EKW EEH-Vge

25.06.2009

Financing models for New built asset projects
(Summary of EEA board presentation at june 8, 2009)

1. Status Quo and point of departure:

· Growth story to capital market in 2007: various projects initiated

· Liquidation restriction above targeted debt factor 3,3

· Actually reduction of MTP investment plan

· ExCo task to EEA dated april, 21st: development “partner concepts” for CCGT at Gönyü and Malzenice, 110 MW coal at Staudinger and Antwerp
· Liquidation procurement by third party investors (no bank grants or bonds), “key figu-re neutral off balance construct” (IFRS), anti-trust restrictions if strategic partnership
· financing models can justify realisation of strategic asset projects regarding 
liquidity restrictions. Higher associated costs (interest rate equity capital, handling fee) can be justified.

2. Requirement on financing models:
· Despite higher costs capital costs + 1% (=hurdle rate) have to be earned at least 

· Off balance construction and therefore no debt increasing
· Guidance construction, operation and commercialisation by E.ON

· Unlimited capacity access by E.ON (ideally, but no “deal breaker”)

3. Additional financing models in case of non-system asset (residues, heat, biomass):
· Differentiated adaptability for system and non-system assets

Overview models A-D:

· Model A: E.ON minority shareholder & strategic partner majority shareholder:
i. Primary target: electricity commercialisation (at cost) according shares

ii. Asset operation by strategic partner (historically not interesting but new evaluation necessary; model A might in the future not only be interesting for EKK, but also for others)
· Model B: E.ON minority shareholder & financial investor majority shareholder:
i. EEA is formally minority shareholder; asset guidance and 100% energy 


commercialisation by E.ON 
ii. Exit option for financial investor (e.g. put-option, corporate law dismissal)

=>
generally on balance (no balancing advantage compared to trad. financing)

· Conclusion:
Model A is historically viewed by energy-market not so attractive 
(portfolio-effect) but has to be re-evaluated. 

Model B is generally unattractive regarding balance effects but 

might be in special case re-evaluated (with low probability)

· Model C:
E.ON and strategic partner 50/50

i. 50/50 vote rights and capacity access

ii. Asset operation at market costs ideally by E.ON


=>
In case if no real advantage/disadvantage for E.ON, asset covering by equity method

=> external asset society financing almost practically not covered by group balance
· Model D:
Mixed model (E.ON & strategic partner & financial investor):
i. EEA and strategic partner in each case equal minority companions (e.g., 30%) and 


additional (generally limited in time) participation finance investor (en) (e.g., 40%)
ii.
Operation management ideally by E.ON

Stream utilisation E.ON and strategic investor equally after respective participation 
rate (e.g., 50%)

iii.
Climbing out option for finance investor; 
=>
like Model C, indeed, with additional liquidity discharge (spez. per MW)
· Result:
Model C and D can be attractive from energy-economic and IFRS 
KPI view. (Model D if necessary with additional liquidity discharge)

Additional financing models for Non-System-assets at the example of the EEW models
Essential model signs from the point of view of EEW:

· General contractor contract for investment construction

· Operation management

· No electricity utilisation right and risk

· Partial waste delivery by EEW

· Backup-reserve establishment and company (contract fulfilment guarantee = indebtedness with EEW)

· No society-juridical participation at residue treatment (partial Put option)

· Shareholder company society
· Result: Limited transferability on system power stations, however, if necessary 
 on EEP projects (e.g. Sludge projects).
 Essential difference: EEW has no stream utilisation right (commercial   

 model) and is not an owner of the arrangements
4. Suitability power station type as a function of complexity and to regional differences – 

In general

· Basic principle: Securing of operational leadership by E.ON during all phases (planning, construction, operation and commercialisation)
· Thesis: Promoting problems may occur with rising complexity of energy related issues 
(“base load easier than peak-load”).
· Exclusion: Nuclear power plants 
Suitability power station type as a function of complexity and to regional differences – 

Result:

· Only strategic partners are appropriate for asset JV

· Shares in small generation units (CCGT, biomass, waste burning) and medium size 

hydro power plants could be a primary interest for financial investors.
· Lignite, hard coal and medium size hydro power plants are appropriate for both groups 

and can also be used for portfolio effects.
5. Management Summary:
· Actual decision:
A partner model has to be developped for Gönyü, Malcenice, 
Antwerp and Staudinger
· Particular case assessment indispensible: 
Identification of an ideal model for all 
asset types and constellations is not possible. Isolated case audit necessary.
· Strategic partner almost generally indispensible: Majority of the risks and chances (among other things maximum 50% of the electricity realisation, no enterprise guidance, …) may not lie with E.ON, i.e. a strategic partner is required generally, however, if necessary isolated case audit necessarily (if necessary cartel-juridical restrictions)
· Keeping options: Projects can be realised if necessary by the integration of partners, the E.ON would otherwise stop. Protection of enterprise options for E.ON if necessary also without majority position possibly, however, can be critical call / Put-Option under balance aspects.
· Short-run cash-effect: Nevertheless, immediate Cash influx by de-investment of shares or assets possible, do not see in the focus of this analysis. In the other course control Cash influx by chronologically optimum progressive rate of several projects
6. Further steps and decision proposal:
· In the context of the ExCo order in EEA from the 21st of April the departments U, IT and CK- under leadership of U - asks for the projects Gönyü to co-ordinate Malzenice, Antwerp and traffic jam things, together with the respective project management, the search for a partner and to move.
· In reasonable isolated new built assets cases the feasibility of one of the presented financing models can be checked.
The board notices the presented financing models and is asked for approval. 

