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Iberdrola + Energy East
Expanding the Global Platfory

Legal Note

IBERDROLA

DISCLAIMER

This report and heen preparad by [berdrola S A. in relation o the proposed acquisition of Energy East Corporation
and for presentations to the media, investors and analysts Therefore, this report can not be disclosed. released,
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Agenda i

BERDROLA

introduction

Introduction é

“IBERDROLA
A further step based on the principles
of the 2007-2009 Strategic Plan...

Efficiency

internationalization

Profitability

[L98]



introduction s
IBERDROULA

... especially on internationalization

_Renewables
organic

~ Requirementsto U@  Acauisition of taxable income
~achieve Production

Tax Credits (“PTCs”) / Creating taxable income | v }

The acquisition of a utility in the U.S. fits strategically and
may enable tax optimization of Iberdrola’s renewable

business in the U.S.

Introduction g
IBERDRCLA

The transaction meets the targets

established for non-organic growth

e internationaiization
Liberalized markets,‘ growing and stable

“Aécretw Q,EPS an& CPS

Maintaining

BRI
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Introduction &
IBERDROLA

I'Energy East will enhance Iberdrola’s position in etactficity and gas

Presence in New York, Maine, Connecticut,
Massachusetts and New Hampshire

introduction
IBERDROLA

The transaction values Energy East at EUR 6.4 bn EV

Total East's ghareholders
amount . 3.0 L

tarnatives are bem_g

Way of apital increase to mal

financing

Timetable

...with the favorable recommendation of Energy East’'s Board

0
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IBERDROLA

et ang oredlt

o timalishis

Strategic fit

{BERDROLA

Energy East is a very attractive opportunity in the US

 iberdrola expects to benefit from Energy East's taxable incbmé to
optimize its current position in renewable energies in the US

 Regulated, stable and predictable business profile wit

=)



Potential tax optimization of Iberdrola’s US &
renewable busmess IBERDROUA

Strong regulatory and fiscal support in the US for wind emrgy

Granted for the productlon of ﬂle(,mc.ty from gualified wmd energy
facilities and other sources of renewable energy

EUR 15/MWh' for 10 years: indexed to inflation; locked-in at plant
completion

Current tegislation expires 31/12/08 although there is sirong
expectation by the market of its extension

Allows investment to be depreciated over five years
Available continuously since 1987

: : State level policy mandating certain states 10 generate a percentage
. Renewabies Portfo!io " of its electricity from renewable sources
Standard . » The exact details of the policy vary depending on the state. Basic
(“RPS”), ; ‘ structure involves setting renewable energy source targets for
’ suppliers, with fines imposed in some cases if targets are not met

Regulatory framework in the US

Stable and predictable regulatory framework

US electricity compames. reguiatory framework

e Slates are responsible for lhe estabhshmem of electrlculy tanffs lo be pald by ﬁnal consumers
(retail sales) in their own territory. Each state has a specific regulatory body {“State
Comimission”)

+ The U.S. Federal Government is entitled to regulate wholesale electricity markets, transmission
and interstate sales; FERC {“Federal Energy Regulatory Commission”} is responsible for such
activities

» Rates provide an aliowed return {(normally ROE) for the ufility, taking into account the asset hase
{rate-based regulation) plus operational costs, taxes and capital costs
Revenue requirements are typically calculated as foliows:
«Net iIncome = Rate Base x Capital Structure x RDE
-Revenue Reguirements = Net Income + Interest + Taxes + D&A + D&M Costs + Fuel Costs
{pass-through)

I~



Energy East’s business model g
IBERDROLA

A business model that complements lberdrola’s

¥éﬁ3§0ﬁOt,A

électricity

Distribution

) Transmission

Energy East as a platform e

{BERDROLA

Energy East becomes the appropriate platform

.10 benefit from the 1.5, market ...and profit frorn growth opportunities

- New generation capacity

«  Re-powering ofexlstmg plants
. . .« State regulators examining the need for
>1,000 GW of installed capacity ° additional generation in their jurisdictions

»  >3,660 TWh of electric sales : > ) . s
+ >135 million of electricity customers New capacity required in Energy East’s

