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1. BUSINESS REVIEW 
a) Analysis of results by end of September 2009

Adjusted EBIT in m€
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	January to September 2009

	
	Prior Year
	Actual
	Budget

	Turnover (m€)
	n.a.
	1,158.9
	1,763.1

	Sales Electricity (GWh)
	n.a.
	13,403.0
	16,308.0

	Sales Gas (GWh)
	n.a.
	6,660.0
	10,902.0

	Employees
	n.a.
	1,054
	1,105


Adjusted EBIT Q3 :
· The overall deviation of +79.4 m€ in adj. EBIT is mostly driven by the implementation of the PPA in SNET reporting (+46.3 m€). PPA is only accounted from Q3 onwards on BU France-level.  

· The gross margin is above budget (+50.1 m€). Besides PPA important changes of gross margin have to mentioned, e.g. an increase in the Bialystok power portfolio (+7.3m€), offset by a decrease in the corresponding heat portfolio (-10.7m€) mostly due to cost reallocations.

· Fixed costs are lower mainly due to lower other operating expenses (‑8.6 m€) as a result of delayed set-up BU France, reversals of provisions, the deconsolidation of Surschiste and lower taxes. Furthermore depreciation has decreased by 16.3 m€ as a result of PPA, longer lifetimes and reduced investments. Costs of personnel are down by ‑2.1 m€ mainly due to delayed employments.
b) Highlights

· E.ON has signed the White-deal with Electricité de France (EDF) on September 30th. Integration and optimisation of the acquired assets in France will be considerably enhanced as the intended swap transactions also include acquisition of the remaining minority-interest in SNET held by EDF (18.75 %) / Charbonnages de France (16.25 %) and the assignment of the rights bound in the clause de sauvegarde – a financial settlement mechanism transferring a share of the spread of the SNET generation portfolio to EDF. The closing is foreseen for the beginning of 2010.

· An expert group chaired by Mr. Rocard, the former French Prime Minister, launched a report on the new carbon tax. It postulates that households and companies that consume fossil fuels should be affected, except those industries already obliged to cover their emissions by certificates. The carbon tax is expected to be introduced by the 2010 French budget law for a first application in 2010. It is likely that electricity sales should not be concerned as already the power production has to be covered by emission rights. However, gas sales are likely to be in scope. The risk will be reduced due to different countermeasures, especially a pass-through of the tax to the final clients.

· Regarding the reform of the electricity market the French Prime Minister, François Fillon, has announced on September 15th that the proposals of the Champsaur commission should be discussed in Parliament in October and become effective as a law in July 2010 at latest. The reform follows three main goals: (1) Ensure the financing of the existing electricity generation portfolio, while encouraging new investments with regard to environmental requirements. (2) Allow all suppliers to buy electricity from Electricité de France (EDF) at rates corresponding to EDF’s nuclear power stations' historical cost base. (3) End of regulated TaRTAM-tariff (applicable for most of BU France’s clients) by end of June 2010 and of the regulated tariffs for large and medium-sized companies by 2015. However, regulated tariffs for household consumers may be maintained. The Prime Minister has informed the European Commission – the Directorate-General for Energy and Transport (DG TREN) and the Directorate-General for Competition (DG COMP) – about his intentions, as in return the Commission is likely to cease the ongoing investigations concerning the implementation of the Electricity Internal Market Directive and regulated tariffs in France. In order to define the optimal positioning in the new market setup, BU France will analyze in detail the consequences of the intended deregulation on the retail business. Therefore a study will be performed together with an external consultant.

