Sectors that are aligned with 

industrial policy action plan will also 

be considered. 

6 Stakeholders are 

requested to comment 

on and justify the most 

suitable NPA contract 

(between 6 to 10 years) 

period taking into 

account the interests of 

Eskom, Hillside and 

Chasm Consulting is of the view that 10 years 

appears to be the optimal period. 

NERSA notes the comments made 

by the stakeholder. However, 

NERSA is guided by the interim 

framework for long-term NPAs on the 

duration of between 6 to 10 years. 
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other Eskom 

customers. 

7 Electricity price has 

been cited as a reason 

for closure or cutback 

of industries that are 

sensitive to the price of 

electricity. 

Stakeholders are 

invited to comment on 

the correctness of this 

statement in relation to 

the Aluminium smelters 

or similar metal 

industries. 

Most aluminium smelter closures in recent years are 

attributable in large part to the lack of a competitive 

electricity tariff. For other metals, it depends mainly on 

the contribution of electricity to operating costs. 

Countries are to offer SA companies 25-year 

competitive electricity concessions to smelt their ores. 

NERSA notes the comments made 

by the stakeholder. 

8 Stakeholders are 

invited to comment on 

how the 

competitiveness 

factors (except 

electricity) can be used 

to improve 

sustainability of the 

Hillside’s operations 

A vibrant downstream industry, utilising a growing 

share of Hillside's output, is likely the most 

advantageous. 

NERSA notes the comment made by 

the stakeholder. 

9 Stakeholders are 

requested to comment 

on the suitability of the 

The approach used by Eskom is well aligned to 10.5 

and 10.6 of the framework. 

NERSA notes the comment made by 

the stakeholder. 
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above methodology to 

calculate the base price 

in comparison to the 

proposal in sections 

10.5 and 10.6 of the 

interim framework for 

long-term NPAs. 

10 Stakeholders are 

invited to comment on 

the treatment of  re-

openers by NERSA  

when there are market 

changes. 

Yes, provided that any proposed changes are subject 

to regulatory approval 

NERSA notes the comment made by 

the stakeholder.  

11 The agreement applied 

for is for a long-term 

period of 10 years. 

Stakeholders are invited 

to comment on the 

following: 

• risks of such long-

term agreements; 

• how those risks 

should be better 

mitigated; and 

• should such 

agreement be 

The biggest risk is that the contract price becomes 

insufficient to cover variable costs before the contract 

elapses. Only NERSA is in a position to assess this 

risk and the mitigation proposed (PPI + x0/o). Other 

than the above, risk mitigation in the proposal appears 

adequate. Chasm Consulting is also of the view that 

a short-term agreement to phase the impact of 

closure should be considered. 

NERSA notes the comment made by 

the stakeholder. 
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terminated by 

hardship, which 

mechanism 

should the Energy 

Regulator employ 

to protect the 

remaining 

customers from 

high price 

increase. 

12 Stakeholders are invited 

to comment on the 

proposed NPA, its 

structure, fairness and 

impact  

 

Chasm Consulting is in full support of the NPA. NERSA notes the comment made by 

the stakeholder. 

 

 

ESKOM 

No. Questions from the 

 consultation paper 

Stakeholder Comment NERSA Analysis 

1.  Stakeholders are invited 

to propose a suitable 

base price escalation 

mechanism that 

minimises price 

distortions between NPA 

The application of Multi-Year Price Determination 

(MYPD) increases may not provide applicants with 

certainty on the price path. The PPI is the relevant 

base index by which licensee costs should escalate. 

 

NERSA supports that the PPI is the 

most relevant base index which 

licensees’ costs should be escalated 

by, as it is the most preferred in the 

electricity industry.  
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and non-NPA customers 

over the 10-year period, 

but also provides price 

certainty to Hillside. 

Real increases would be a mitigation against cost 

increases above PPI and to minimise price 

distortions. 

 

A real increase as proposed (paragraph 8.4.4 in 

Eskom application) would minimise Eskom’s risk of 

the cost of supply exceeding the revenue generated, 

but still result in Hillside remaining viable. 

The PPI escalation balances 

Eskom’s risk on cost increases and 

gains some advantage of providing 

price certainty and proposed real 

increase. 

 

The agreed real increase would 

minimise Eskom’s risk of the cost of 

supply exceeding the revenue 

generated, but will still result in 

Hillside remaining viable.  

2.  Stakeholders are 

requested to comment 

on the increase of the 

contracted capacity at a 

later stage, by Hillside, 

during the tenure of the 

contract. Should this 

additional demand be 

subject to the existing 

NPA conditions or 

should it be considered 

as a new NPA application 

that may have different 

conditions? Should there 

be a timeframe within 

The provision for a small increase in demand is to 

cater for any ‘capacity creep’, i.e. amperage 

increases, across the existing three potlines due to 

technological advances. 

