BASE PROSPECTUS

g
IBERDROLA
IBERDROLA INTERNATIONAL B.V.

(Incorporatedwith limited liability in TheNetherlandsand havingits corporatedomicilein Amsterdam)

and

IBERDROLA FINANZAS, S.A.U.
(Incorporatedwith limited liability in the Kingdomof Spain)

Euro20,000,000,000
EuroMediumTermNote Programme

Guaranteethy

IBERDROLA, S .A.
(Incorporatedwith limited liability in the Kingdomof Spain)

Under the Guaranteed Euro Medium Term Note ProgrammePRtbgramme) described in this Base Prospectus, each of Iberdrola International IBevdrpla
International) and Iberdrola Finanzas, S.A.Ubérdrola Finanzas) (each arssuerand together, thissuer§ may from time to time issue notes (tNetes subject to
compliance with all relevant laws, regulations and directives. The payment of all amounts due in respect of the Notes will be unconditionally and irrevocably guaranteed
Iberdrola, S.A. Iperdrola or theGuarantor). The aggregate principal amount of Notes outstanding and guaranteed will not at any time exceed Euro 20,000,000,000 (or
the equivalent in other currencies).

Application has been made to tBemmission de Surveillance du Secteur FinanglerCSSH in its capacity as competent authority under the Luxembourg Act dated 10

July 2005 on prospectuses for securities Rhespectus Act 2005to approve this document as a base prospectus of the Issuers. By approving this Base Prospectus, the
CSSF assumes no responsibility for the economic and financial soundness of the transactions contemplated by this Base Prospectus or the quality or solvency of the Is
in accordance with Article 7(7) of the Prospectus Act 2005. Application has also been made to the Luxembourg Stock Exchange for Notes issued under the Programm
be admitted to trading on the Regulated Market of the Luxembourg Stock Exchange and to be listed on the official list of the Luxembourg Stock Exchange. References
this Base Prospectus to Notes being listed (and all related references) shall mean that such Notes have been admitted to trading on the Luxembourg Stock Excha
regulated market and have been admitted to the Official List of the Luxembourg Stock Exchange. The Luxembourg Stock Exchange’s regulated market is a regula
market for the purposes of the Markets in Financial Instruments Directive (Directive 2004/39/EC). The requirement to publish a prospectus under the Prospectus Direct
(as defined below) only applies to Notes which are to be admitted to trading on a regulated market in the European Economic Area and/or offered to the public in 1
European Economic Area other than in circumstances where an exemption is available under Article 3.2 of the Prospectus Directive (as implemented in the relev
Member State(s)). Notice of the aggregate nominal amount of Notes, interest (if any) payable in respect of Notes, the issue price of Notes and certain other informat
which is applicable to each issue of Notes will be set out in a final terms documefingh@&erms) which will be filed with the CSSF. Copies of Final Terms in relation

to Notes to be listed on the Luxembourg Stock Exchange will also be published on the website of the Luxembourg Stock #wehdnogesé.l). The Programme

provides that Notes may be listed or admitted to trading, as the case may be, on such other or further stock exchanges or markets as may be agreed between the re
Issuer, the Guarantor and the relevant Dealer (such other or further stock exchanges or markets to include, if so agreed, the AIAF Mercado déARentib&rijad]a
International may also issue unlisted Notes.

The Notes may be issued in bearer foBedrer Noteg, in registered formRegistered Note} or in bearer form exchangeable for Registered Nd&&sHangeable

Bearer Note9. Bearer Notes may be issued in new global nht8N) form and Registered Notes may be held under the new safekeeping stri&8req allow
Eurosystem eligibility. Unless otherwise specified in the Final Terms, each Tranche of Bearer Notes having an original maturity of more than one year will initially be
represented by a temporary Global Note and each Tranche of Bearer Notes having an original maturity of one year or less will initially be represented by a perman
Global Note which, in each case, will (i) if the Global Notes are stated in the applicable Final Terms to be issued in NGN form, be delivered on or prior to the original isst
date of the relevant Tranche to a common safekeepe€¢timenon Safekeepeyfor Euroclear (as defined below) and Clearstream, Luxembourg (as defined below); or (ii)

if the Global Notes are not intended to be issued in NGN f@laséic Global Notesor CGNs), be delivered on or prior to the original issue date of the relevant Tranche

