Activity Report Q1 2009
I. Major strategic topics
Among external factors on the French energy market strong dynamics of the regulatory system are expected to have a significant impact on E.ON France’s position. 
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In Q1 2009 two developments of the regulatory context should be particularly highlighted: 
a) Adaptation of the National Allocation Plan CO2

The French Government is currently debating with the European Commission the legacy of the cut in the free allocation of EUA2 quotas (passed into Art 8 French Fiscal Law for 2008, voted December 30, 2008, and Decree February 26, 2009, for 2009 implementation)- due to the fact that the general reserve for the new entrants has been set at low and non-realistic level.. However, also due to the overall weakening economic situation and political matters (European elections), it is more secure to assume that  art.8  will be implement  as it stands .This means applying the reduction for electricity producers: 2009 -10%; 2010 -20%; 2011 – 35%; 2012 -60%. For SNET this would mean a reduction of 6.4 Mt of free EUA accumulated from 2009-2012. SNET launched activities on regulatory, political and legal level in order to minimize negative impact. The BU France has filed a preliminary complaint to the State Council on April 26th. A complete complaint file will be lodged in the following three months, i.e. by end of July. 

b) Report of the Commission Champsaur
On April 25th the Champsaur Commission published its report on the future of the French power tariffs. The main recommendations are – regarding upstream – to provide a regulated access for all suppliers to nuclear base load from EDF proportionately to the customers portfolios at a price fixed yearly by a Regulator based on cost of historical nuclear fleet. Regarding downstream, all suppliers should make offers to all customers, combining this regulated base load and market peak load. The existing tariffs either continue (certainly for the blue tariff for households) but are progressively priced with the base load and peak load components as described, either disappear. The French Government might be cautious when drafting a law on the future tariffs, expected already for a debate in autumn 2009, as these proposals will open a strong debate. The European Commission might be reluctant to accept the destination clause which shows in the regulated access to the upstream.

From a strategic perspective Q1 was dominated by the development and communication of the industrial plan. The industrial plan underlines the ambition of E.ON France for growth in the French market while the global financial crisis needs to be taken into consideration in the investment plan. E.ON France will strive for a balanced generation portfolio with focus on CCGT, nuclear, renewables and clean coal. The decommissioning dates for the existing coal plants due to the European directive GIC and technical and economical constraints were specified. The CCGT projects in Hornaing, Lucy and Lacq will be kept as options, while the CCGT project in Gardanne will not be pursued. The consequences of this transition phase for the employees will be managed in the forecast of employment and competences (GPEC). 
The industrial plan was presented to the Central Workers Council (CCE) on March 25th and to the Conseil d’Administration on March 26th. These presentations were accompanied by communication activities to other internal and external stakeholders (including press). A crisis committee responsible for the ongoing follow-up of the communication of the industrial plan and quick reaction in press and in internal relations with trade unions was set-up. Following the communication of the plan industriel in the end of March the resulting social tensions led to several strike announcements covering all sites. Thanks to various established local contacts and relations and due to the fact that on site-negotiations were held most of the strikes could be avoided. Only the Gardanne site was affected on April 2nd when approx. half of the staff stopped work, most of them for only half a day.
Beside the further evaluation of the CCGT projects the diversification into hydro and nuclear generation capacities have been identified as major strategic levers. Significant capacities in hydro power generation will be open for competition during the renewal process for concessions. E.ON France set-up a joint project team with E.ON Wasserkraft. The joint participation for the first tender processes is currently in preparation. In nuclear the French government announced end of January 2009 the construction of a second EPR in Penly. EDF is in charge for developing the project with other partners. For this reason E.ON set-up a negotiation team in order to evaluate and negotiate a potential participation. 
II. Set-up of Business Unit E.ON France
End of March 2009 the implementation of SNET integration project was well advanced. For this reason the responsible Steering Committee decided to close down the project organization and complete the remaining implementation activities in the responsibility of the established line management.
With the closing of the integration project the set-up of the Business Unit was completed. 
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III. Results
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Comment:
EBIT +38 % higher than forecasted
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Comments (prefix corresponding to EBIT-effect):
· PPA has not been finalised yet, however effects might not deviate strongly anymore as models are stable.

· Gross margin heat derives from fully consolidated activities in Bialystok, Poland. Negative FX-effects (-1.4) on gross margin are partly offset by corresponding FX-effects on costs.

