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	Soregies additional clause (Avenant 3) and sleeve structure

	( Anrede und Fließtext


Dear Sirs,

the Risk Committee (RC) of BU France has been asked for approval of the Soregies additional clause (Avenant No 3) and sleeve structure. Please find in the attached document the details and the risk analysis.

We would kindly ask you for your vote regarding the approval in written form by November 5th 2009, 10:00. Please send it by e-Mail to Isabelle Passicos (isabelle.passicos@snet-electricite.fr). In case of any additional questions please do not hesitate to contact us.

With kind regards

Isabelle Passicos / Dr. Philipp Ulbrich

1) Fundamental description of the amendment No 3 and sleeve structure: 

- Parties: 


La SNET

La Société Nationale d’Electricité et de Thermique, Société Anonyme (SA) with a capital of 569.206.335 Euros, located in 2, rue Jacques Daguerre, 92565 Rueil Malmaison Cedex, registered in the RCS, Nanterre, under SIREN 399 361 468  and represented by its president, Luc Poyer

SOREGIES 

La Société de Revente d’Electricite et de Gaz, d’Investissement et d’Exploitation en énergie et de Services, Société Anonyme d’Economie Mixte Locale, with a capital of 11 300 000 Euros located in 78 avenue Jacques Coeur, 86068 Poitiers cedex, registered in the RCS  of Poitiers, under SIREN 450 889 225 and represented by its president, Philippe Chartier


- Situation synthesis: 

a. On the December 18th 2007 a contract between SNET and Sorégies, a French electricity distributor, was signed. This contract grants to Sorégies access to 200MW of Emile Huchet 7&8 CCGT power plants over 25 years through the daily exercise of an option. This Virtual Power Plant (VPP) contract considers two upfront payments:

· One amounting to 25 M€, one month after the signature of the contract (effectively made as of October 15th 2008 for 25.98 M€ including interest from Jan 1st 2008). 

· One amounting to 128 M€, that SNET should cash-in whit the commissioning of EH 7 & 8. A credit line facility was put in place between Sorégies and a bank pool to finance the major part of the upfront payment of 128 M€. 

b. At the end of June 2009, Snet has renounced to 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 of the VPP due to a lack of the cash inflow, 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€. An ad hoc- KonTraG-reporting was made on July 11th 2009 that covered this issue.
c. One specific clause of the contract supporting the calculation of the strike price of the option can be subject to different interpretations. From the contract, it’s not clear which metrics should be used to calculate the gas price: High Calorific Value (HCV) or Low Calorific Value (LCV). While E.ON France is in favour of LCV Sorégies has based its business model on HCV. The economics of the project significantly differ whether HCV or LCV is used and the project might even become unprofitable for one of the parties. The parties have not managed to fix the dispute yet and it is uncertain which would be the outcome if the dispute was brought to court. 

d. In order to solve both issues (financing for Sorégies, HCV/LCV) EFR is working with Sorégies towards a solution where Sorégies would sell to a trading counterpart its option for a 3 to 5 years–period and receive at least a part of the premium in form of an upfront payment. Sorégies has already received offers from Morgan Stanley, EGL and EET. However Soregies’ low credit risk-grade allows no direct long term sale of the option to a third party combined with a prepayment. Therefore Sorégies asked BU France to step in return for the contract amendment. 
- Sleeve structure: 
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· Relationship between Call Option and Main Contract

· Power and proportional price are the same in both contracts
· Call option will be exercised on the same hours as the Main Contract, i.e. net exchanged power volume between Sorégies and LA SNET becomes nil for 3 or 5 years
· Relationship between Call Option and Back to Back Call Option
· Both contracts have the same total power and exercise period, except for weekends. Back to Back option can not be exercised on week-ends whereas Call option can includes week-ends
· Proportional prices have the same structure and parameters
· Potential third parties : 

- E.ON Energy Trading 
- EDT Trading Limited

- Elektrizitäts Gesellschaft Laufenburg AG (EGL)
- Gaselys 

- J.P.Morgan Securities Limited  

- Morgan Stanley Capital Group Inc. 