 

If this increase in demand is required, alignment with 

the proposed contractual provisions would simplify 

the administration and management of the electricity 

supply contract. 

 

It could however be subject to a new NPA. 

 

The option to increase demand has to be exercised 

within a certain timeframe, as indicated in section 

8.4.2 of the Eskom application. 

If Hillside wants to increase the 

contracted capacity at a later stage 

during the tenure of the contract, this 

may lead to a new NPA application 

because the increase in contracted 

capacity was not included in the 

approval. 

 

The increase in contracted capacity 

must also be included in the contract 

between the licensees and the 

customer. 



      52 

which to increase the 

power demand? 

3.  Stakeholders are invited 

to propose a suitable 

number of hours of non-

voluntary load reduction 

for smelter operations. 

The existing technical parameters for providing 

interruptibility as per the current contract, as indicated 

in section 8.4.6, are proposed to continue to ensure 

potline stability and recovery. These existing 

parameters function well for both Hillside and the 

National System Operator (as indicated in section 5.6 

of Eskom application). 

 

Eskom’s understanding is that the Hillside is 

technically unable to provide additional interruptibility 

at this stage. 

This should form part of the contract 

between the customer and its 

licences and interruptibility must be 

discussed in detail. 

 

 

 

 

 

4.  Stakeholders are invited 

to comment if the 

additional 65MVA should 

be moved to an incentive 

tariff given that Hillside 

has been operating with 

only 1140MVA on special 

price. The more demand 

capacity under an NPA, 

the more non-NPA 

customers will pay for 

the shortfall in Eskom’s 

revenue.  

Having a new NPA for the full Hillside smelter 

demand of 1205MVA would simplify the 

administration and management of the electricity 

supply contract. 

 

While the 65MVA does reduce from the Megaflex 

tariff, this was considered in the tariff formulation and 

is offset by the substantial increase in the proposed 

tariff for the other 1140MVA of demand. 

NERSA notes the comments raised 

by the stakeholder. 
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5.  Stakeholders are 

requested to comment 

on the assumption that 

globally, electricity costs 

make up 25% to 35% of 

operational costs in 

aluminium production 

and how NERSA should 

handle this application if 

Hillside falls outside this 

range.  

The framework requires for electricity to be one of the 

top three cost items. Electricity is the second highest 

cost item after alumina.  

 

With the proposed NPA, electricity costs will increase 

to the top end of the 25% to 35% range, as indicated 

in section 10.3 of Eskom’s application. The exact 

percentage is subject to fluctuations in other input 

costs. 

 

Eskom’s preference is for NPAs to prioritise 

industries where the electricity costs make up a 

significant percentage of a customer’s operating 

costs to have the largest impact on sustainability. 

Each application will be treated on a 

case-by-case basis, taking into 

account the market dynamics faced 

by the applicant and the licensee. 

Industry dynamics are not the same 

for each sector, some sectors’ 

electricity costs may not make up 

35% of operational costs. 

 

Sectors that are aligned with the 

industrial policy action plan will also 

be considered.  

 

6.  Stakeholders are 

requested to comment 

on and justify the most 

suitable NPA contract 

(between 6 to 10 years) 

period, taking into 

account the interests of 

Eskom, Hillside and 

other Eskom customers. 

Customers would prefer longer NPAs to provide 

certainty aligned to the economic life of their 

operations. 

 

The ten-year duration is an optimal balance as it 

provides certainty to Hillside and supports 

requirements from a both a pot relining and 

contracting with downstream customer’s perspective, 

while limiting Eskom’s risk due to the uncertainty of 

power systems and costs far into the future. 

 

A shorter duration is unlikely to be suitable for Hillside 

operations and downstream beneficiation operations. 

NERSA acknowledges the 

comments raised by the stakeholder 

concerning short and long term 

duration. 

 

The ten-year duration is an optimal 

balance as it provides certainty to 

Hillside and supports requirements 

from a both a pot relining and 

contracting with downstream 

customers perspective. 
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A shorter duration is unlikely to be 

suitable for Hillside’s operations and 

downstream beneficiation 

operations. 

7.  Electricity price has been 

cited as a reason for 

closure or cutback of 

industries that are 

sensitive to the price of 

electricity. 

Stakeholders are invited 

to comment on the 

correctness of this 

statement in relation to 

the aluminium smelters 

or similar metal 

industries. 

Electricity is one of the factors impacting the 

sustainability of industries in South Africa. The larger 

the percentage that electricity makes up of input 

costs, the more sensitive the operation is to electricity 

cost. 

 

Feedback to Eskom from electricity intensive 

customers is that electricity costs are impacting their 

global competitiveness. Other countries with industry 

competitiveness at risk have taken or are taking 

action, such as long-term pricing agreements with 

escalation certainty (i.e. agreed long-term price path), 

substantive rebate arrangements and reduced tax 

and/or subsidy burdens. 

