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1. Key Facts

· The first official meeting of the group workers council after the announcement of the industrial plan took place in mid of June. The main topic was the intense discussion of the report on the “plan industriel” provided by SECAFI, an auditing firm chosen by the trade unions. Furthermore the intended acquisition of the remaining 35%-share in SNET-shares, currently held by EDF and Charbonnages de France, was announced. The consequences of the implied loss of state influence in SNET are seen negative because of a loss of public protection. Due to this and the planned carve-out to EET, merger of sales activities and functional empowerment, unions already announced intensive reactions for the period after the summer break.
· Negotiations with the trade unions about the profit-sharing scheme (“intéressement”) for SNET were successfully conducted without social conflicts. The criteria and objectives have been defined for the period 2009 to 2011. The level of achievement of these objectives will determine the amount of the company-performance related bonus for each employee. The agreement has to be renegotiated every three years.

· On July 1st the 65%-shareholding in SNET has been transferred from E.ON Europe (former Endesa Europa) to E.ON France S.A.S. This group-internal transaction has been financed 100% by debt in order to maintain as much flexibility as possible regarding a possible outcome of a tax ruling regarding the deductibility of interest expenses in a tax grouping of EFR, EFRE, EER and SNET. The final decision of the French tax authorities is awaited within the next three months. The purchase price for the 65 % will be adapted to the lower of the price deriving from the Purchase Price Allocation under IFRS (PPA) or the price of a possible acquisition of the remaining 35 %.
2. Business Review 

a) Analysis of results by end of June 2009

Adjusted EBIT in m€
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	January to June 2009

	
	Prior Year
	Actual*
	Budget

	Turnover (m€)
	n.a.
	784.2
	1,230.0

	Sales Electricity (GWh)
	n.a.
	7,714.6
	11,689.2

	Sales Gas (GWh)
	n.a.
	5,245.0
	7,229.0

	Employees
	n.a.
	1,093
	1,105


.


Adjusted EBIT

· The overall deviation of +16.6 m€ in adj. EBIT is mostly driven by changes in fixed costs (+16.5 m€), whereas the budget deviation in gross margin is almost negligible (-2.8 m€). In addition the result from participations has increased by +2.9 m€ as Altek and SEE are performing significantly above the budget and following its deconsolidation Surschiste is accounted as affiliated company, i.e. its dividend is taken into account.

· However some important changes of gross margin in the different portfolios have to mentioned, e.g. an increase in the Bialystok power portfolio (+7.0m€), offset by the margin in the corresponding heat portfolio (-9.0 m€) mostly due to cost reallocations.

· Fixed costs are lower mainly due to lower other operating expenses (‑7.9 m€) as a result of reversals of provisions and the deconsolidation of Surschiste. Furthermore depreciation have decreased by 4.0 m€ as a result of longer lifetimes besides the deconsolidation. Costs of personnel are lower by ‑2.5 m€ mainly due to the delayed employments.

b) Highlights:

· As a result of lower economic generation and therefore higher specific generation costs which serve as a cap for restitutions in the sales portfolio BU France might be able to generate an additional effect besides the cost compensation. Currently an extra profit of +29.0 m€ can be expected and has been included in Forecast 2. It has to be noted that this margin is highly volatile as depending primarily on spot market commodity prices.

· With effect of July 1st major services for the EFRE power sales portfolio which were rendered by EVD in the past have been internalized thus allowing BU France to generate cost effective synergies of up to +0.3 m€ p.y.

· On June 26th a term sheet (MOU) 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.

c) Chances and risks

· Regarding the industrial plan (“plan industriel”) published in the beginning of March, first top-down estimations of the relevant social measures have been set up. The current estimation for the overall need of provisioning and depreciation amount to -42.5 m€, which have to be included in the Forecast 2 as non-operative result. The shut-downs scheduled for the end of 2012 will impact an effective workforce of approx. 340 FTEs. The reduction should be achieved by the estimated fluctuation within the existing workforce as a retirement of approx. 340 employees is expected until the end of 2015. However different measures will have to be taken to align both developments, amongst them the extension of the employment period for the staff members who would leave before end of 2012, the reduction of the employment period for the staff members who would leave after 2012 and the improvement of cross regional mobility for the staff members who would not retire before the end of 2015 and are working on those sites whose closing is planned. In addition, the abandonment of the CCGT project in Provence will produce 1.3 m€ write off. The provisioning in the IFRS-accounts needs to be performed within the Q4 when measures will be communicated to the work unions after a detailed bottom up-analysis. A negotiation with the unions will follow.