" Warkotsiza

market
Acquisition of power generation assets

Increased investments in T&D;

. Fragmented market ; -+ Oppontunities to improve the transmission
i+ Different degree of deregulation and infrastructure for new generation projects,
liberalization within the market . wind parks and increased demand

loo



Operational growth

BERDROLA

Strengthens lberdrola’s position in electric and gas operations
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Financial growth
IBERDROLA
Increases the critical mass of Iberdrola
Iberdrofat gf;g;‘g;;
3,869 24,101 K +19.1% ;
4,371 L +13.5%
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Based on regulated energy business _ _
BERDROLA

Iberdrola’s mix of regulated business improves

77,
41,

. Competitive” Regulated®

~ lncreased contribution from regutated operatnons glves Iberdrola
- a higher degree of predictability of its cash flows

More internationalization
IBERDROLA

Improves |berdrola s geographlcal dnversmcatlon

1
Iberdroia® iberdrola’ iberdrola ,
{With ScottishPower + Energy East)

With less risk
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Agenda :
BERDROLA
Description of Energy East &

ABERDROLA

| Energy Eastis an integrated gas and electricity utility in the US....

ELECTRICITY
 Regulated points ot nply

GAS
 Requiated points of supply. . =

 Transrission network (kisl. m

| Distribution fetwork (km}

- Eisctricity sold QW)

| Transmission fobwork (kmy 0

| Distribution network (km

FINANCIAL DATA
Sales ‘06 (EURM)




Energy East operations i

IBERDROLA

...which operates in key states...

CHIP: 7 iy
Foints of Supply
iy

BGC
Poinis of supply

NYSEG
Paints of supply

Points of supply

i
$CG
Paints of supply

E

2006 contribution by operating company &

BERDROLA

...with the two New York utilities contributing a majority of the
total...

EBITDA 2006 (EUR M) L Net income 2006 (EUR M) Total assets 2006 (EUR M)




Financial summary %bm .
RDROL

... backed by stable historical metrics...

£Y 2005

... and predictable cash flows
(98% of Energy East assets are regulated)’

Agenda

IBERDROLA

Sndvadiuation
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Transaction overview &
BERDROLA

Iberdrola offers 28.50 USD per share of Energy East...

jon
+ Tax optimization
“Financial goodwill tax deduct
= Operational b&ncﬂmarkmg ,

...through a friendly transaction recommended
by Energy East s boatd

i Lt [, s anetige i of

Attractive valuation &
IBERDROLA

28.50 USD per share is an attractive valuation...

U Comp
Transactiong

EV/EBITDA
2007E°

P/E 200763
‘Equity / Book
] Value

T 17-19x

...compared to Iberdrola and precedent transactions




Attractive valuation &
IGERDROLA

28.50 USD per share is an attractive ‘valuation...

8.2x 9.2x 1.7x 1.7%

Energy Eas{ Energy East Energy East Energy East i
{with premium)®  {without premium)  fess; e fwith premium)? {without premium} &

...in terms of EV/EBITDA and EV/RAB

Attractive valuation
1BERDROLA
28.50 USD per share is an attractive valuation...
arket Cap’ / Book Value
Mean 2.0x
Fhais . i o padthout promivee}
... with a Market Cap/Book Value below its peers




Conservative valuation .
IBEROROLA

he valuation has not taken into account the analysis of companies"
best practices, given that it is a “change of control” fransaction

without assets in the same geographical area

Operational and customer service
Cost control

Corporate structure
Capital structure and ratings
{nformation technology and externalization

Energy East’s subsidiaries show low/medium best practice levels
:. compared to U.S. peers

Agenda

IBERDROLA




Transaction structure maintains financial i
solidity IBERDROLA

_/ aprox.
Debt 50%

aprox.
Equity 50%

xisting debt will either remain in place or will be refinanced during
. the course of business
-« If the equity issuance takes place, it will be executed between
- announcement date and closing, depending on market conditions

33

Transaction meets financial criteria G
IBERDROLA

Fukllf‘iiment of thé financial cntena ééféi)lished
in the 2007-2009 Strategic Plan ...