NERSA agrees with the statements 

that electricity does impact the 

sustainability of the industry and this 

affects global  competitiveness, 

hence the majority of the smelters 

might be forced to close down or 

move to countries where electricity is 

cheaper. 

8.  Stakeholders are invited 

to comment on/propose 

how the competitiveness 

factors (except 

electricity) can be used 

to improve sustainability 

of Hillside operations. 

After alumina and electricity, the other Hillside 

operating costs individually represent small 

percentages of input costs. 

 

Eskom understands that Hillside has looked at all 

opportunities to optimise its cost base and further 

reductions in these costs are unlikely to sustain the 

smelter without affecting operations. 

NERSA will do a thorough study to 

assess factors impacting the 

competitiveness of industry in SA 

and takes into account sectors where 

electricity pricing has the largest 

impact on sustainability. 
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There needs to be a national strategy to address the 

many factors impacting the competitiveness of 

industry in SA and NPAs should prioritise sectors 

where electricity pricing has the largest impact on 

sustainability. 

9.  Stakeholders are 

requested to comment 

on the suitability of the 

above methodology to 

calculate the base price 

in comparison to the 

proposal in sections 10.5 

and 10.6 of the interim 

framework for long-term 

NPAs.  

The methodology and incentive price is aligned with 

the considerations proposed in sections 10.5 and 

10.6 of the framework. It addresses Hillside’s 

affordability and sensitivity to electricity prices and 

provision of interruptibility to the System Operator. 

NERSA agrees with the sentiments 

raised by the stakeholders. 

10.  Stakeholders are invited 

to comment on treatment 

of  re-openers by NERSA  

when there are market 

changes. 

No, certainty is required by both parties and market 

changes are part of the cyclical nature of commodity-

based businesses. Price adjustments or resets 

during the NPA period that were not contracted 

initially would remove the certainty required by the 

applicant. 

 

NPAs should be approved considering commodity 

cycles, etc. Tariffs should not be adjusted through the 

period. Applicants should still be exposed to their 

market risks as the electricity consumer cannot 

assume this risk. 

NERSA acknowledges that market 

changes are part of the cyclical 

nature of commodity based 

businesses.  
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11.  The agreement applied 

for is for a long-term 

period of 10 years. 

Stakeholders are invited 

to comment on the 

following: 

• risks of such long-

term agreements; 

• how those risks 

should be better 

mitigated; and 

• should such an 

agreement be 

terminated by 

hardship, which 

mechanism 

should the Energy 

Regulator employ 

to protect the 

remaining 

customers from 

high price 

increase. 

An NPA provides revenue certainty to the licensee. 

To limit the deviation of an NPA from standard tariffs, 

the NPA tariff (initial base price and annual 

escalation) should be set at levels based on projected 

costs of supply over the full duration of the NPA. An 

additional allowance should then be added at 

inception for risk that the assumptions change. 

 

NPAs should be limited and alternate funding 

mechanisms outside of the ESI should be explored to 

sustain vulnerable sectors in the economy. 

 

Termination for convenience or hardship removes 

certainty for both parties and is unlikely to be 

acceptable. Any termination clause considered 

should focus on factors outside of either parties 

control, for example unforeseen taxes. 

NERSA agrees with the sentiments 

raised by the stakeholder. 

12.  Stakeholders are invited 

to comment on the on the 

proposed NPA, its 

The proposed NPA is aligned with the NPA 

frameworks and will offer financial and other benefits 

NERSA agrees with the sentiments 

raised by the stakeholder. 
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structure, fairness and 

impact  

 

to Eskom and South Africa while ensuring that all 

other customers are better off. 

 

The NPA tariff level considers the sustainability of 

Hillside and Eskom’s cost of supply and is structured 

to best address and balance the needs of the smelter 

and Eskom. 

 

MINERAL COUNCIL SOUTH AFRICA 

No. Questions from the 

 consultation paper 

Stakeholder Comment NERSA Analysis 

1.  Stakeholders are invited 

to propose a suitable 

base price escalation 

mechanism that 

minimises price 

distortions between NPA 

and non-NPA customers 

over the 10-year period, 

but also provides price 

certainty to South32. 

The stakeholder is of the view that the best price 

escalation would be a consumer price inflationary 

increase; alternatively headline PPI should be used, 

as this would remove any uncertainties for both 

Eskom and South32 over the proposed 10-year 

period. 

Escalation using PPI is the most 

acceptable method of adjusting the 

base price. This will ensure that the 

real increase is achieved that will 

cover the escalated costs of 

supplying power. NERSA has 

therefore adopted this method in 

escalating the NPA price. 

2.  Stakeholders are 

requested to comment 

on the increase of the 

contracted capacity at a 

later stage, by South32, 

during the tenure of the 

According to the stakeholder, 

applicants/beneficiaries of the NPA must be given 

some allowance, say, up to 10% over and above their 

existing electricity consumption, beyond which a new 

NPA could be negotiated. 