to a Common Depositary (as defined below) for, Euroclear and Clearstream, Luxembourg, or as otherwise agreed between the relevant Issuer and the relevant De
Interests in temporary Global Notes will be exchangeable for interests in a permanent Global Note or, if so stated in the relevant Final Terms, for definitive Bearer Not
after the date falling 40 days after the issue date upon certification as to non-U.S. beneficial ownership or for definitive Registered Notes at any time after the issue dat
specified in the relevant Final Terms, interests in permanent Global Notes will be exchangeable for definitive Bearer Notes or definitive Registered Notes. Register
Notes will be represented by registered certificates (e&@drtiicate), one Certificate being issued in respect of each Holder's entire holding of Registered Notes of one
Series and may be represented by registered global certificates (EtalhabhCertificate). Registered Notes which are held in Euroclear and Clearstream, Luxembourg

will be registered (i) if the Global Certificate is not to be held under the NSS, in the name of nominees for Euroclear and Clearstream, Luxembourg or a common nomir
for both or (ii) if the Global Certificate is to be held under the NSS, in the name of a nominee of the Common Safekeeper and the relevant Certificate(s) will be delivered
the appropriate depositary, a common depositary or Common Safekeeper, as the case may be.

This document comprises a base prospectus of the Issuers for the purposes of Atrticle 5.4 of Directive 2003/71/EC as amended (which includes the amendments mac
Directive 2010/73/EU to the extent that such amendments have been implemented in a relevant Member State of the European EconorRimspeaju@hBirectivg

and for the purpose of giving information with regard to the Issuers, the Guarantor and the Notes which, according to the particular nature of the relevant Issuer, |
Guarantor and the Notes, is necessary to enable investors to make an informed assessment of the assets and liabilities, financial position, profit and losses and prospe
the relevant Issuer and the Guarantor.

The Programme has been rated BBB+ by Standard & Poor’s Credit Market Services Europe Staitddrd & Poor's), Baal by Moody's Investors Service Limited
(Moody'’s), and BBB+ by Fitch Ratings Limitedrifch). Each of Standard & Poor’s, Moody’'s and Fitch is established in the European Union and is registered under
Regulation (EC) No. 1060/2009 (as amended) @RA Regulation). As such each of Standard & Poor's, Moody's and Fitch is included in the list of credit rating
agencies published by the European Securities and Markets Authority on its wetysitevivw.esma.europa.eu/page/List-registered-and-certified-CRAaccordance

with the CRA Regulation. Notes issued under the Programme may be rated or unrated. Where an issue of Notes is rated, its credit rating may not necessarily be the sal
the credit rating applicable to the Programme. A credit rating is not a recommendation to buy, sell or hold securities and may be subject to revision, suspension
withdrawal at any time by the assigning rating organisation.

The rating of certain Series of Notes to be issued under the Programme may be specified in the applicable Final Terms. Whether or not each credit rating applied fo
relation to relevant Series of Notes will be issued by a credit rating agency established in the European Union and registered under the CRA Regulation will be disclose
the Final Terms.

In the case of any Notes which are to be admitted to trading on a regulated market within the European Economic Area or offered to the public in a Member State of
European Economic Area in circumstances which require the publication of a prospectus under the Prospectus Directive, the minimum denomination shall be €100,000
its equivalent in any other currency as at the date of issue of the Notes).

Prospective investors should have regard to the factors described under the section headed “Risk Factors” in this Base Prospectus.

Arrangel
Barclays
Dealer
Banco Bilbao Vizcaya Argentaria, S.A. Barclays
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The Issuers and the Guarantor accept responsibility for the information contained in this Base Prospectus and
the Final Terms for each Tranche of Notes issued under the Programme. To the best of the knowledge and
belief of the Issuers and the Guarantor (each of which has taken all reasonable care to ensure that such is the
case), the information contained in the Base Prospectus is in accordance with the facts and does not omit
anything likely to affect the import of such information. This Base Prospectus is to be read in conjunction
with all documents which are deemed to be incorporated herein by reference (see “Documents Incorporated
by Reference”).

References herein t@onditions are to the “Terms and Conditions of Notes issued by Iberdrola International
B.V.” or to the “Terms and Conditions of Notes issued by Iberdrola Finanzas, S.A.U.”, as the case may be.

Copies of Final Terms will be available, free of charge, from the registered offices of the Issuers, the
registered office of the Guarantor and the specified office set out below of each of the Paying Agents (as
defined below).

Subject as provided in the applicable Final Terms, the only persons authorised to use this Base Prospectus in
connection with an offer of Notes are the persons named in the applicable Final Terms as the relevant
Dealers or the Managers, as the case may be.