· On September 17th a pollution of a river by fuel oil was detected nearby the Provence site. By September 18th the spillage was stopped and pollution dams were erected in order to avoid any pollution of a downstream river. The power plant‘s staff supported the firemen in cleaning. State authorities decided to keep a low profile in terms of communication on the event. Also the presence in the media was very limited. EFR provided the internal incident reporting in line with KR 22 within the applicable delay of 24 hours after the detection.. However, the origin of the fuel oil has not been detected yet. It A detailed analysis is in progress in order to avoid any similar incidents in the future
· Emile Huchet (EH) 5 has been depending on coke gas deliveries from a nearby plant belonging to Coke de Carling (CdC). At the beginning of September CdC announced the definite close-down of the site by mid of October. As the risk had been already identified in April, BU France has already prepared the installations for the consumption of natural gas to ensure the availability of the EH 5-group. This will be delivered to Emile Huchet 4 and 5 by EET under the contract signed in August from October 1st onwards. With the new sourcing-scheme BU France continues to apply the europe.on-principles to its activities. The corresponding changes in spreads have already been taken into account in the MTP. Furthermore, a gas supply-agreement with EET for sourcing the two 430 MW-CCGT-blocks was accepted and approved by the supervisory board of SNET on August 27th. It ensures that gas out of the E.ON group portfolio will be delivered to EH for at least three years and by this creating additional value to SNET and the E.ON-group. The lifetime value of the contract amounts to approx. 495.6 m€. First deliveries are foreseen for October 1st 2009.
· On June 26th a term sheet with EET has been signed in order to settle the coal supply for BU France´s power plants in 2010 as the currently existing contract with EDF Trading will terminate at the end of the year. With a switch to EET as the coal provider BU France is expected to take over the coal logistics from EDF. 
· Activities of BU France - with a focus on the integration project - were reviewed by E.ON Audit for the first time. Key issues were the implementation of group guidelines, the setup of corporate governance including compliance and internal controls. The preliminary result of the audit showed no objections as the auditors agreed with the results and organization set up as well as with the proposed agenda for further implementation of corporate governance. Further amendments will become necessary in case of structural changes that BU France is facing due to internal (e.g. carve-out of trading activities to EET) and external events (e.g. acquisition of remaining 35%-interest in SNET). An external audit is currently performed by the French tariff regulator (CRE) in order to verify the cost base that has been declared in the demand for compensation. No results are known so far. 

c) Chances and Risks

· Concerning TaRTAM BU France received in July a compensation payment amounting to approx. 92.3 m€ for the 2nd trimester 2009 from the French power tariff’s regulator (CRE). As in Q1, the payment is exceeding the requested compensation, this time by approx. 4.3 m€. In total, BU France has received excess payments amounting to 81.0 m€ in 2009. The cash inflows have been used to repay existing credit lines and to even deposit cash (40 m€) within the E.ON group. However, the additional payments cannot be considered as earnings as no corresponding claims exist and are therefore expected to be called in by CRE at latest with the yearly settlement of compensations in the beginning of 2010. 

· Following the decisions taken by the Risk Committees of BU France, EEA and CC the hedging of the volumes bound in the clause de sauvegarde started on September 15th 2009 for the delivery years 2010, 2011 and 2012. It has been decided to have hedged 60 % of the spread for the delivery year 2010, 30 % for the delivery year 2011 and 20 % for the delivery year 2012 by December 31st 2009. Especially for the delivery year 2010 a marketing of more than 1,000 MW dark spread position could have caused a measurable impact on the market liquidity if the hedging had begun with a further delay. This could have led to negative consequences for the margin of BU France in the light of the White-transaction, as it transfers the hedging responsibility from EDF to E.ON.
· BU France was able to sign a contract with the French power grid operator (RTE) on guaranteeing to RTE a start up time of less than eight hours for the Provence 5-plant for almost the whole month of August and beginning of September. RTE needed this support in PACA (Provence Alpes Côte d’Azur)-region in order to ensure the grid’s operability. The contract will increase the margin by +0.9 m€. As a similar agreement was already signed for the month of July the cumulated margin from these non-expected operations amounts to +1.6 m€. Besides guaranteeing short start-up-times for Provence 5 to RTE BU France continued to sell more ancillary services to RTE than budgeted (+1.3 m€ in August, +4.5 m€ cumulated). 