The Energy Regulator will apply its 

mind to conclude on the appropriate 

percentage over and above the 

existing NPA electricity consumption. 

In applying its mind, the Energy 

Regulator must balance the interest 
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contract. Should this 

additional demand be 

subject to the existing 

NPA conditions or 

should it be considered 

as a new NPA application 

that may have different 

conditions? Should there 

be a timeframe within 

which to increase the 

power demand? 

of the applicant and the price impact 

on other customers. 

3.  Stakeholders are invited 

to propose a suitable 

number of hours of non-

voluntary load reduction 

for smelter operations. 

The stakeholder believes that it will not be effective 

for external parties (external to this NPA contract) to 

provide a definitive number of non-voluntary load 

reduction hours that should be applied. This should 

be included in the parameter within which the 

agreement is reached. 

The Energy Regulator supports the 

view because even if the NPA is 

regulated, it is an agreement 

between two private parties, and they 

are best positioned to agree and 

motivate to the Energy Regulator 

what will be mutually beneficial. 

4.  Stakeholders are invited 

to comment if the 

additional 65MVA be 

moved to an incentive 

tariff given that Hillside 

has been operating with 

only 1140MVA on a 

special price. The more 

demand capacity under 

The stakeholder supports that additional capacity 

should be moved to NPAs and the benefit for that will 

be that the NPA will allow South32 to be competitive 

globally against industries that are closer to the 

supply market with lower cost of electricity per 

product unit produced. 

 

The stakeholder suggested that the NPA customer 

can apply for an increase in contracted energy and 

The proposal and the benefit are 

noted and will be factored in by the 

Energy Regulator in balancing the 

interest of South32 and the price 

impact to other customers. 

 

Keeping the contract period of the 

original NPA unchanged is a good 

safety net to avoid a situation where, 
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an NPA, the more non-

NPA customers will pay 

for the shortfall in 

Eskom’s revenue.  

demand of an existing NPA if this increase was not 

included in the initial application, however the 

increase will be treated as a new application subject 

to latest ILT framework, Regulatory Rules and 

assumptions. If the increase application is approved, 

the contract period of the original NPA will remain 

unchanged regardless of the added electricity 

consumption. 

instead of making re-application 

towards the end of NPA, the 

customers can apply for additional 

volumes in order to keep the original 

NPA going for another term.   

5.  Stakeholders are 

requested to comment 

on the assumption that 

globally, electricity costs 

make up 25% to 35% of 

operational costs in 

aluminium production 

and how NERSA should 

handle this application if 

Hillside falls outside this 

range.  

The stakeholder is concerned about factors that may 

reduce the electricity contribution to total costs. The 

following instances where identified: 

• SA is farther from key markets and this could 

reduce the share of electricity in total input 

costs in favour of ‘transport costs’. So, if the 

share of electricity is lower for SA aluminium 

producers, that should not take away the fact 

that electricity is a major input cost in the 

actual production process (ex-other post-

production costs). 

• Labour costs can also tend to reduce the share 

of electricity in electricity costs; and if that is 

the case, this should not prejudice Hillside’s 

application. 

The Energy Regulator concurs, 

hence, the view that electricity price 

will not solve all the companies’ 

operational hardships. Other 

government departments e.g. the 

Department of Trade, Industry and 

Competition (Dtic) was called in to 

identify industries regarded as the 

strategic sectors. 

6.  Stakeholders are 

requested to comment 

on and justify the most 

suitable NPA contract 

The stakeholder supports the NPA duration of 6 to 10 

years as proposed by the interim long-term 

framework. The 10-year NPA gives price certainty 

over a long period, which is a necessary condition for 

NERSA acknowledges the 

comments raised by the stakeholder 

concerning the duration of the NPA 

to allow the company to remain 
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(between 6 to 10 years) 

period taking into 

account the interests of 

Eskom, Hillside and 

other Eskom customers 

investment in the mining sector. The stakeholder’s 

submission is also made with the consideration of the 

fact that the ten-year duration aligns to requirements 

from a pot relining and contracting with downstream 

customers. 

internationally competitive, provide 

supply certainty and attract local 

investments. 

7.  Electricity price has been 

cited as a reason for 

closure or cutback of 

industries that are 

sensitive to the price of 

electricity. 

Stakeholders are invited 

to comment on the 

correctness of this 

statement in relation to 

the aluminium smelters 

or similar metal 

industries. 

Since 2008, rapid increases in electricity prices along 

with the unreliability of electricity supply have been 

the two largest contributing factors not only affecting 

existing large-scale mining operations, but also 

impacting on the downstream processing and 

ferroalloy production industries. Electricity prices 

increased at double digits and above inflation for 

most of the years in the past decade. This has 

resulted in the price of electricity increasing by more 

than 500% in the past 10 years. 

