DRAFT


SNET

6 October 2005

ECOFIN QUERIES RELATING TO THE SNET FINANCIAL MODEL

NAP

The numbers in the announced NAP do not appear to match the installations in some cases allowing too great a credit for the installations in place.  Could you please provide a breakdown of the carbon credits allowed for each of the plants?  Do you have a view on the expected quotas for 2008-2012?
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La cuota asignada a las instalaciones de la Snet para el periodo 2005-2007 es de 9.065 (se adjunta l’arreté ministeriel)
EDF Contract

Please can you confirm our understanding of the EDF contract as follows:

· 90% of the existing capacity of SNET goes to EDF (we have assumed this is French capacity only – 2,694 * 90% = 2,425MW)

La respuesta puede ser algo confusa ya que la potencia contratada con EdF varia con el periodo del año y con la salida de grupos. Ademas se divide en varios productos diarios. 

Para responder necesito saber qué grado de detalle se requiere
· This is priced off a subsidised price of approximately E62MWh in 2004.  We have assumed this grows at inflation

Charo

· The quantum of electricity under the contract is linked to existing capacity only, the majority of which is forecast to be decommissioned by 2010

La cantidad de energia a entregar a EdF es funcion del ejercicio horario que haga de la potencia contratada. En el año 2010 y siguientes no hay entrega fisica.
· There will be 2 plants operating post 2009, the date at which the contract is scheduled to end.  These are the Emile Huchet 6 plant and the Provence 5 plant (the ones that have recently been confirmed as having De-sulpurising equipment fitted)

El contrato termina en 2019. El año 2010 el contrato pasa de ser con entrega fisica a un contrato financiero.

No esta previsto el cierre de ninguna planta antes del 2012. Las plantas sin desox-denox (EH5;Hornaing;Lucy) se acogeran a la moratoria de 20.000 h de funcionamientp hasta 2015. Las plantas con   desox denox continuaran su funcionamiento hasta fin de vida util.
· The EDF price protection mechanism, where Gross margins are maintained post fuel costs, relates only to the 2 remaining plants not to any new build plants

El mecanismo de salvaguarda aplica solo a la potencia ligada al contrato a partir del año 2010: 1.122 MW
. Ninguna nueva planta esta ligada al contrato existente.

· Post 2014, SNET will achieve the market price only in relation to the EH 6 and P5 plants.  Any excess of the market price over the EDF contract price (inflated) needs to be paid back by SNET to EDF

El mecanismo alplica solo a la potencia ligada al contrat: 1.122 MW. La diferencia entre el margen en mercado y el margen que se obtiene en el contrato de EdF, tendria que revertir en EdF
· SNET needs to reduce its costs by 5% pa to get to an efficient level 

La reduccion de la prima fija de explotacion aplica hasta 1 de julio 2005 para las centrales de 250 MW; y 1 de junio de 2005, para las centrales de 600 MW 
We have the following queries relating to the contract:

· Is the 2004 calculated price correct (what is the approximate premium to the market price)?  How is this broken up into Carbon, fuel and capital recovery costs?

No entiendo la pregunta

· How are increased carbon and fuel costs treated in the contract?  Is there a 100% pass through relating to the EDF capacity?  

El coste variable sigue un aformula que considera una indexacion al precio internacional del carbon, mas un coste de transporte, segun la formula

pp = (CC + CT) x (s + CE en € /MWh

où : 
· CC (en €/kth PCS) est le coût du combustible.

Ce prix, identique pour toutes les Tranches, est défini au paragraphe 7.3.2.5 

· CT (en €/kth PCS) est le coût du transport du combustible jusqu’à la centrale considérée. Il est donc défini Tranche par Tranche. Les coûts de référence CT0 pour l’année 2000 sont donnés dans le tableau suivant.

· (s (en kth PCS/MWh) est la consommation spécifique de chaque Tranche.

CC est calculé selon la formule suivante :
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Les indices API et TBCE sont utilisés conjointement pour réaliser un calcul en moyenne pondérée sur trois mois glissants, débutant en M-4 et finissant en M-2, pour un calcul de CC applicable au mois M. 

Avec : 

· CCn,m : (exprimé en €/kth PCS) Valeur de CC pour le mois M de l’année N, cette valeur de CC est utilisée pour la détermination du Prix Proportionnel des Tranches. Il s’appliquera à la rémunération de l’énergie fournie par la SNET à partir des différents Produits, au cours du mois M.

Il sera déterminé entre le 10 et le 15 du mois M-1 afin que les Parties connaissent au plus tard le 15 du mois M-1 (ou le dernier jour ouvré précédant le 15) la valeur de CC qui sera appliquée au cours du mois M.

· API (exprimé en $/t) est la valeur mensuelle de l’indice API#2® telle que publiée mensuellement par TFS pour le mois considéré, et disponible dans la publication « argus / Mc Closkey’s Coal Price Index Report ».

· TBCE est la moyenne mensuelle pour le mois considéré du taux de change quotidien du USD publié par la Banque Centrale Européenne (BCE) à 14h15, heure BCE, sur le site web de la BCE (www.ecb.int/stats/eurofxref) ou sur la page « ECB37 » du Reuters Monitor Money Rates Services ou toute autre page équivalente venant à la remplacer ou à remplacer le service sus mentionné. 