· In the negotiations with the unions on the industrial plan designated under the abbreviation GPEC (Gestion Prévisionnelle des emplois et des competences), the drafts of several collective agreements were handed over to the labour representatives during a meeting on September 23rd. These documents as the framework of the foreseen GPEC-procedure and contain as well an agreement on the general social implementation of the industrial strategy and a proposal on the improvement of the employment rate of older employees (which is mandatory in France). As the unions are aware of the importance at stake they showed their interest in the negotiations, but nevertheless the overall situation is very tense. The discussion mostly concerned the measures of flexibility in the retirement dates and the early retirement plan. However, the negotiation process is still ongoing and the results will not be known before mid-November at the earliest. The next meetings have been scheduled for October 12th and 21st and November 16th. In the upcoming negotiations also a mobility agreement will be on the agenda.
· E.ON decided not to exercise the option to buy 10 % shares of Sorégies. Therefore Sorégies has a lack of financing to cover the premium payment for the 200 MW of its 25 years drawing rights. The worst case scenario would be if the Sorégies contract is breached, thus imposing a cash risk on the financing of EH 7 and EH 8 of 128 M€. A likely solution is that Sorégies needs to sell the option in the liquid timeframe (3 or 5 years) to a third party and asking for an up-front payment to cover the financing lack. SNET will probably act as an intermediary with the third counterparty due to a credit limitation for Sorégies, in order to put in place this mechanism through a back to back dispositive.
2. OPERATIONAL REVIEW
a) Generation
Safety:

· The overall SNET result is below the overall TRIF target (target 2009: 17). 

· The results for the sites are slightly better but are still very variable.

· Four internal accidents with a production stop where reported at Hornaing in 2009 (comparison: nil in 2007 and in 2008). An action plan has been set up to reduce the incidents.

· In Q3 the project “Safety Management System” has been kicked off. This project is based on the reference system OHSAS 18001 and aims for a certification in 2010.

· Currently management tools for displaying incidents, risk situations, dangerous events and security audits are set up. 
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TRIF: Total Recordable Incidents Frequency - The sum of injuries/occupational diseases resulting in fatalities, permanent total disabilities, lost workday cases, restricted work cases/job transfers (including medical treatment cases, excluding first aid). Only generation assets in commercial operation have been considered. 

Production:

· Within Q3 the Unplanned Unavailability was with 5.76 % in line with the set targets for the year 2009.

· During the summertime the generation volume was very low as 58 % of available capacities remained unused on standby.
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136,652  444,884  996,424  260,130  1,149,985  232,876  267,858  3,488,808 

Unplanned Unavailable in MWh

113,020  77,621  203,967  198,499  59,074  178,742  64,510  895,433 

Planned Unavailable in MWh

96,600  520,200  302,400  297,990  208,565  132,480  82,320  1,640,555 

Available on Standby in MWh

369,877  1,088,142  2,617,025  514,877  2,339,212  977,707  1,135,768  9,042,608 

External influence in MWh

0  16,317  12,372  11,870  28,320  6,764  5,880  81,523 

CEH4 CEH5 CEH6 PRO4 PRO5 HOR3 LUC3 SNET


· Unit 4 and 6 of the power plant Emile Huchet (EH) were in overhaul during Q3.
· Unit 5 of EH has finished the switch from coke gas to natural gas. This gas is used in three small gas turbines and also in the boiler during the starting process. The coke plant will definitively stop by the end of October.

· Unit 4 of Provence has had a longer overhaul as initially expected, with works on the generator and the steam feedwater pump.
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b) Power Sales/ Energy Management

· Regarding the power sales portfolio of E.ON Energie SAS (EFRE) the balancing optimisation has been taken over by SNET with effect of July 1st. A first analysis shows an improvement in the balancing costs. 