No person has been authorised to give any information or to make any representation other than those
contained in this Base Prospectus in connection with the issue or sale of the Notes and if given or made, such
information or representation must not be relied upon as having been authorised by the Issuers, the
Guarantor or any of the Dealers. Neither the delivery of this Base Prospectus nor any sale made in
connection herewith shall, under any circumstances, create any implication that there has been no change in
the affairs of either of the Issuers or the Guarantor since the date hereof or the date upon which this
document has been most recently supplemented or that there has been no adverse change in the financial
position of the Issuers or the Guarantor since the date hereof or the date upon which this document has been
most recently supplemented or that any other information supplied in connection with the Programme is
correct as of any time subsequent to the date on which it is supplied or, if different, the date indicated in the
document containing the same.

The Arranger and the Dealers have not separately verified the information contained in this Base Prospectus.
None of the Dealers or the Arranger makes any representation, express or implied, or accepts any
responsibility with respect to the accuracy or completeness of any of the information in this Base Prospectus.
Neither this Base Prospectus nor any other financial statements are intended to provide the basis of any
credit or other evaluation and should not be considered as a recommendation by the Issuers, the Guarantor,
the Arranger or the Dealers that any recipient of this Base Prospectus or any other financial statements
should purchase the Notes. Each potential purchaser of Notes should determine for itself the relevance of the
information contained in this Base Prospectus and its purchase of Notes should be based upon such
investigation as it deems necessary. None of the Dealers or the Arranger undertakes to review the financial
condition or affairs of the Issuers or the Guarantor during the life of the arrangements contemplated by this
Base Prospectus nor to advise any investor or potential investor in the Notes of any information coming to
the attention of any of the Dealers or the Arranger.

This Base Prospectus does not constitute an offer of, or an invitation by or on behalf of the Issuers, the
Guarantor or the Dealers to subscribe for, or purchase, any Notes.

The Notes and the Guarantee have not been and will not be registered under the United States Securities Act
of 1933 (as amended) (tls=curities Ac) and include Notes that are subject to U.S. tax law requirements.
Subject to certain exceptions, Notes may not be offered, sold or delivered within the United States or to, or
for the account or benefit of, U.S. persons.

This Base Prospectus does not constitute an offer to sell or the solicitation of an offer to buy any Notes in
any jurisdiction to any person to whom it is unlawful to make the offer or solicitation in such jurisdiction.
The distribution of this Base Prospectus and the offer or sale of Notes may be restricted by law in certain
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jurisdictions. The Issuers, the Guarantor and the Dealers do not represent that this Base Prospectus may be
lawfully distributed, or that any Notes may be lawfully offered, in compliance with any applicable
registration or other requirements in any such jurisdiction, or pursuant to an exemption available thereunder,
or assume any responsibility for facilitating any such distribution or offering. In particular, no action has
been taken by the Issuers, the Guarantor or the Dealers which is intended to permit a public offering of any
Notes or distribution of this Base Prospectus in any jurisdiction where action for that purpose is required.
Accordingly, no Notes may be offered or sold, directly or indirectly, and neither this Base Prospectus nor
any advertisement or other offering material may be distributed or published in any jurisdiction, except under
circumstances that will result in compliance with any applicable laws and regulations. Persons into whose
possession this Base Prospectus or any Notes may come must inform themselves about, and observe, any
such restrictions on the distribution of this Base Prospectus and the offering and sale of Notes. In particular,
there are restrictions on the distribution of this Base Prospectus and the offer or sale of Notes in the United
States, the United Kingdom, the European Economic Area, the Netherlands, Spain and Japan.

The Notes may not be a suitable investment for all investors. Each potential investor in the Notes must
determine the suitability of that investment in light of its own circumstances. In particular, each potential
investor may wish to consider either on its own or with the help of its financial and other professional
advisers, whether it:

(@) has sufficient knowledge and experience to make a meaningful evaluation of the Notes, the merits
and risks of investing in the Notes and the information contained or incorporated by reference in this
Base Prospectus or any applicable supplement;

(b) has access to, and knowledge of, appropriate analytical tools to evaluate, in the context of its
particular financial situation, an investment in the Notes and the impact the Notes will have on its
overall investment portfolio;

(©) has sufficient financial resources and liquidity to bear all of the risks of an investment in the Notes,
including Notes with principal or interest payable in one or more currencies, or where the currency
for principal or interest payments is different from the potential investor’s currency;

(d) understands thoroughly the terms of the Notes and is familiar with the behaviour of any relevant
indices and financial markets; and

(e) is able to evaluate possible scenarios for economic, interest rate and other factors that may affect its
investment and its ability to bear the applicable risks.