· BU France has been informed that Cokes de Carling (CdC) intends to stop its production earliest by October 1st, 2009, due to the reduction they are facing in their overall demand. CdC is delivering furnace gas to Emile Huchet 5 (EH 5) plant and is at the same time one of the power sales clients of SNET (sales contract ending Dec 31st, 2009). BU France faces for 2009 a risk amounting to -1.9 m€ in generation margin and up to -0.75 m€ of bad debt in case of insolvency of CdC due to unpaid electricity bills. For 2010 the expected loss in generation margin has been valued at approx. -1.9 m€. At the end of June CdC has announced a reduction of the gas supply to BU France by 50 % in July. Already before any official announcement by CdC, countermeasures have been incepted, especially by preparing EH 5 for a immediate switch from furnace gas to natural gas. These works have been almost finalized.

· Following a decision taken by a ruling on February 12th on European Council´s directive 2003/96, ECB Bialystok has presented to the fiscal authorities in Poland its declaration of unduly paid excise tax for the years 2006 to 2009 amounting to +26 MPLN (approx. +5.7 m€). A decision on the refunding is awaited for mid of August.

· The decision not to exercise the option to acquire a 10%-share in Sorégies for approx. 22 m€  has been communicated to Sorégies’ management. In the consequence Sorégies indicated a corresponding lack of financing regarding the 128 m€-upfront payment for the 200 MW Virtual Power Plant-contract. This sum has to be paid to SNET with the commissioning of the two 430 MW-CCGT-plants in early 2010. These works will be finalised by end of August. 
· At the end of June, Snet has renounced to a purchase an option that allowed acquiring 10 % of the shares in Sorégies with an exercise price of 22 M€. In the following communication Sorégies announced to have difficulties in finding the additional financing needed to cover the second payment due lack of the cash inflow 22M€, because the existing credit line was calculated on the hypothesis of an exercise of the option. In consequence, there is a risk of cash flow reduction of 22 M€.

Regarding the credit risk assessment of Sorégies we can state that the Coface notation is of 12/20 @@@. The financial indicators for this company (based on 2007’s annual report because 2008 has not been published yet) are comparably strong with an equity of 309.2 M€. The provisions are of 27.4 M€ and the debts are of 62.4 M€ thus an equity ratio of 77.1 %. However the net result of 2007 was only 4.9 M€ compared to a turnover of 148.9 M€.

Therefore the need for an external financing is obvious
3. Operational Department/ sales

· Sales: In comparison to the last month in which no significant customer movements were registered, power and gas sales could win 11 new customers / sites in June. 
· SNET sales won 45 GWh of non-indexed volumes and 190 Gwh (Rhodia) of indexed volumes for delivery in 2010. For 2011 the customer Ysco was won with a consumption of 17 GWh (non-indexed). At the same time only one customer was lost by SNET (18 GWh). 

· EFRE power sales won Ineos Sarralbe as a customer for delivery in 2009 and 2010 (annual consumpion 115 GWh). The physical delivery started on the 1st of July and the contract was signed for the TaRTAM period only.

· EFRE gas sales was successful and several new contracts were signed amounting to a sales volume of more than 2 TWh for delivery in 2009 - 2011. Customers are Cofely (Inco, CCC, Prouvy), Dalkia (Gensel), Soccram (Ivry, Chenove, Dole). An improved short term formula from E.ON Ruhrgas combined with the optimization of recently acquired storage resources was the key factor within this process.

· In the last days of the month the market environment for BU France has worsened as a continuing gas bubble could be observed which 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.

· From 1 July, backoffice services provided by EVD to EFRE power sales will no longer include pricing, sourcing and spot optimisation as these will be rendered internally. However EVD will continue to be the sourcing channel for the EFRE power portfolio and as such will execute EFRE sourcing orders and inject corresponding electricity in EFRE balancing circle. 

· However, the ongoing adjustments of consumption by existing customers diminish the overall increase of contracted volumes. Additionally, power costumers still remain inert due to the uncertainty about the recommendations of the Champsaur Commission.

· The current level of contracted gas volumes stays relatively low and represents only 51% / 21% / 9% of the original MTP 2009 - 2010. The corresponding level of power volumes (Total SNET + EFRE) represents 94% / 39% / 18% of planned volumes.
4. Investments

· The erection of the two 430 CCGT-plants at the Emile Huchet site (EH 7 & 8) remains on track. In June the connection of the two power plants to the 400 kV-power grid has been successfully performed by BU France and RTE as the grid operator, with relevant tests already completed for unit 8 by mid of June.

· BU France is renegotiating the conditions of the rental option at Le Havre with the port authorities in order to encounter the fact that the planned carbon capture-site might be commissioned not before 2020. 

