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E.ON C&R CE: Caulières wind park project, France
Investment Decision Paper (Final Approval)
Executive Summary

1. This paper requests Final Approval for the investment in the wind park project Caulières in France. The project consists of 7 GE 2.5 XL wind turbines with an overall capacity of 17,5 MW. This paper requests sanction for an investment of € 29,3 m (excluding Interests During Construction (IDCs)) at project level in the years 2009-2011. Net investment at E.ON group level is € 22,9 m because EC&R already paid € 6,4 m advance payments for the turbines to GE. 
2. The Caulières project is 100% owned by E.ON Energies Renouvelables SAS (EER), now a subsidiary of E.ON France SAS (EFR). EER is not consolidated within EC&R CE. Since 2003 the project has been developed from a greenfield status to ready-to-build in 2009. The approval for the development of the project was obtained from E.ON Kraftwerke GmbH in 2003. 
3. France is a focus country of EC&R. The Caulières project is part of the EC&R-CE growth strategy for France and secures reaching the related targets. The project is included in EC&R CE MTP.
4. In the base case this investment will deliver a NPV at WACC of €3,8m and an IRR of 8,0% which is +0,7% above the project hurdle rate of 7,3%. The scheme will be ROCE enhancing from late Q4 2010 onwards.
NPV at WACC of 6,3% = €3,8m
	
Year
	2009
	2010
	2011
	2012
	2013
	2014

	EBIT €m
	0,0
	0,5
	2,4
	2,4
	2,4
	2,4

	Net Income (before interest) €m
	0,0
	0,4
	2,2
	2,3
	2,2
	2,3

	Investment at EER level €m
	9,9
	19,0
	0,4
	0
	0
	0

	   Net investment within E.ON group €m*
	3,5
	19,0
	0,4
	0
	0
	0

	Equity ratio 25% at EER level €m
	2,5
	4,8
	0,1
	0
	0
	0

	Cash flow at EER level €m
	-9,9
	-18,7
	3,0
	3,4
	3,4
	3,4

	Capital Employed at EER level €m
	5,0
	19,5
	28,7
	27,7
	26,6
	25,4

	ROCE %
	0,0%
	2,3%
	8,3%
	8,7%
	8,9%
	9,4%



* Takes into consideration that EC&R already paid € 6,4 m to GE as advance payments in 2007 and 2008.

5. According to the usual procedure in France, the sites for the wind turbine generators (WTG) are secured by land lease promises, final land lease agreements will be closed until Jan 2010. The original building licenses were received in 2008, the modification to be able to use GE turbines was received in May 2009. The grid connection was secured in 2008 via a grid connection proposition (PTF). 
6. The project is a key opportunity to place turbines out of the GE 38 frame contract of EC&R. Currently, there is no alternative project to place these 7 GE 2.5 XL turbines. The project WTG contract, i.e. the assignment of 7 out of 38 GE turbines to the project Caulières, is currently negotiated and should be signed by June 2009 to secure delivery and erection of the turbines as soon as possible (planned mid 2010).

7. The Caulières project proposal is a strategically and financially attractive investment for EC&R. We recommend approval for the investment sum of € 29,3 m (excluding IDCs) at EER level.
Background / Project Description
8. Location: The project is located in the North-West of France in the Region Picardie, department Somme, close to Amiens. 
9. Wind yield: Wind was measured on site over 40 months at up to 40 m height. Two wind assessments have been carried out, one by Valorem and one by Cube Engineering. A third wind study was not assigned because the net P50 value of both studies deviates by less than 0,5%, and uncertainties are very low with 12% and 9,4%. The mean wind speed at hub height is approx. 6,8 m/s. The average net P50 value of the two wind studies shows 2.737 net full load hours for the GE 2.5 XL incl. losses. A further reduction of 4,6 % is applied to account for grid constraints leading to a base case assumption of 2.610 net FLH. The 4,6% safety-cut consists of 4,1% for a preventive shut-off during a period of 23 days in summertime based on average production per day of that period and 0,5% for limitation of the 5 WTG sub-park to 12 MW.
10. Development: Since 2003, the Caulières project was developed as a greenfield project by EER. The main development steps of the project were:

· 11/2006: Building license application filed (Nordex N 90)

· 06/2008: Initial building license granted (Nordex N 90)

· 12/2008: Grid connection proposition (PTF) signed (GE 2.5 XL)
· 05/2009: Modification of building license granted (GE 2.5 XL)

11. Land use rights: Land lease contracts for all the WTG sites, internal cables, access roads and crane areas have been secured through lease promises between EER and the land owners. This is the normal procedure in France because the park layout has to be included in the final land lease agreements and is not known before granting of the building license. The land owners have been contacted and are willing to enter into final lease and easement agreements with an initial period of 30 years and two prolongation options of 15 years each. EER will exercise its call options for final land leases and easements in June 2009. Final lease and easement agreements will be closed until Jan 2010. The risk that a farmer will not comply with the call option obligation is very small and manageable. Land rights for external grid connection are handled completely by the distribution grid operator ERDF who benefits from the legal right to cross public land with grid cables in these cases. The 9 km grid connection line crosses four communities along public roads mainly.
12. Licensing: Building licenses have been requested and obtained for 7 turbines and two delivery stations. Initially the license applications matched the requirements of Nordex N 90 turbines. Therefore, a modification of the building licenses was applied for to suit the requirements of the GE 2.5 XL turbine type. The final building license was granted in May 2009, and the recourse period will then end in August 2009. 