 

This has severely damaged the South African smelter 

industry’s global competitiveness and has seen the 

relocation of smelters to other countries that have 

more competitive pricing of electricity and are closer 

to key markets, among other factors. Almost 40% of 

the smelters in the country are lying idle while the 

unemployment rate is hovering around 30%. The 

NPA Framework will assist the country to claw back 

some of the idle production capacity while keeping 

the currently operating smelters in business. 

NERSA agrees with the statements 

that electricity does impact the 

sustainability of the industry and this 

affects global  competitiveness, 

hence the majority of the smelters 

might be forced to close down or 

move to countries where electricity is 

cheaper. 
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8.  Stakeholders are invited 

to comment on/propose 

how the competitiveness 

factors (except 

electricity) can be used 

to improve the 

sustainability of 

Hillside’s operations. 

The Minerals Council continues to engage other 

stakeholders such as Transnet on inadequate train 

wagons, delays in delivery or loading times and port 

capacity e.g., inadequate tipplers. 

 

The mining and beneficiation industry in SA are 

renowned for negotiating multi-year cost of living 

adjustments with labour and this instils some level of 

certainty for producers. So, while labour costs are 

likely to be significant, the likelihood is that they are 

comparable to the global norm in terms of share to 

total input costs. 

 

Through its membership to the Minerals Council, 

Hillside continues to engage government on key 

policy and regulatory issues preventing investment 

flows into SA, not just in the sector, but in the SA 

economy at large. 

The efforts are most welcomed and 

as alluded to earlier, NERSA is of the 

view that for the NPAs to work, 

everybody must contribute. 

9.  Stakeholders are 

requested to comment 

on the suitability of the 

above methodology to 

calculate the base price 

in comparison to the 

proposal in sections 

10.5 and 10.6 of the 

It is the stakeholder’s view that basing the BIP 

calculation on baseload energy generation from coal 

and nuclear is a prudent approach because the type 

of customers that would apply for NPA relief are 24-

hour baseload consumers; it makes sense that their 

consumption is matched to the baseload generation 

plants. 

The Energy Regulator in its strategic 

planning is looking into a type-of-use 

tariff, rather than time-of-use tariff, for 

those customers with flat 

consumption profiles. 
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interim framework for 

long-term NPAs. 

10.  Stakeholders are 

invited to comment on 

the treatment of  re-

openers by NERSA  

when there are market 

changes. 

According to the stakeholder, NERSA should 

consider renegotiating the NPA subject to the agreed 

process should there be significant changes from 

governance, environmental laws, or industry 

structure. This will ensure that the NPAs are fit for 

purpose and are aligned to the current prevailing 

conditions. 

NERSA acknowledges the comment 

provided by the stakeholder. 

11.  The agreement applied 

for is for a long-term 

period of 10 years. 

Stakeholders are 

invited to comment on 

the following: 

• risks of such 

long-term 

agreements; 

• how those risks 

should be better 

mitigated; and 

• should such 

agreement be 

terminated by 

hardship, which 

mechanism 

According to the stakeholder, that should not be a 

problem, because electricity prices should be taken 

as an industrial policy instrument and should be 

aimed at boosting the country’s global 

competitiveness. 

• Risk mitigation – Eskom should make an 

earnest effort to increase sales volumes to 

curb the rate of increase of electricity tariffs in 

the country. Lower electricity tariffs are the 

way to go to spur economic activity and to 

attract investment. 

• Mechanism to be employed by the regulator –

Electricity is a volumes business. The lower 

the price, the higher the sales volumes. 

NERSA should consider renegotiating the 

NPA subject to the agreed process should 

there be significant changes from governance, 

environmental laws, or industry structure. 

The majority of the previous RCA 

balance were due to declining 

volumes and during the public 

hearing, stakeholder attributed the 

decline in sales to higher price 

increase, therefore having volume 

predictability will minimise volume 

variance, which in turn will lower the 

electricity price increase and 

stimulate demand.   
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should the 

Energy 

Regulator 

employ to 

protect the 

remaining 

customers from 

high price 

increase 

12.  Stakeholders are 

invited to comment on 

the proposed NPA, its 

structure, fairness and 

impact  

 

The stakeholder supports this long-term NPA 

application by South32. It is an important instrument 

for protecting and supporting investment in the 

country. 

The Energy Regulator notes the 

support, in order to promote orderly 

development and attract investment 

in the ESI in line with the Electricity 

Regulation Act (ERA), NERSA will 

continue to consult with key 

stakeholders. 

 

 

SOUTH32  

No. Questions from the 

 consultation paper 

Stakeholder Comment NERSA Analysis 

1.  Stakeholders are 

invited to propose a 

suitable base price 

escalation mechanism 

that minimises price 

distortions between 

South32 is of the view that an efficient licensee 

should be able to run its business competitively within 

PPI inflation ranges and this will also provide enough 

price certainty to the customer to enable long-term 

reinvestment. 