· A est le coefficient d’abattement conventionnel reflétant les conditions d’accès d’EDF au marché international du charbon vapeur. Il est fixé à A = 0,94 tant que les Parties n’ont pas convenu de son adaptation, conformément aux dispositions de l’article 7.3.8.

· PCS est le pouvoir calorifique supérieur du charbon.

Les parties retiennent : PCS égal à 6,250 kth/t

· In calculating the fuel gross margin protection mechanism, is this calculated off existing plants dedicated to EDF production, the forecast two remaining plants only or all French SNET production?  

No entiendo la pregunta

· Do we use the last gross margin achieved / forecast in 2009 for the margin protection payments or do we use an average of the gross margin over a number of years?

No sé qué responder. Hay que contar el problema a partir del 2010?
· What power price is used for this calculation?  Is it the subsidised EDF price or the market price at that time?  Is the reference price real or nominal?

Idem

Wind farms

Are the wind farm tariffs 8.38c/kwh for the first five years per the national rate or lower than this.  What is the arrangement after 5 years? I have assumed this fall after the initial years to 3.055.685 ct/kwh (this approximates to E40MWh).  Is this correct?

Forecast production in 2008 per the industrial plan is 200MW by 2010.  This does not tally with the identified projects in recent presentations.  Has their been any additional projects identified other than those in the public domain?

Production / decommissioning / capacity

What is the phasing of the forecast capacity additions between now and 2010?  We have assumed the following phasing and capacity:

· EH (2009; 800MW), Provence / Gardanne (2008; 400MW), Lucy (2007; 400MW) and Hornaing (2008; 400MW)

Are the decommissioning provisions in the Balance Sheet sufficient for all costs required?.  This approximates to E20,000 / MW of capacity

We have used the following metrics.  Do these approximate to the technical abilities of SNET’s plants?

	Fuel Type
	Load Factor
	Efficiency
	CO2 Production

	
	
	
	

	LFC
	59%
	31%
	0.777 t / MWh

	Coal
	37%
	37.1%
	0.9232 t / MWh

	Gas
	60%
	50%
	0.6 t / MWh

	New CCGT
	80%
	50%
	0.44 t / MWh

	
	
	
	


Cost Structure

· Does the attached cost structure represent a valid comparison with Endesa Italia?

· What does the other purchase line in the SNET accounts comprise?  [We have assumed this is fuel costs]

· Does the effective cash tax rate of approximately 18% represent a realistic assumption moving forward?  

· Is the current level of provisioning sufficient for all future decommissioning costs?

General

· What do you believe is the approximate debt capacity of the business?  Are there any long term contracts in the process of conclusion that a bank would lend against?  
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€millions 2003 2004 2004

REVENUE

 - France 649.4 755.9 1,637.2

 - International 39.2 41.0 50.2

688.6 796.9 1,687.5

COST OF SALES

Purchases (148.3) (280.5) 935.5

Stock movement (30.9) 31.2 (7.6)

Other purchases (210.1) (208.2)

(389.3) (457.4) 57.4% 927.9 55.0%

STAFF COSTS

Manpower (58.1) (76.8) 89.2

47.6

15.8

3.6

0.9

1.9

(58.1) (76.8) 9.6% 159.0 9.4%

PROVISIONS

Provisions on current assets (2.8) (4.9) 47.3

Provisions  for risks and charges (4.9) (13.5) 0.6

Reversal of provisions 4.3 9.6

Adjustments 0.1

(3.4) (8.6) 1.1% 47.9 2.8%

OTHER

Adjustments 0.2

Others (5.4) 9.5

Other 7.5 7.2 19.5

Grants 1.3 1.1 23.8

Others (7.3)

3.6 1.0 0.1% 52.8 3.1%

Taxes (employment) (23.5) (24.7) 3.1%

EBITDA 217.8 230.4 499.9

32% 29% 30%

DD&A

Depreciation and amortisation on fixed assets (102.1) (106.9) 80.4

124.0

(102.1) (106.9) 13.4% 204.3 21.8%

Operating Profit  115.7 123.5 295.6

EBIT 115.7 123.5 295.6

16.8% 15.5% 17.5%

FINANCIAL ITEMS

Interest Income 7.3 7.9

Interest expense (3.2) (1.7) (28.0)

Financial provisions 0.3

Exchange gains/(losses) 0.8 0.3

Financial Cost 5.2 6.6 (28.0)

EXCEPTIONALS

Exceptional net operational gains  0.5 1.6 4.7

Exceptional gains relating to capital 10.2 0.0 (3.1)

Exceptional provisions (15.6) (3.3)

Exceptional costs relating to capital (12.8) (9.6)

(17.7) (11.3) 1.6

PBT 103.3 118.8 269.2

Current tax (3.8) (22.3) 18.7% 110.2 41%

Deferred tax 0.9 2.1 -1.8%

(2.8) (20.2) 110.2

Profit after tax 100.4 98.7 159.1

Associates 8.4 8.5

Goodwill (2.4) (2.3)

Net Income 106.4 104.8 13.2% 159.1 9.4%

Minority share (0.5) 0.2

Group Share of Net Income 106.0 105.0
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