Economic effects: 

The sleeve structure permits Soregies to find an additional financing based on the upfront-payment from selling the option for 3 to 5 years to a third party. From BU France’s point of view, this operation mitigates the risk reported in the ad hoc KonTraG reporting as of July 11th 2009.

- Chances & Risks Analysis:
Due to the setup of the transaction credit and mark to market risks could occur:

a) Credit risks:  

· Credit risk vis-à-vis Sorégies (Main Contract and Call Option): The credit risks corresponds to 3 months of exposure due to the EFET-like payment terms as Sorégies has to pay one month after delivery (=2 months of exposure) and can take advantage of the cancellation clause in the contract (1 additional month). In the light of the MTP 2010-12 the highest exposure is estimated at approx. 245 GWh equivalent to a turnover of approx. 14.3M€. In addition the 22 M€ of upfront payment have to be taken into consideration, i.e. the exposure sums up to approx. 36 M€.
The credit risk is in principle covered by the upfront payment of 153 M€ as the contract states that in case of termination caused by Sorégies SNET does not have to pay back the prepayment. In case of bankruptcy of Sorégies, even if the contract does not assume a reimbursement in that case, the risk could exist to pay back to Soregies at least part of the investment fee either due to the political pressures or following a court decision initiated by banks or the liquidator. However it is likely that in this case SNET might be in a position to be indemnified for at least all unpaid invoices.
· Credit risk vis-à-vis third party (Back to Back Call Option): The credit risk vis-à-vis the third party can be correspondingly also estimated at approx. 14.3 M€ thus will also be covered by the upfront payment received from the third party.
b) Mark to market-risk:

· Mark to market risk vis-à-vis Sorégies (Main Contract and Call Option):  The sleeve mechanism obliges Snet to exercise the Call Option in the same hours with the same capacities as Soregies exercises its option under the Main Contract; that means that the physical flow will be always nil. As spot-related market prices and technical parameters of the EH 7&8-plants are applied no additional mark to market-risks exists due to the contract.
· Mark to market risk vis-à-vis the third party (Back to Back Call Option): As also in this contract the same spot related market prices and technical parameters of the EH 7&8-plants are applied no mark to market–risks exists. 
Conclusion: 

The proposed structure allows to mitigate the risk of a non-payment of the investment fee by Sorégies. Due to the material upfront payment SNET will receive it can accept a considerable credit risk exposure towards Sorégies. This allows SNET to sleeve the option Sorégies intents to sell in order to receive an upfront payment. Due to this close cooperation Sorégies accepts to clarify the ambiguous gas price definition in the contract which represents a material risk for BU France.
Appendix:

- Main changes due to amendment (“Avenant”) No 3 of the contract: 

· Soregies refused SNET’s proposal about gas price formula proposed in august 2009 (STS light). In this case, the contract anticipates that the gas price applied will be indexed on “PEG Nord” index. Thus the Avenant 3 describes the calculation of the proportional price within PEG Nord conditions.

· As developed in § c upper, Avenant 3 confirms that all calculations about the proportional price will be done in High Calorific Value (HCV) and modifies, in consequence, the specific consumption metrics in order to ensure that the fuel costs of the CCGTs are covered by the cost fee.

· Avenant 3 specifies how to define the start date of the contract and the start of the capacity delivery to Soregies, corresponding to commissioning of Emile Huchet 7&8 CCGT. The payment of the upfront (128 M€) is bound to this start date. 

· Avenant 3 permits Soregies to buy or sell EUAs attached to the contracted 200 MW capacity, before commissioning of Emile Huchet 7&8 CCGT.

· Due to the cancellation of some public indexes used to calculate some of the prices foreseen by the contract, new indexes proposed by INSEE (public national statistic institute have been introduced to the contract by the amendment.
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