0.4% - 1.0% v
1.0% - 2.0% v
50% - 55% v




Prudent financing structure &
IBERDROLA

Theﬂtfahéaction niééfs the targets eéfablishéd vfdrwvv

non-organic growth...

- Proposed capital structure of the acquisition is aimed at maintaining |
balance sheet strength and a solid credit rating

: « Energy East existing debt will either remain in place or be
iberdrol & q refinanced during the course of business

Energy East _+ Stable cash flows from the farget will have a positive impact on
¢ credit ratios

; +  Structural subordination will be minimized in the new company

... via a conservative financing policy and a target capital
structure that maintains lIberdrola’s solid credit profile

38

Agenda &

"IBERDROLA

fmdroductios

Strategic ra

Dverview of Energy




Pre-closing approvals required &
IBERDROLA

ransaction subject to a number of regulatory approvals

37

Expected timetable e

IBERDROLA

Closing of the transaction expected for 2H 2008

' Estimated date

Aug. 2007 i

.. Keystep
Filing of Federal and State applications / notices o

Sep. 2007
Sep. 2007 ‘
Sep. 2007

E;ﬁj’of HSR waiting period ) o
End of CFIUS review B

FCC approval

Connecticut DPUC order

New Hampshire PUC'qrd_er

 Feb. 2008 ' FERC order
Apr. 2008 NR_?_.;éb;)rova?

: Nés&:‘.{ork PSC orci"'zr’g

Dec. 2007




Agenda do

' IBERDROLA

Conclusion

39

Conclusion




Conclusion ]
IBERDROLA

In a scarce opportunities environment,
the transaction fulfils all the criteria set...

...while improving Iberdrola’s positioning

Conclusion &
IBERDROLA

Ibé"r"afola + 'Ene'rgy East

+Profitable  JEERSE s . +Global

+ Solid + Balanced

Optimizing and expanding the Global Platform







[Significant event relating to Project Cable)

[ON MISTER JULIAN MARTINEZ-SIMANCAS SANCHEZ’S PAPER WITH
IBERDROLA LETTERHEAD]

COMIS1ON NACIONAL DEL MERCADO DE VALORES
Paseo de la Castellana, 19
28046 Madrid

Bilbao, June 25, 2007

NATIONAL SECURITIES MARKET COMMISSION — Significant Event

Dear Sirs:

Pursuant to the provisions of Section 82 of Law 24/1988, of July 28, on the Securities Market
(Ley 24/1988, de 28 de julio, del Mercado de Valores) and related provisions, we hereby
advise you that on June 25, 2007, the Boards of Directors of IBERDROLA, S.A. (hereinafter,
“Iberdrola” or the “Company”) and of ENERGY EAST CORPORATION (“Energy East”)
reached an agreement on the terms of an offer whereby Energy East will be combined with
the Iberdrola group and Iberdrola will become the holder of all of the shares of Energy East
(the “Transaction™). Pursuant to such agreement, the Board of Directors of Energy East will
recommend the Transaction to its shareholders in accordance with the terms of the agreement.

I Description of the Transaction

Energy East is a U.S. company the shares of which are listed on the New York Stock
Exchange (NYSE) (ticker: EAS), and that is the parent of a group of companies dedicated to
the production, distribution and supply of electric power and natural gas.

As provided in the agreement reached with Energy East, Iberdrola will acquire 100% of the
shares of Energy East and Energy East shareholders will receive, in consideration for their
shares, a cash amount to be determined in accordance with the following equation:

For each share of Energy East: 28.50 U.S. dollars (21.08 euros')

At an exchange rate of 1 U.S. dollar: 0.7397 euro cents. Such exchange rate (prevailing on May 29, 2007)
has been used to convert amounts in euros and U.S, dollars in this notice of significant event.