· At the Hornaing site the preliminary works for a possible CCGT-project are continuing: On June 24th the retired cooling tower has been blasted. Furthermore GRT, the French gas grid operator, has already installed 15 out of 32 kilometres of pipeline connection needed for the site. The commitment for the construction of the outstanding 17 kilometres is firm, 19 Mio. out of the total amount of 21 Mio. € have been already paid.
· ECB Bialystok received from its supervisory board the approval for the investment into a heat accumulator that will increase the plants´ flexibility and allow a more valuable marketing of power. The overall investment is estimated to be approx. 21.75 MPLN (approx. 5.0 m€), thereof approx. 0.5 MPLN (approx. 0.1 m€) in 2009. The approval in June allows ECB to receive a subsidy of approx. 6.4 MPLN (approx. 1.5 m€) from the European Environmental Fund that will be contractually fixed in July.
5. Shareholdings

· The merger of six wind park project companies into Aérodis has been concluded successfully on June 2nd. With the new structure EC&R, who are reporting the wind business following the virtual concept, will be able to reduce administrative costs. It has also been agreed with EC&R to carve out the wind park of Lehaucourt, currently a branch of SNET S.A., in the second semester in order to be able to include it also into the virtual reporting scheme.
· ECB Bialystok paid to its shareholders the dividend for the year 2008. The total payment was 26 MPLN (approx. 5.9 m€), thereof 17.9 MPLN to SNET (approx. 4.1 m€). 
· Generation Poland: Focusing on high efficiency and the reliability of the new biomass installation led to reach an availability of 92 % in June. This allowed to generate more green certificates than budgeted ( +2,3 MPLN, + 5075 MWh) and therewith partly offsetting the negative impacts of a decrease and heat and electricity production due to lower market prices and demand. In PLN the actual EBIT for Q2 exceeds the budgeted one by 8 MPLN. However, it includes the sale of CO2 regular operations (energy and heat sales) are below budget on 1,8 MPLN, resulting from incoherence between relatively expensive fuel and electricity prices affected by market decline. However, performance presented in EUR is negative compared to budget, as a result of significant rise of PLN/EUR exchange rate.

6. Production

· Generation and Portfolio Management France: BU France was able to conduct more favourable deals in the market for balancing energy. Unplanned unavailabilities in the month of June have been comparably low with 2.1 % (compared to budgeted 6.5 %), while planned outages were significantly above the average due to important revision works at EH 5 and Provence 4.
· Safety
[image: image2.emf]6,5

18

28,9

18

32,1

12

31,0

12

17,417

0,0

10,0

20,0

30,0

40,0

50,0

60,0

Safety data TRIF Q2 2009

Own employees

6,8 21,0 42,9 16,9 15,9

Agency staff

5,9 46,3 0,0 53,5 20,3

TOTAL

6,5 28,9 32,1 31,0 17,4

TARGET 2009
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The safety results are very variable, with good results on the site of Emile Huchet and more problems on the three other sites.
A major problem is the safety culture of the contractors.
The 2010 action plan will go in direction of a certification of the new contractors and in the future all contractors will be certified.
· Production 
The production at Q2 is lower than the budget with 2,4 TWh and a budget of 4,5 TWh over the 6 first months. The production of April to June is 0,6 TWh for a budget of 1,2 TWh. It represent an average of 1750 h for the french fleet.
The low production gives a low Unplanned Unavailability during the three last month. During this period they are a lot of overhauls: EH5, Horning, Lucy, Provence 4 and 5. (Overhauls = Planned Unavailability)
Two major unplanned works during the general overhauls of EH5 and Pr4 :

· EH5 : problem with the HP and LP cylinder splits 
· Pr4 : blade problem on the steam turbine of the feed water pump
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Generation analysis Q2 2009 in %

Net Generation volume in %

21,8% 21,1% 25,8% 23,8% 28,3% 17,8% 18,4% 23,8%

Unplanned Unavailable in %

16,6% 0,7% 6,7% 4,7% 0,9% 10,3% 1,1% 4,4%

Planned Unavailable in %

2,2% 29,1% 0,0% 33,3% 8,1% 12,7% 7,7% 11,4%

available on standby in %

59,5% 48,7% 67,0% 34,5% 60,8% 58,4% 72,3% 59,2%

external influence in %

0,0% 0,4% 0,5% 1,3% 1,1% 0,8% 0,6% 0,7%
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Diagramm1

		Prior Year		Prior Year

		Actual/Forecast		Actual/Forecast

		Budget		Budget



Full Year

YTD

118.8

62.8

98.6

46.2



Tabelle1

				YTD		Full Year

		Prior Year

		Actual/Forecast		62.8		118.8

		Budget		46.2		98.6

		Delta 3>2		0		0

		Delta 3>4		Δ 36%		Δ 20%






