	
	


Context
1) Gas purchase: ERG is long in gas in the MTP horizon, but there are tools to manage the length such as sales to end customers but also exercising carry forward rights and going below the minimum take obligation and to take (make-up) the gas in later years. Therefore the working assumption is that the ERG average portfolio costs can be considered as a minimum price on the gas purchase side.
2) Gas transportation: E.,ON has already purchased gas transportation capacity to transport gas from Germany to France (24 TWh/a until 2018).
3) Gas sales to large customers in France: EFRE has an existing lean sales organization, respective experience and existing customers in the French market. Current market analysis indicate, that it is possible to compete on the French market with the current gas purchase costs of the E.ON group. This further assumes that E.ON in France blends with volumes from the wholesale market (PEG) as other competitors do.
4) Gas sales on the wholesale market: To use the French wholesale market (PEG) as the price reference seems currently not to allow to market the full amount of gas profitable. Nevertheless, attractive opportunities for selling partial volumes and marketing the contract flexibility exist.
5) Gas supply to EFR/SNET power plants: Once the E.ON power plants in France are in commercial operation, EET shall directly ensure gas supply and the power plant optimization. For the start-up phase until March 2010 an intermediate solution is necessary. EFRE currently investigates to act as intermediate supplier for this phase in order to also secure those volumes can be supplied out of the E.ON portfolio.
The E.ON Business Case:

6) Based on the current context, EFRE commits to a sustainable gas sales business case with profitable growth of volumes up to 15 TWh after a build-up period of 3 years. Together with the volumes for the CCGT plants this represents approx. 5% of the market and makes use of the already booked gas import capacities. After analyzing different options, this is currently the most attractive option for E.ONs gas business in France.

7) The business case will be (as any other business case) subject to a permanent changing context. In case of significant negative change in this context (e.g. (i) real average gas purchase costs increase mid term above the agreed sales price from the ERG portfolio or (ii) the published market reference price is decreased), the business case will have to be revaluated (on an annual basis).
8) The optimization of the E.ON gas position against the French wholesale market will allow additional revenues.

Split of repsonsibilities in the E.ON group
9) ERG reserves in its portfolio the volumes as set out in the LTC offer to EFRE at the derived STS price formula (15 TWh with a 3 year build-up phase; without risk premiums – see point 11 for indexation mismatch risk hedging). The volumes are made available via EET to EFRE as soon as EET is ready to operatively handle this. As there is no contractual ToP commitment, EFRE commits to ERG that a proportional part of gas sales business profits from EFRE are to be paid to ERG in case of EFRE not fulfilling the volume target.
10) EFRE commits to sell the above defined volumes to French end-customers. The commitment is applied via executive target setting, i.e. EFRE does not enter into a contractual minimum take obligation. As a consequence of this commitment and as direct sales to the wholesale market are not in the responsibility of EFRE, a part of the 15 TWh could be sold back to EET (for re-selling at the PEG) to balance EFRE position. EET therefore constantly quotes PEG forward sale price curves (for all PEGs). 
[Remark: Disagreement with EET on the decision making possibility for EFRE to sell back to PEG (via EET). A committee of the involved E.ON group companies is preferred for this decision making.]

11) The volumes sold by EFRE to French industrial customers are included immediately in the French sales book and the resulting indexation mismatches are respectively hedged by EET if necessary. (Remark: This minimizes the hedging costs to the necessary minimum.) For “booked” volumes, the adjustments of to following point 12) do not apply. 
12) The volumes and transfer price from ERG to EET/EFRE may be revisited on an annual basis in the following cases:
- ERG boarder sales price < average ERG portfolio costs
- derived STS prices changes
- ERG volume position changes to “short” or “desperate long”.

13) EET will operatively manage and optimize underlying purchase, sales, storage and transportation portfolio. The resulting optimization gains minus the real hedging costs (see point 10) provide extra value for E.ON. EET will compensate EFRE on a simple basis. This shall be tax compliant and set correct steering impulse to EFRE to incentivise e.g accurate volume forecasting. (Options could be based on a 50/50 benefit sharing between EFRE and EET or a certain pre-set value which may be revisited after certain time).
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