Under the Transaction, each share of Energy East is valued at twenty-eight U.S. dollars with
fifty cents 28.50 U.S. dollars (twenty-one euros with eight cents (21.08 euros)) and the
common stock of Energy East is valued at, approximately, four thousand five hundred and
sixty (4,560) million U.S. dollars (three thousand three hundred and seventy-three (3,373)
million euros). Thus, these terms represent a premium:

(i) of twenty-seven point four (27.4) per cent. over the closing price of twenty-two U.S.
dollars with thirty-seven cents (22.37 U.S. dollars) (sixteen euros with fifty-five cents
(16.55 euros)) per share of Energy East as of June 22, 2007 (the last business day prior
to the date of this notice of significant event); and

(ii)) of twenty point two (20.2) per cent. over the average price per share of Energy East
during the thirty days preceding June 22, 2007, which was twenty-three U.S. dollars
with seventy cents (23.70 U.S. dollars) (seventeen euros with fifty-three cents (17.53
euros)) per share of Energy East.

Iberdrola believes that the combination with Energy East is strategically attractive. The
Transaction will contribute to Iberdrola’s development in the North American market. In
particular, the combination of Energy East and Iberdrola will:

- reinforce Iberdrola’s leadership position in the electricity market in terms of enterprise
value;

- increase Iberdrola’s presence in the American market, with an additional 1,825,000
electricity supply points and 920,300 gas supply points;

- increase total installed generating capacity by 555 MW; and

- have a positive effect on earnings per share and cash flow per share before any possible
savings or optimization stemming from the Transaction.

II. Rationale and reasons for the Transaction

The Transaction, which is in line with Iberdrola’s focus on international expansion and its
interest in increasing its presence in the U.S. market, will accelerate the achievement of the
objectives outlined in the Company’s 2007-2009 Strategic Plan, and will allow the tax
optimization of Iberdrola’s current position in renewable energies in the U.S.

The combination of Energy East with the Iberdrola Group will:

. reaffirm Iberdrola’s position in the global energy market and in the U.S. market, where
Iberdrola has operations in the areas of wind power, thermal generation and the gas
trading and storage business;

. strengthen Iberdrola’s position in the supply and acquisition of gas;

J increase the number of electricity supply points by 1,825,000 (up to 23.7 million
electricity supply points) and of gas supply points by 920,300; and



. increase the generating capacity of the Iberdrola Group up to circa 40,000 MW, of
which more than 6,500 will be from renewable energies.

The proposed combination provides Iberdrola with an exceptional opportunity to acquire a
vertically-integrated company, with complementary capabilities in the U.S. market and with
significant opportunities for future investment in generating capacity and in new networks.
The combination of Energy East with Iberdrola will allow the Iberdrola Group to increase its
diversification in terms of:

. geographic scope (Spain, the United Kingdom, Central America, North America and
South America);

. generation’s technologies mix (nuclear, coal, wind, water and gas); and
. business mix (regulated and non-regulated).

Iberdrola will be able to draw upon the considerable experience of Energy East in regulated
markets as well as upon its strong capabilities in retail sales and supply. Likewise, Energy
East will benefit from Iberdrola’s highest-quality standards in the generation and supply
business.

III. Structure of the Transaction

Iberdrola and Energy East have executed a merger agreement (the “Merger Agreement”)
setting forth the terms and conditions of the agreement reached by both companies and
pursuant to which the Transaction will be carried out.

In order to carry out the combination of Energy East with the Iberdrola group, Iberdrola has
incorporated a subsidiary in the United States (GREEN ACQUISITION CAPITAL, INC., “Green™)
and will provide it with the financial resources needed to implement the Transaction. The
acquisition of the shares of Energy East by Iberdrola will be carried out in accordance with
the provisions of the Merger Agreement, by means of a merger of Green (merged company)
into Energy East (merging company).

The above-mentioned merger, which will be governed by the laws of the State of New York
{United States), will have the following effects, among others:

@) it will extinguish the legal existence of Green;
(i1)  the assets of Green will be transferred er bloc to Energy East;

(iii)  the shares of Energy East that are outstanding at the time immediately prior to the
merger will be cancelled, and will give their holders the right to receive twenty-eight
U.S. dollars with fifty cents (28.50 U.S. dollars) (twenty-one euros with eight cents
(21.08 euros)) in cash per share of Energy East so cancelled; and

(iv)  the shares of Green outstanding at the time immediately prior to the merger will be
converted into shares of Energy East, such that Iberdrola will become the holder of
one hundred (100) per cent. of the capital stock of Energy East.



