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" Moody’s tnveators Service 12 DEC 2007
Rating Action: [berdrela 5.A.

Moody's downgrades tberdrola to AJ/P-2; Stable outlook

All ratings of Scottish Power and subsidiaries are A3; Stable Outlonk

London, 12 Dagember 2007 - Moody's Investars Service has downgraded to A3/P-2 from A2/P-1 the senlor
unsacured ratings of Iberdrala and it guaranteed subsidiaries. The rating downgrades incorparate the partly
debt-funded acqulisition of Scoltish Pawer in April 2007: the recently announced 1PO of Iberdrola’s
renewables subsidiary, Iberdrola Renovables SA, for around EURA. Shillion; and an ambitious investment
strategy for 2008-2010 amounling to EUR24 .2 billion, of which EUR17.8 billion will be focused an organic
Investments and ELIRE.4 blllion devoted to the expected acquisition of Energy East Corporation (EEC) of tha
LIS, subject 16 regutatory approvals.

Iberdrola's A3/P-2 ratings reflect Moody's overall low/medium assessment of [berdrola’s business risk
following the rocent earparata actions and take into account its revised stratagic plan. This risk assessm.ert
refiocts the significantly increased scale of the greup with leading positions in Spain and the UK, and thr:
benefits of Increasad size, gaographic spread and diversification of riske, in particular thosa of regulalion,
pricing and fuel technology. Nonetheless, Moody's assessment also factars a degree of execution and
intagration rigk as the company has expanded into new markets in which it has had less prier experienca,
and in additien it has ambitious growlh targets which may be affected if the operating environment beconas
more difficult.

Moody's axpects Ibardrola's ratios ta be positioned at the low end of the expected range far an A3 rating for 2
company with this businass rizk profile: RCFfadjusted debt of 12-16 %, FFO/dabt of >17% and FFOfintcresl
of »dx; these rallos are anticipated 1o imprave gradually. Around 75% of the plan will be funded by the
proceads of tha renewables IPO, cash flow and divestrments. Whilst debt has risen from around EUR13
billion to EUR2E billion prior to IPO proceeds, leverage is expected to stay within 50% alded by the recent
capital-ralsing exercisas. The rating outiook is stable; however, failure to maintain this financial profile could
exert negative pressure an tha rating.

Moody's will not notch the rating at this paint to reflect structural subordination at Iberdrola SA; nonethelass
Maody's nates that dabt at operating companias is expactad to be initially rather high (slightly above 25°% Jf
overall debt by end 2008 assuming the EEC transaction goes ahaad) and the rating doas assume that the
campany will gradually reduce the degree of debt at the operating companles towards 20% over time.

In Moody's view the businass and financial profile of Scottish Pewer on & “stand-alone” has improved o at
time, reflecting strong business operations and lower debt within the group — partlally as a resull of the
transfer of some dabt and buginesses {renewables) to Iberdrola. Moody's therefore believes that the
combined prafile of Scottish Fower Ltd (S Lid) and the UK aroup companies — where all major operating
subsidiaries ara concentrated -- today has a crédit profile of 2 "mid A" company, an improvement over the
previous "low A® evaluation. Ag 2 regult, the intarmediata and uitimate holding companies within the groap.
and their guaranteed entities, that ware previously rated one notch lower ta reflect structural subordination
have been raised to A3. Given the lack of external debt above Scottish Power UK ple {SPUK), nalching is
compressed at one notch. However, all ratings are capped at A3 by the rating of Iberdrola, raflecting the
reality of |berdrola’s ability to move cash flows around the group to service debt. Moody's has hence
confirmed the A3/P-2 senior unsecured ratings of SPUK and the A3 ratings of SP Manweb ple, Scottish
Power Distribution Ltd, Scottish Power Transmission Lid and ScottishPower Investments Lid, Ratings
upgraded ta A3 from Baal are the long term ratings of Scoltish Power UK Holdings Ltd (SPUKH) and it
guaranteed entities: ScottishPawer Generation Ltd, ScottishPower Energy Retaii Ltd and ScottishPowe:
Energy Management Ltd; SP Ltd and its guaranteed entity Scottish Power {Finance) US.,

Scottish Power ratings wera formerly under review for possible downgrada as a result of the lack of clarity.
and henca possible negative implications for, the group's futura business and financlal structure followirg 15
takeover by lbardrola. Clarification of these Issuas, including the transfar of some gebt ang assets 1o
Iberdrola, and the continuing sfrong performance of Scottish Power has led to an upwards evaluation of the:
eredit strangth of the group on a "stand-alone® basis and Maoady's has hence been In a position to take *he
actions indicated.