 

Escalation using PPI is the most 

acceptable method of adjusting the 

base price. This will ensure that a 

real increase is achieved that will 

cover the escalated costs of 

supplying power. NERSA has 
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NPA and non-NPA 

customers over the 10-

year period but also 

provides price certainty 

to South32. 

therefore adopted this method in 

escalating the NPA price. 

2.  Stakeholders are 

requested to comment 

on the increase of the 

contracted capacity at a 

later stage, by South32, 

during the tenure of the 

contract. Should this 

additional demand be 

subject to the existing 

NPA conditions or 

should it be considered 

as a new NPA 

application that may 

have different 

conditions? Should 

there be a timeframe 

within which to 

increase the power 

demand? 

It is the view of South32 that the potential increase in 

power demand should be subject to the existing NPA 

conditions as negotiated, as this has been factored 

into the utility’s calculations at the time the NPA tariff 

was determined. An appropriate timeframe to elect to 

increase demand by the customer should be 3 years 

(from the Commencement Date), as this gives both 

the utility and the customer planning certainty. Any 

additional capacity should be part of the NPA as long 

as the price is reflective of similar cost to service, 

typically for high load factors.  

Section 10.1 of the interim long-term 

framework states that the NPA, 

where practical, is to be subject to 

conditions that optimise ESI 

revenue. A long-term NPA should 

contribute positively to the fixed costs 

due to a decrease in energy 

consumption and consequential 

impact on other customers.  

 

Demand certainty cautions against a 

decrease in demand; an increase will 

yield a positive result. However, if an 

increase significantly deviates from 

the contracted demand, the licensee 

will have to submit a revised NPA. 

NERSA’s view is that a three-year 

timeframe is acceptable to increase 

demand, as the MYPD control period 

runs from a minimum of three years 

to a maximum of five years.  
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3.  Stakeholders are 

invited to propose a 

suitable number of 

hours of non-voluntary 

load reduction for 

smelter operations. 

The current smelter technology does not allow for 

substantially more ILR events without significantly 

risking the asset and grid stability. The existing ILR 

criteria has worked well for both parties for more than 

25 years, and this should be continued. To the 

stakeholder’s knowledge, Hillside and Mozal are the 

only aluminium smelters in the world that are 

operating under similar ILR restrictions. 

Section 10.10 of the interim long-

term framework required that all 

consumers that are granted incentive 

benefits will be required to make 

available interruptibility, if it is 

technically feasible to do so without 

disproportionately affecting 

productive output, for the duration of 

the NPA.  

4.  Stakeholders are 

invited to comment if 

the additional 65MVA 

be moved to an 

incentive tariff given 

that Hillside has been 

operating with only 

1140MVA on special 

price. The more 

demand capacity under 

an NPA, the more non-

NPA customers will pay 

for the shortfall in 

Eskom’s revenue.  

South32 indicated that just because the smelter is 

paying less than the standard tariff, it does not mean 

it is getting a discount or is being subsidised. Best 

practice would be to apply a tariff that is reflective of 

the utility’s cost of serving/cost of supplying to a 

particular customer, plus a reasonable margin. 

Provided the actual tariff is higher than this, Eskom 

benefits and all other customers benefit. If the smelter 

is forced to shut down, then all other customers will 

pay more due to a reduction in the baseload demand 

in the system. The stakeholder further stated that 

both the utility and the customer have calculated the 

new tariff based on that assumption. 

 

NERSA’s view is that an NPA-based 

price is a discounted price as it 

deviates from the approved price. 

NERSA agrees with the view that all 

other customers will benefit from the 

NPA as it provides for possible loss 

of revenue had the company closed 

its operations. NERSA agrees that 

the consideration of 65MVA in the 

tariff determination is an 

administrative decision, however it 

should be done with consideration of 

the impact on revenues. 

5.  Stakeholders are 

requested to comment 

on the assumption that 

globally, electricity 

Due to the physical characteristics of aluminium 

smelting, the proportion of power costs to operational 

costs of all aluminium smelters will fall within a narrow 

band i.e. 25–35%, and it is not technically possible for 

NERSA notes that South32 does fall 

within the band of 25–35% of 

production costs. 
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costs make up 25% to 

35% of operational 

costs in aluminium 

production and how 

NERSA should handle 

this application if  

Hillside falls outside 

this range.  

Hillside to find itself outside of this range. Currently, 

there is no viable substitute for the large use of 

electricity in the production of aluminium. 

6.  Stakeholders are 

requested to comment 

on and justify the most 

suitable NPA contract 

(between 6 to 10 years) 

period taking into 

account interests of 

Eskom, Hillside and 

other Eskom 

customers 

It is the stakeholder’s view that the proposed 10-year 

term is the minimum contract period required for the 

customer to risk expending capital on technology 

improvements (required to keep Hillside  

internationally competitive) and provide enough 

certainty of supply (of aluminium product) to local 

investors wishing to invest in downstream 

beneficiation initiatives in Richards Bay and further 

afield. 