The Transaction, in which ABN AMRO CORPORATE FINANCE LIMITED and BANC OF
AMERICA SECURITIES LLC act as Iberdrola’s advisors, is subject to approval by the General
Shareholders’ Meeting of Energy East. Additionally, and given that Energy East and the
companies within its group carry out their activities within an industry that is highly regulated
and supervised by the federal authorities, the state authorities in each of the states in which
the group operates (Maine, New York, Massachusetts, New Hampshire and Connecticut) and
local authorities, it will be necessary to obtain the required authorizations from the competent
authorities in order to complete the Transaction. In this regard, it is expected that such
authorizations from the relevant authorities will be obtained during 2008.

IV. Information regarding Energy East

Energy East is a company incorporated under the laws of the State of New York (United
States), the shares of which are listed on the New York Stock Exchange (ticker: EAS). Energy
East is the parent of a group of companies dedicated to the production, distribution and supply
of electric power and natural gas. The Energy East group carries out its activities in the
following states of the northeastern region of the United States: New York, Maine,
Massachusetts, New Hampshire and Connecticut.

As regards the operating data on the electricity business of Energy East, it has 1,825,000
supply points, a transmission network of 13,243 km. and a supply network of 125,613 km. In
2006, the electricity supplied by Energy East came to 40,450 GWh. In addition, Energy East
has a generating capacity of 555 MW,

Energy East also carries out gas supply activities, now having 920,300 supply points. It has a
supply network of 39,657 km., and in 2006, the volume of gas supplied came to 5.20 bcm. In
addition, it has a gas transmission network of 295 km,

The table below shows the supply points of Energy East by subsidiary:

Supply points Electricity

NYSEG 870,000 257,000
RG&E 359,000 297,000
SCG - 175,000
CMP 596,000 -
Berkshire - 36,300
CNG - 155,000
TOTAL 1,825,000 920,300

Legend:

“NYSEG”: New York State Electric & Gas Corporation
“RG&E”: Rochester Gas and Electric Corporation
“SCG”: The Southern Connecticut Gas Company
“CMP”: Central Maine Power Company

“Berkshire”: Berkshire Energy Resources

“CNG”: Connecticut Natural Gas Corporation



The contribution of the electricity business to the EBITDA, Net Income and Total Assets of
Energy East is equal to approximately sixty-five (65) per cent. Below are the figures for each
indicator by type of business (exclusive of the figures for the holding company and other non-
regulated businesses):

Million euros

EBITDA 486 | 66% | 250 |34% | 735
Net Income 167 | 71% 68 29% | 234
Total Assets 4952 |63% | 2,851 [37% | 7.804

V. Financing of the Transaction

The total consideration that must be paid to the shareholders of Energy East in order for
Iberdrola to acquire one hundred (100) per cent. of the capital stock of Energy East is four
thousand five hundred and sixty (4,560) million U.S. dollars (three thousand three hundred
and seventy-three (3,373) million euros).

The proceeds required to finance the Transaction will be obtained by means of the structure
that best suits the needs of Iberdrola. In this regard, Iberdrola is currently analyzing different
structures, including issues of debt, credit facilities, a capital increase or a combination of any
of the foregoing.

V1. Terms and conditions of the Transaction

The Merger Agreement contains the customary terms and conditions in this type of
transaction.