13. Grid connection: The grid connection proposition (PTF) was signed with the distribution grid operator ERDF in December 2008 fixing the technical and financial conditions of the grid connection. The price of € 1,2 m is fixed within a range of +/-15%. ERDF will provide the final grid connection contract (“Convention de Raccordement”) until end of 2009 fixing the final price and detailed conditions. After signing, grid connection works are stated in the PTF with 5 months. Therefore, the grid connection is expected until August 2010 at the latest. ECR CE is following the process closely in order to avoid any extra delay.
14. ZDE (Wind Development Zone): In 2007, EER secured the feed in tariff (FIT) for 5 out of 7 sites, as the old FIT was limited to wind farms with 12 MW maximum. Under the new regulation of July 2007 a ZDE is required to apply for the FIT also for larger wind farms. A ZDE was requested in June 2008, it is in instruction since March 2009. Assignment of the ZDE is expected until Q1/2010. (see 26.b for risk assessment).

15. WTG contract and CAPEX: The wind farm is planned for GE 2.5 XL wind turbines with a rated nominal power of 2,5 MW, 85 m hub height and 100 m rotor diameter. EC&R CE sees this project as an opportunity to allocate 7 WTGs out of the GE 38 frame contract of EC&R which must be allocated until August 2009. The project WTG contract with GE should be signed and closed until June 2009 to secure turbine delivery at the earliest possible date in June 2010. The WTG contract accounts for € 22,8 m (incl. 1% contingencies for transportation mainly). The price for the grid connection stated in the PTF is € 1,2 m (decrease is expected thanks to a drop in copper prices). EC&R CE Development and Implementation costs account for € 1,8 m (only decrease expected). For the remaining construction work a tendering process will be conducted in H2/2009. Currently, the remaining CAPEX assumption is based on an unbinding offer with total contingencies of € 0,7 m (20 % of remaining CAPEX). The start of the first construction works on site is expected for Q1/2010, and the start of commercial operation is scheduled for Q4/2010.
Strategic Fit with E.ON Group Strategy

16. EC&R has ambitious growth plans for Central Europe in order to fulfil the overall renewables agenda of the E.ON group. Therefore, EC&R CE develops a large pipeline of projects in France to be constructed in the upcoming years.

17. The Caulières project is part of the EC&R CE growth strategy for wind power in France. It is key to fulfil the strategic growth target for France in 2010. 

18. As one of the first projects to be implemented in France, the Caulières project improves EC&R CE’s experience in the area of development as well as in the implementation of projects.
Financial Summary
19. Main assumptions

	Assumption
	Value
	Comment

	Total investment:
	€29,3 m
	Investment sum at EER level excluding IDCs 

	Investment cost per MW:
	1,68 m €/MW
	€ 1,30 m / MW for WTG (excl. foundations)
€ 0,17 m / MW for infrastructure

€ 0,11 m / MW for electrical engineering

€ 0,10 m / MW for DIO and external services

	Load factor (net):
	29,8 %
	2.610 FLH net (P50) incl. losses and safety cut

	Annual generation (gross):

	50.634 MWh
	P50 average of Valorem (25/08/06) and Cube (14/10/08) yield surveys

	Total operating cost (OPEX):
	18,9 €/MWh/a
	Nominal 25 yrs average including all operational costs according to EC&R CE OPEX standard “GA42” (derived from own portfolio experience)

	Years in operation:
	25
	Final land leases to be closed for 30yrs

	WACC after tax:

	6,3 %
	EUR-basis

	Hurdle rate:
	7,3 %
	EUR-basis

	Tax rate:
	34,43 %
	Corporate income tax

	Tax credits:
	Accelerated depreciation
	Depreciation of approx. 95% of total invest in first 12 months

	Assumed achieved power price:
	89,1 €/MWh/a (nominal average)
	Feed-in tariff in first 15 years; EEA LTM (Sept 2008) in last 10 years (selected scenario: Climate Concerns – 10% balancing discount)


20. Based on the base case assumptions, this project will deliver a NPV @WACC of €3,8m and an IRR of 8,0% which is +0,7% above the project hurdle rate of 7,3%. The scheme will be ROCE enhancing from 2010 onwards.
21. Scenario analysis - sensitivities of the key value drivers

	Sensitivity
	NPV impact
	IRR impact

	+ 10 % change in specific investment costs
	- 2,2 m€ [1,6 m€]
	- 1,0% [7,0%]