· Lower fixed costs are mainly due to other fixed costs down by +6.6 m€ due to several minor effects, e.g. reversal of provision +2.0 and cost reductions across all activities.

· In Q1 already +3.8 m€ of the requested +7.3 m€ cash effective cost savings were realized. 

IV. Market trends and business:

a. Power Sales (Wholesale) and Energy management
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Due to very low market prices the naturally mid merit production of SNET is out of money. The consequences are a very important reduction in terms of production. The price market reduction has specially impacted the march month production. 
As a natural consequence of low market prices, EdF has reduced the exercise of it option to a record level (the lowest from 2003). Due to the very low level on coal and fuel production, Snet has found some opportunities in the balancing mechanism (increase the margin vs the budget of 70%)
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Despite the atypical low production, SNET reach the margin of the budget due to an adapted hedging strategy blending long term sales, buy back of position and the arbitration of the EdF option exercise. 
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b. Sales (Power Retail)
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The economical crisis has impacted in EFR’s clients demand. It is possible to estimate in a roughly 10% the reduction on clients consumption.
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On Q1, the gross margin is higher by 2.7 M€ regarding the budget due to a positive impact from the 2008’s closing.

The conclusion of Champsaur Committee and the expectation created on industrials clients has freeze the retail activity. The market is waiting for transposition of Champsaur guidelines [image: image10.emf]0
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and do not look for immediate supply based on liberalised market prices. In any case, EFR has concluded some short term contracts with clients as Areva, Group Soufflet, Soregies or Ori Industrie. 
Regarding sales activities of E.ON Energie S.A.S. (EFRE) in the first quarter 2009 approximately 300 GWh of Power have been sold compared to a budget of 508 GWh. The reduction is mainly due to restricted sales activities in 2008 caused by the reorganisation before integration into BU France.
Integration process

Snet and E.ON Energie activities have well advanced in the integration process leading the following principles:

· One team 
· One face to the customer

· Dual fuel approach : gas and electricity

The target is to accomplish the integration process for July.
c. Gas Sales

Overall sales and purchase volumes are slightly over the budget (3.7 TWh compared to 3.6 TWh): Sales volumes for business customers are well above budget as weather effects were not displayed in the budget whereas sales volumes for distribution partners are below budget as acquisition of new distribution partners will not take place before beginning of the gas year 09/10.
On the overall year a minor impact from the economic crisis on gas consumption is expected amounting to approx. 3% of the forecasted volume of 10 TWh. This is due to the specific industry group spread in EFRE portfolio (i.e. few customers from automotive and chemical industry) whereas GRTgaz reports a overall impact of -12 % on gas consumption in France.

Purchase costs are mainly paralleling the sales revenues with a minor upside due to volume increase and a strong downside as a result of oil price decrease since summer 2008. However the resulting margin is compared to the budget of +1.9 m€ down by approx. -0.8 m€ to +1.1 m€, as aperiodic effects have to be accounted (-1.2 m€).
Arbitraging opportunities between NCG and PEG, developed in cooperation with EET and ERG, have led to significant volumes in March and April, but are no longer attractive at this time. 
d. Generation

Safety
At 1st of February, EFR nominated a Safety Manager with the first main target to elaborate, in accordance with the CoC safety Topic’s, a specific Safety Implementation Plan, to finish at the end of June. 

During the Q1, EFR has adapted the reports and Safety statistics to E.On Standards, with the introduction of LTIF and TRIF indicators. The 2009 safety objective has been fixed on a TRIF target of 17. 
At the end of Q1, we can regret four accidents in Snet Plants which raise the TRIF at 11,2.

Operation

Later these three months, the production level is lower than the budgeted with a final output of 1844 GWh that means only 55% of the budget. Especially in march, due to market prices under coal strike price, the production has arrived only at 204 GWh instead of 1.000 GWh. 

This minor production leads to a high coal stock of 8.500.000 kTh, instead of 4.800.000 kTh last year. The coal stock has been partially hedged by Swaps.

Unplanned unavailability was slightly higher than previewed, 6,8% instead of 6,5%.  The blockage of dust separator in Emile Huchet 4 with 1 week of unavailability or some problems with tubes leaks on the 600 MW boiler of Emile Huchet 6, are the most important events.
Environmental criterias (Sox, NOx, dust) were fully respected. 
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