In particular, Energy FEast has agreed to pay Iberdrola a termination fee of forty-five (45)
million U.S. dollars (approximately thirty-three point twenty-nine (33.29) million euros) in
the following events (among others):

(a) if, after the date of this notice, a proposed acquisition of Energy East by a third party
is announced and after such announcement (provided that such proposed acquisition
has not been withdrawn), Iberdrola and/or Energy East decide(s) to terminate the
Merger Agreement because:

- the merger of Energy East with Green has not been consummated within
twelve months following the date of this notice (provided that all of the
conditions required for the closing of the Transaction other than obtaining the
required authorizations have been met, neither party has extended the
aforementioned twelve-month period for an additional period of six months for
purposes of obtaining such authorizations and the party terminating the Merger
Agreement has not breached its obligations thereunder); or

- the Transaction is not approved by the General Shareholders’ Meeting of
Energy East,



(®)

(©)

d

and during the twelve months following the termination of the Merger Agreement,
Energy East reaches an agreement with the third party in question with respect to the
proposed acquisition or during the three months following such termination, Energy
East reaches an agreement related to a takeover proposal with any other person; or

if, after the date of this notice, a proposed acquisition of Energy East by a third party is
announced and while such proposed acquisition has not been withdrawn, Iberdrola
terminates the Merger Agreement as a result of (i)the lack of veracity of the
representations and warranties of Energy East under the Merger Agreement; (ii) the
breach by Energy East of its obligations under the Merger Agreement which may not be
cured before the execution of the merger;

if Energy East does not recommend or does not confirm its recommendation to the
shareholders regarding the offer made by Iberdrola, or recommends an offer made by a
third party, pursuant to the terms and subject to the conditions of the Merger
Agreement; or

if Energy East terminates the Merger Agreement as a result of the signing of an
acquisition agreement with respect to an offer made by a third party that is higher than
that of Iberdrola.

Yours truly,

[Seal of IBERDROLA s Secretary]



IMPORTANT INFORMATION

This communication does not constitute an offer to purchase, sell or exchange or the
solicitation of an offer to purchase, sell or exchange any securities. The shares of
IBERDROLA, S.A. may not be offered or sold in the United States of America except pursuant
to an effective registration statement under the Securities Act or pursuant to a valid exemption
from registration.

This communication contains forward-looking information and statements about IBERDROLA,
S.A., including financial projections and estimates and their underlying assumptions,
statements regarding plans, objectives and expectations with respect to future operations,
capital expenditures, synergies, products and services, and statements regarding future
performance. Forward-looking statements are statements that are not historical facts and are
generally identified by the words “expects,” “ estimates”
and similar expressions.

LT3

anticipates,” “believes,” “intends,

LEINT

Although IBERDROLA, S.A. believes that the expectations reflected in such forward-looking
statements are reasonable, investors and holders of IBERDROLA, S.A. shares are cautioned that
forward-looking information and statements are subject to various risks and uncertainties,
many of which are difficult to predict and generally beyond the control of IBERDROLA, S.A.,
that could cause actual results and developments to differ materially from those expressed in,
or implied or projected by, the forward-looking information and statements. These risks and
uncertainties include those discussed or identified in the public documents sent by
IBERDROLA, S.A. to the COMISION NACIONAL DEL MERCADO DE VALORES.

Forward-looking statements are not guarantees of future performance. They have not been
reviewed by the auditors of IBERDROLA, S.A. You are cautioned not to place undue reliance
on the forward-looking statements, which speak only as of the date they were made. All
subsequent oral or written forward-looking statements attributable to IBERDROLA, S.A. or any
of its members, directors, officers, employees or any persons acting on its behalf are expressly
qualified in their entirety by the cautionary statement above. All forward-looking statements
included herein are based on information available to IBERDROLA, S.A. on the date hereof.
Except as required by applicable law, IBERDROLA, S.A. does not undertake any obligation to
publicly update or revise any forward-looking statements, whether as a result of new
information, future events or otherwise.

In connection with a potential transaction involving ENERGY EAST CORPORATION,
IBERDROLA, S.A. may be required to file relevant documents with the SEC. Such documents,
however, are not currently available. INVESTORS ARE URGED TO READ ANY DOCUMENTS
REGARDING THE POTENTIAL TRANSACTION [F AND WHEN THEY BECOME AVAILABLE,
BECAUSE THEY WILL CONTAIN IMPORTANT INFORMATION. Investors will be able to obtain a
free copy of such documents without charge, at the SEC’s website (http://www.sec.gov) once
such documents are filed with the SEC. Copies of such documents may also be obtained from
IBERDROLA, S.A., without charge, once they are filed with the SEC.