NERSA notes the comment that the 

10-year period is a minimum period 

to allow the company to remain 

internationally competitive, provide 

supply certainty and attract local 

investments. 

7.  Electricity price has 

been cited as a reason 

for closure or cutback 

of industries that are 

sensitive to the price of 

electricity. 

Stakeholders are 

invited to comment on 

the correctness of this 

Eskom’s decrease in sales to their mining and 

industrial customers over the last 10 years is 

sufficient proof of this result. Internationally, 

aluminium smelters in many countries have closed 

due to the absence of a competitive power contract. 

NERSA notes the comments that a 

decrease in sales of Eskom proves 

that electricity prices are reasons for 

closure or cutback of industries that 

are sensitive to price. 
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statement in relation to 

the aluminium smelters 

or similar metals 

industry. 

8.  Stakeholders are 

invited to propose how 

the competitiveness 

factors (except 

electricity) can be used 

to improve the 

sustainability of 

Hillside’s operations 

South32’s view is that without a competitive electricity 

price, there is limited ability to compete in the 

international market, as the metal price is based on a 

global market index (i.e. LME). There is no other 

single significant key value driver other than 

electricity to ensure that Hillside remains competitive. 

NERSA does not agree that 

electricity price is the only factor for 

the company to be competitive. 

Section 9.4 of the framework on 

market and competitive position 

requires that consideration must be 

given to global and/or national 

ownership and structure; competitors 

located in SA and global 

competitiveness; product price 

setting mechanism and currency 

among many other aspects. This 

implies that electricity price is not the 

only determining factor when 

assessing the competitiveness of the 

company. 

 

9.  Stakeholders are 

requested to comment 

on the suitability of the 

above methodology to 

calculate the base price 

in comparison to the 

The smelter tariff should reflect the cost of serving/ 

cost of supplying the smelter, plus a reasonable 

margin for the utility. This cost should exclude 

distribution costs (the smelter is connected to the 

transmission grid), exclude non-electricity subsidies 

(which should be funded from the fiscus), and include 

NERSA notes the comments, it 

should however be noted that the 

interim long-term framework is 

developed and approved by Eskom. 
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proposal in sections 

10.5 and 10.6 of the 

interim framework for 

long-term NPAs.  

the value of the benefit of interruptibility offered. The 

stakeholder supports Eskom’s methodology, and this 

should form the basis of the proposed Industrial 

Tariff. 

10.  Stakeholders are 

requested to comment 

on treatment of  re-

openers by NERSA  

when there are market 

changes 

Given the magnitude of the capital invested in the 

installation and the ongoing capital investment 

required to sustain the smelter’s competitiveness, a 

long-term contract is a requirement and no reopeners 

should be allowed. The proposed tariff includes 

commodity price upside sharing for the utility, with no 

downside risk, i.e. Eskom benefits from an increase 

in the aluminium price (provided agreed parameters 

are met), while Eskom is always guaranteed the base 

price regardless of aluminium price movements. This 

arrangement provides enough certainty to both 

parties. 

NERSA notes the comments. 

11.  The agreement applied 

for is for a long-term 

period of 10 years. 

Stakeholders are 

invited to comment on 

the following: 

risks of such long-term 

agreement; 

how those risks should 

be better mitigated; and  

A 10-year contract provides a manageable risk to 

both parties. The proposed NPA provides a ‘Demand 

Certainty’ mechanism in the event that the smelter is 

forced to shut down due to market conditions. 

NERSA notes the comment. 
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should such agreement 

be terminated by 

hardship, which 

mechanism should the 

Energy Regulator 

employ to protect the 

remaining customers 

from high price 

increase 

12.  Stakeholders are 

invited to comment on 

the proposed NPA, its 

structure, fairness and 

impact  

 

The proposed Hillside NPA is fair, balanced and good 

for all electricity customers and enables a reduced 

tariff for all South Africans.  The South African 

economy has been a major beneficiary of the Hillside 

investment. Not only did this project provide a 

stimulus to the economy during the critical transition 

period in the early nineties, but it also transformed the 

primary aluminium industry, which was at the point of 

collapse, into a world class competitor. 

 

Hillside provides a large, stable load, which allows the 

power grid to be operated reliably. It plays a key role 

in Eskom’s grid stability plans. Hillside is therefore an 

important part of Eskom’s grid, due to its load and 

electrical characteristics, and position on the South 

African grid. 

NERSA notes the comment. 
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GENERAL COMMENTS 

 

ALCON MAREPHA (PTY) LTD 

No.  

 

Stakeholder Comment 

 

NERSA Analysis 

1. Alcon Marepha (Pty) Ltd is in support of the ten-year 

NPA application as it is beneficial for the Richards Bay 

economy, as well as the South African economy at 

large.  