These actions conclude the reviews of the berdrola and Scaottish Powar growp ratings, Initiated In Saptemier
2005 and Naovember 20086, respectively.
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Iberdrola SA is a leading vertically intagrated utility in Spain. Scottish Power Lid is a vertically integrated
energy group based in the UK, owned by Iberdrola, As of end-013 2007 the combined group had total
ravenues of EUR11.4billlon.
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COPIED OR DTHERWISE REFRODUCED, REPACKAGED, FURTHER TRANSMITTER, TRAMSFERRED, DISSEMINATED,
RERISTRIBUTED OR RESQLD, OR STORED FOR SUBSEQUENT LSE FOR ANY SUCH PURPOSE, IN WHOLE OR IN PART, [N AR

FORM QR MANNER CR RBY ANY MEANS WHATSOEVER, BY ANY PERSON WITHOUT MOQDY'S PRIOR WRITTEM CONSENT Al
information contained percin is obtainad by MOODY'S from sources belicved by it o be aceurate and reliadble. Bacause of the

possibilley oF hurman or meachanical crrar 25 well 25 other factors, however, such infarmation is provided "as is" wikhi-u rily
af any kind and MOQDY'S, in perlicular, makes Na representation or warraaty, oxpress or imphed, 45 G the dccurals, i ferlinenes,
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relating [o, 2Ny erear (negigent or otherwist) oF ofher CIrCLMSEANCEe o contingenty within ¢f ouride rhe contral of G0 ur
any of its dirertors, officers, employers or agents in connection with the procurement, collzction, compilstinn, analy sis
interpretation, communicacion, publicatian ar defivery of any such infarmation, or [b) any direce, Inireet, Sneciai, conszauertsil,
compensatery or incidentat damages whatsoever (including without limianen, lost prafis). even if MOQDY'S 15 Adwviiee -
agvance of the possibility of such damages, resuibing from the use of ar inability 1a use, ary such ifarmaotion, The et rngs
and [nanclal reporting anatyz=is observations, if any, CONSTILtng part uf the inlormaton conkalned harein are, ane Nt e
construcd solely as, stacements of apinion and not statements of face or recommendations (O purchas sell or hold ane
securitios. NG WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHAN “AfvL i DR
FITNESS FOR ANY PARTICULAR PURFOSE OF ANY SUCH RATING OR OTHER DPINION OR INFORMATION 1S GIVEN CR v2DZ BY
MOODY'S IN ANY FORM GR MANNER WHATSORVER. Each rating or other opinion mugt be welghad calaty as one fac or |
inveskmant declzion made by or on hehalf of any user of the Information contgiacd hercing and £3CH SUCH USEr MuSt acn ing)iy
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MOCDY'S hereby discinges that most issuers of debt seeurities (Including corparate and municipal bonds, debenture @cres angd
cormnmercial paper} and preferced stock rated by MODDY'S have, prior Lo dssignment of any faling, agreed T0 pay in M1 HEIARS-i by
appraisal and rating services readered by it faes ranging from $1,500 o approximately $2,400,000. Maody’s Corpatulizn %)
and Its wholiy-owned credit radng agoncy subsidiary, Moady's Investors Serviee (MIS), 2lso malntain palicies and moc et ta
address the Independence of M15's ratings 21 raning pracesses, [nformation regarding certaln affiiations that may 2x'ut
harween gdirertors of MCO and rated entities, and between enbities who hald ratingz from MI5 and have alse publich repzriyld o
the SEC an awnership inferest in MCD of moere than 5%, it posted annually on Moody's website ot www.moagys.cors urdsr the
heading *Sharehalder Relations - Corporate Governance - Director and Shavehoider Afliation Policy.”
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