· On August 13th new power tariffs were announced by the French government after validation by the regulator (CRE). Power prices rose by 1.9 % in the blue, 4.0 % in the yellow and 5.0 % in the green tariff, while the TaRTAM-tariff remained unchanged. The modifications were justified by the necessity of corrections after splitting the grid costs from the supply cost, thus leading to a higher transparency of tariffs. The structural changes being performed at the moment prepare the ground for the Champsaur-system which should be discussed by the government at the end of year 2009 and which is expected to change the sourcing scheme by giving access to nuclear base-load to power sellers. The tariffs are monitored at least once a year in order to decide on an update. It has been recognized that customers remain reluctant to sign new contracts due to the continuing uncertainties regarding the future regulatory environment.
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c) Gas

· Until end of June, BU France could win several customers driven by available short-term volumes from ERG with an improved price formula in combination with optimization of additional storage resources that will be received on November 1st by BU France. Since then the market environment for BU France has worsened as a continuing gas bubble could be observed. This led suppliers to offers with a discount of up to 2 €/MWh in order to avoid take or pay-penalties in their long term sourcing contracts. Other suppliers offer prices directly linked to the spot market, independent of the size of the contract and even for longer durations of up to three years. A consultation of the customers confirmed that offers of BU France are systematically above the competitors' prices by 
up to 2 €/MWh. As a result BU France could not win any new clients since July and lost even existing customers due to non-competitive pricing.  
· E.ON France participated in the Expogaz 2009 that took place between September 15th and 17th in Lyon. The E.ON sales teams had a strong presence at the trade show that is organized by the French gas industry association every two years. More than 5,000 visitors were counted. This enabled E.ON France to demonstrate its ambition to develop its sales activities for gas and power in the French market and to highlight its position amongst the key players in the industry.
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3. INVESTMENTS
· The erection of the two 430 CCGT-plants at the Emile Huchet site (EH 7 & 8) remains on track. Commercial commissioning is scheduled for February 15th 2010 (EH 8) and March 15th 2010 (EH 7). In June the connection of the two power plants to the 400 kV-power grid has been performed by BU France and RTE as the grid operator. In September the blow of the auxiliary steam systems has been completed on both units. Furthermore the permission was given by the French authorities for the chemical water cleaning in a facility on-site and the control-building was handed over from Siemens to SNET. In addition a contract was settled between EFRE and EET making available gas transfer capacities between Germany and France to EET in order to ensure the sourcing of the new plants with gas out of the group’s portfolio already in the test phase, i.e. from October 1st onwards.
· On the Hornaing site the erection of the gas connection has been finalized. Additional works like building the transfer point were delayed to 2014 as the project has been frozen corresponding to the investment targets in the MTP 2010-12. Due to same reason no contracts have been signed with E.ON Engineering and the New Built Unit (NBU) in order to prepare a Gate II-approval. Nonetheless it was reasonable for BU France to extent the validity of the building permit until November 2010 as this was possible without any additional investments.
4.  SHAREHOLDINGS
· Regarding the funding of E.ON France E.ON Energie AG increased its share to more than 95 % by swapping the group internal debt financing set up for the acquisition of the 65 %-interest in SNET to equity as of September 30th. This was necessary as the tax ruling regarding the deductibility of the interest payments still has not been obtained from the French tax authorities. As E.ON Ruhrgas waived its subscription right its participation in E.ON France diluted to approx. 4 %.
· In June the six wind park projects within SNET have been merged into Aérodis. On October 2nd, the dissolution of four of them has been published. The dissolution of the subsidiaries has been agreed between SNET and ECR as there is only a need for two SPVs (Special Purpose Vehicles used for possible future transactions as e.g. divestments). It has also been agreed with EC&R to carve out the wind park of Léhaucourt, currently a branch of SNET, until the end of 2009 in order to be able to include it also into the virtual reporting scheme.
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Diagramm1

		Prior Year		Prior Year

		Actual/Forecast		Actual/Forecast

		Budget		Budget



Full Year

YTD

339.9

139.2

98.6

59.8



Tabelle1

				YTD		Full Year

		Prior Year

		Actual/Forecast		139.2		339.9

		Budget		59.8		98.6

		Delta 3>2		0		0

		Delta 3>4		Δ >100%		Δ >100%