	- 10 % change in loadfactor or €/MWh income
	- 2,7 m€ [1,1 m€]
	- 1,2% [6,8%]

	+ 10 % change in specific operating costs
	- 0,6 m€ [3,2 m€]
	- 0,3% [7,7%]

	6 months delay
	- 1,2 m€ [2,7 m€]
	- 0,6% [7,4%]

	Electricity price scenario: Unabated Growth (UG)
	- 1,1 m€ [2,7 m€]
	- 0,4% [7,5%]

	Electricity price scenario: Green World (GW)
	- 0,7 m€ [3,1 m€]
	- 0,3% [7,7%]

	Electricity price scenario: Gas Future (GF)
	- 2,8 m€ [1,0 m€]
	- 1,1% [6,8%]

	No ZDE - electricity market price for 2 WTGs
	- 3,4 m€ [0,4 m€]
	- 1,5% [6,5%]

	Tax consolidation
	+1,6 m€ [5,5 m€]
	+ 1,1% [9,1%]


Risks / opportunities
22. Key risks with possible financial impact for Caulières are as follows:

a. Building licence recourse period
The modified building licence was granted on 20.05.09. The recourse period is two months. The risk of recourse is low since there was no recourse for the initial license. However, in combination with the WTG supply situation a recourse against the modification could lead to storage costs (see WTG supply risk below).

b. ZDE

In the base case, the ZDE is granted before the planned COD in Q4/2010. The risk of not being assigned a ZDE is low, since the project has been confirmed by many official administrative decisions (building license, landscape scheme, grid access) and is politically supported. In case no ZDE is assigned, the feed-in tariff will apply for 12MW only leaving the electricity produced by two WTGs to be sold on the electricity spot market in a worst case scenario. The underlying electricity spot market price is the MTP forecast and the long-term electricity price scenario Climate Concerns including a balancing discount of 10%. The worst case scenario would decrease the IRR and the NPV (see 21. Scenario Analysis).
c. WTG supply

The coming into force of the WTG project contract will be subject to approval of E.ON’s corporate bodies. Therefore, the final decision to put into force the contract after signature can be made by EC&R CE after the recourse period of the modified building license, such that recourse is no risk for the WTG commitment. However, should GE insist on a 12 months delivery time for the WTGs, the COD could slip from beginning of Q4/2010 to end of Q4/2010. This will be tried to be avoided by negotiating a shorter delivery time with GE.

The WTG prices assumed in the financial model are based on the GE frame contract and the binding offer for the Caulières project dated 18/06/2008, including options, transportation, erection, commissioning and reliability run. The scope and interfaces need more clarification. In order to cover the remaining price risk (mainly for transport costs) the base case comprises contingencies amounting to € 230 k (1% of WTG invest).

d. Uncertainty regarding prices for foundations, infrastructure and cabling

All prices set in the financial model regarding the foundation, infrastructure and cabling are based on an unbinding price indication by Cegelec, a French construction company, derived from their nearby 8 x GE 2.5 wind park project. The scope of work and final prices may still vary. Therefore, the financial model includes contingencies of € 670 k for foundations, infrastructure and internal cabling (20% thereof).
23. Key opportunities are:

a. Tax consolidation
A positive tax consolidation effect could derive from the 12 months accelerated depreciation in combination with sufficient taxable income within a tax group. EER is already part of a tax group with EFR. However, current total taxable income of the group does not lead to substantial tax deferral effects. In case SNET becomes part of the EFR tax group, the IRR and NPV would increase (see 21. Scenario analysis for the maximum effect).
b. CAPEX and contingencies

The sum of all contingencies set in the financial model to cover CAPEX related risks with immediate financial impact amounts to € 0,9 m (3% of total investment). Any saving of CAPEX would contribute to the profitability of the project.

c. WP extension
Within the recent landscape scheme of the local authorities, the Caulières wind park site seems to have potential for an extension of up to 6 additional WTGs. However, the competition is extremely high regarding land securing and grid access. 

24. The main risk of the proposed investment will be eliminated once the project receives the recourse-free modified building license. There are further matters which are considered precedent to the investment, as finalising land lease agreements and finished construction of the grid access, but all of these bear no or minimal risk. All land lease agreements will be settled before first construction works, and the construction of grid access will be finished before delivery of turbines.
Recommendation

25. An Investment Peer Review (IPR) was performed on 29.05.09 with EC&R Iberia via a telephone conference. The IPR was positive based on the Final Approval Paper.
26. Being aware of the addressed project risks, EC&R CE considers them as overall very small and manageable. CAPEX risks are mitigated by contingencies amounting to € 0,9 m in total.
27. The Caulières project proposal is a strategically and financially attractive investment for E.ON Climate and Renewables. Therefore, we recommend financial sanction for the investment sum of € 29,3 m (excluding IDCs) at EER level. Net investment at E.ON group level is € 22,9 m because EC&R already paid € 6,4 m advance payments for the turbines to GE. 
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