NERSA acknowledges and welcomes the statement 

made by the stakeholder. 

 

 

 
EIUG 

No.  

 

Stakeholder Comment 

 

NERSA Analysis 

1. EIUG is supportive of the objectives of the ILT 

Framework in assisting distressed industrial customers 

and the role NERSA plays in processing Negotiated 

Pricing Agreements. 

NERSA acknowledges and welcomes the statement 

made by the stakeholder. 

 

2. EIUG is of the view that Eskom’s electricity prices are 

increasingly becoming unaffordable for large industrial 

customers and requests that NERSA immediately 

commence work with Eskom and the industrial sector to 

urgently develop a standard cost reflective industrial 

tariff for Key Industrial Customers. 

NERSA acknowledges the statement made by the 

stakeholder. However, any key industrial customers 

that qualify for an NPA in terms of the approved 

framework should submit its NPA application to its 

supplier (either Eskom or the municipality), who will 

in turn submit it to NERSA for processing. NERSA will 

assess each application on its own merits. 
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MEMBER OF THE PUBLIC (MR MDLULI) 

No.  

 

Stakeholder Comment 

 

NERSA Analysis 

1. Mr Mdluli highlighted that it is not fair that Hillside is 

getting this special treatment and that the energy 

consumed by Hillside could be shared with the rest of 

the customer base, given that the country is in a supply 

constraint crisis. 

The rest of the customer base’s consumption profile 

is not baseload in nature like that of Hillside. Hillside 

consumes a flat demand that is 24 hours a day, 365 

days a year. This kind of consumption cannot be 

transferred to customers who follow a fluctuating 

consumption pattern (peak in the morning, reduced 

consumption during the day and a higher peak in the 

evening). The rest of the customer base also has the 

option to change their consumption patterns in order 

to reduce their bill. The loss of a customer like Hillside 

would therefore mean a loss of a stable, predictable 

demand, as well as a reliable payer and therefore 

certainty in revenue collection for Eskom. It is 

therefore NERSA’s view that an NPA such as this is 

required for the growth of the economy. 

2. Mr Mdluli raised concerns that Eskom is not fulfilling its 

obligation of treating customers fairly, as it is alleged 

that the Richards Bay community is not receiving 

energy, whereas Hillside is receiving exclusivity 

concerning electricity availability and cost. He further 

mentioned that the monopoly of improved standard of 

living in favour of Hillside’s major shareholders should 

not be encouraged. 

NERSA notes the comments raised by the 

stakeholder. However, it must be noted that Hillside 

makes a significant contribution to the South African 

economy. In Richards Bay, the smelter contributes 

14.4% in regional GDP, and creates over 3,000 direct 

jobs, and this extends to 7,000 direct and over 28,000 

indirect jobs in the wider KwaZulu-Natal province. 
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3. Mr Mdluli indicated that Hillside’s operating unit costs 

have decreased by 25% in the 2019/20 financial year, 

as the smelter benefitted from lower raw material costs, 

directly associated with the low electricity prices granted 

to Hillside. 

NERSA notes the comments raised by the 

stakeholder. However, it must be noted that Hillside 

makes a significant contribution to the South African 

economy. In Richards Bay, the Smelter contributes 

14.4% in regional GDP, and creates over 3,000 direct 

jobs, and this extends to 7,000 direct and over 28,000 

indirect jobs in the wider KwaZulu-Natal province.  

 
RBIDZ 

No.  

 

Stakeholder Comment 

 

NERSA Analysis 

1. RBIDZ is of the view that the Hillside NPA application is 

important for the downstream aluminium industries to 

produce aluminium goods for local consumption and 

export, rather than importing finished aluminium goods. 

The Hillside NPA application will be beneficial for the 

economy of Richards Bay, the City of uMhlathuze and 

the Province of KwaZulu-Natal. 

NERSA acknowledges the statement made by the 

stakeholder and in its analysis, has assessed the 

impact that the Hillside NPA application will have on 

the economy of Richards Bay and KwaZulu-Natal. 

 

 

TRADE AND INVESTMENT KWAZULU-NATAL 

No. 

 

Stakeholder Comment 

 

NERSA Analysis 

1. Trade and Investment KwaZulu-Natal is in support of 

the Hillside ten-year NPA for the following reasons: 

• for the promotion of industrial activities and 

retention of jobs; 

NERSA acknowledges the statements made by the 

stakeholder and has assessed the impact that the 

Hillside NPA application will have on the economy of 

Richards Bay, KwaZulu-Natal and the country, as 

well as on other non-NPA customers.  
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• to assist with the recovery of the economy as a 

result of the devastating effects of the COVID-19 

pandemic; and 

• to assist with the decline in electricity demand 

which results in other non-NPA customers 

paying more for electricity. 

 

 


