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	on:
	December 7th, 2009


	Author:
	Dr. Philipp Ulbrich

	Alignment:
	Antonio Haya / Pauline Gaget / Francisco Munoz / Pierre Caruel

	Subject:
	Valuation of the clause de sauvegarde in a settlement between SNET and EDF

	Purpose:

	In the course of the White transaction E.ON France SAS (EFR) has received the power of attorney from EDF to negotiate a settlement of the clause de sauvegarde (cds) with SNET. In this context an objective valuation is necessary in order to not only find an agreement between the two partners, but also to reach acceptance by French tax authorities and SNET´s worker´s council. The latter has to be involved in the decision by an infoconsult-process as the participation might be impacted.

	Options /Evaluation:

	A first evaluation of the cds has been performed within the Purchase Price Allocation (PPA) following the acquisition of the 65% interest in SNET by E.ON. The valuation was carried out by KPMG following the explications given by SNET and reviewed by PWC, E.ON’s auditor. The result of this valuation was 90.7 € Mio. (after tax) as of June 28th 2009 and reflects the intrinsic value of the cds which can be characterized as a Virtual Power Plant (VPP), thus as a real option.

As the result of the PPA-valuation has been 

· performed and audited by external experts based on explications given by SNET and 

· entered into E.ON´s consolidated accounts in a first and – by a push-down accounting – into SNET´s IFRS-accounts in the second step,
the model approach from KPMG should also be used for the valuation in the course of the settlement negotiations.

As the possibility to negotiate a settlement of the cds between EFR and SNET is based on the results of the so-called White-transaction which was signed on September 31st, 2009, two price scenarios used within BU France were applied within the valuation. These are

· view on the wholesale markets as of MTP 2010-12 with price data delivered by E.ON at the end of July 2009 for the liquid period 2010-12, inflated with 1.9 % p.a. for the period afterwards,

· view on the wholesale markets as of October 23rd, 2009, i.e. the first reference date for internal calculation on Economic Generation within BU France, after the settlement of the White deal with market prices for the liquid period 2010-12, inflated with 1.9 % p.a. for the period afterwards.

The results of the valuation are shown in the table below. Apparently the decision, on which of the reference dates the valuation is based, is not crucial. Only the PPA-value can not be considered as the assumptions have changed dramatically since mid 2008, especially concerning the amount of free EUA-allocation (100% in the PPA, adapted to the reductions by French Budget law now).
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MTP 2010-12
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Average

1

2

3

(2+3)/2

Value before tax

in € Mio.

138,3

93,9

97,0

95,5

Value after tax

in € Mio.

90,7

61,6

63,6

62,6

Time value premium

in %

15%

15%

15%

0,2

in € Mio.

13,6

9,2

9,5

9,4

Total value after tax

in € Mio.

104,3

70,8

73,1

72,0

Corresponding value before tax

in € Mio.

159,1

108,0

111,5

109,8

Value after tax discounted at 6.7%

62,2

63,6

 
However the valuation has to be adapted in a second step by the application of an additional premium, reflecting the time value of the VPP-option. This  has been applied with an additional value of 15 % as
· also in the MTP 2010-12 additional margins amounting to 15 % of the intrinsic value have been incorporated as this is the predicted outcome of the transfer price agreement (TPA) that will be settled with E.ON Energy Trading for hedging the SNET generation portfolio; however the transfer of the positions bound so far by the cds can only happen after a settlement of the cds as the TPA foresees a transfer of the full option,

· a most recently sleeve-transaction conducted by SNET for one of its partners in the market showed that counterparties are willing to pay an additional premium for the time value; in fact the time value realized amounted to almost exactly 15 %,

· by the settlement of the clause de sauvegarde major risks for SNET will be avoided; the most crucial one is the fact that EDF can call the option even if the relevant capacities are not available. 

By applying the additional premium after tax values of 70.8 respectively 73.1 € Mio. emerge. Given the volatility of market prices and the complexity of the model a negotiation range of at least +/- 5.0 € Mio. after tax should be considered as a corridor around the average value of 72.0 € Mio.. 


	Proposal:

	1) For the valuation of the clause de sauvegarde the valuation model established by KPMG in the PPA should be used as it has been created and reviewed by external experts based on explications provided by SNET.
2) An additional premium of 15 % should be considered in the valuation reflecting the time value of the option and additional risk premiums.
3) The average value after tax is seen at 72.0 € Mio. +/- 5.0 € Mio. in favor of EDF. 
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