Legal investment considerations may restrict certain investments. The investment activities of certain
investors are subject to legal investment laws and regulations, or review or regulation by certain authorities.
Each potential investor should consult its legal advisers to determine whether and to what extent (a) Notes
are legal investments for it, (b) Notes can be used as collateral for various types of borrowing and (c) other
restrictions apply to its purchase or pledge of any Notes. Financial institutions should consult their legal
advisors or the appropriate regulators to determine the appropriate treatment of Notes under any applicable
risk-based capital or similar rules.

The maximum aggregate principal amount of Notes outstanding at any one time under the Programme will
not exceed Euro 20,000,000,000 (and for this purpose, any Notes denominated in another currency shall be
translated into Euro at the date of the agreement to issue such Notes). The maximum aggregate principal
amount of Notes which may be outstanding at any one time under the Programme may be increased from
time to time, subject to compliance with the relevant provisions of the Dealership Agreement, as defined
under “Subscription and Sale”. Any such increase to the maximum aggregate principal amount of Notes
which may be outstanding at any one time under the Programme may require the production of a supplement
to the Base Prospectus by the Issuers and the Guarantor.

In this Base Prospectus, unless otherwise specified or the context otherwise requires, references to “Euro”,
“euro” or “€” are to the single currency which was introduced at the start of the third stage of European
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Economic and Monetary Union, pursuant to the Treaty on the Functioning of the European Union, as
amended (thereaty), to “U.S. Dollars” or “U.S.$” are to the lawful currency of the United States of
America, to “pounds sterling”, “GBP” or “£” are to the lawful currency of the United Kingdom and to
“Japanese yen”, “yen” or “¥” are to the lawful currency of Japan.

Any websites included in this Base Prospectus are for information purposes only and do not form part of t
Prospectus.

In connection with the issue of any Tranche of Notes, the Dealer or Dealers (if any) named as the stabilisatic
manager(s) (the Stabilisation Manager(s)) (or persons acting on behalf of any Stabilisation Manager(s)) in th
applicable Final Terms may over-allot Notes or effect transactions with a view to supporting the market price of
the Notes at a level higher than that which might otherwise prevail. However, there is no assurance that th
Stabilisation Manager(s) (or persons acting on behalf of a Stabilisation Manager) will undertake stabilisation
action. Any stabilisation action may begin on or after the date on which adequate public disclosure of the term
of the offer of the relevant Tranche of Notes is made and, if begun, may be ended at any time, but it must end 1
later than the earlier of 30 days after the issue date of the relevant Tranche of Notes and 60 days after the de
of the allotment of the relevant Tranche of Notes. Any stabilisation action or over-allotment must be conductec
by the relevant Stabilisation Manager(s) (or person(s) acting on behalf of any Stabilisation Manager(s)) it
accordance with all applicable laws and rules.
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OVERVIEW OF THE PROGRAMME

The following overview does not purport to be complete and is taken from, and is qualified in its entirety by,
the remainder of this document and, in relation to the terms and conditions of any particular Tranche of
Notes, the applicable Final Terms. The relevant Issuer may agree with any Dealer that Notes may be issued
in a form other than that contemplated in Terms and Conditions of the Notes issued by Iberdrola
International B.V.” or “Terms and Conditions of the Notes issued by Iberdrola Finanzas, S.A.U.", as
applicable, herein, in which event, in the case of listed Notes only and if appropriate, a drawdown
prospectus will be published.

This overview constitutes a general description of the Programme for the purposes of Article 22.5(3) of
Commission Regulation (EC) No. 809/2004 implementing the Prospectus Directivér@bmectus
Regulatior). Words and expressions defined in the “Form of Notes”, “Terms and Conditions of the Notes
issued by Iberdrola International B.V.” or “Terms and Conditions of the Notes issued by Iberdrola
Finanzas, S.A.U.” shall have the same meanings in this overview.

Issuers: Iberdrola International B.V. and Iberdrola Finanzas, S.A.U. (emth
Issuerand together, thissuerg

Guarantor: Iberdrola, S.A. (th&uarantor)

Description: Guaranteed Euro Medium Term Note ProgrammeRtogramme).

Arranger: Barclays Bank PLC.

Dealers: Banco Bilbao Vizcaya Argentaria, S.A., Banco Santander, S.A., Barclays

Bank PLC, BNP Paribas, Crédit Agricole Corporate and Investment Bank,
HSBC Bank plc, ING Bank NV, J.P. Morgan Securities plc, Merrill Lynch
International, Mizuho International plc, Morgan Stanley & Co.
International plc and The Royal Bank of Scotland plc. The Issuers may
from time to time terminate the appointment of any dealer under the
Programme or appoint additional dealers either in respect of a single
Tranche or in respect of the whole Programme. References in this Base
Prospectus to “Permanent Dealers” are to the persons listed above as
Dealers and to such additional persons which are appointed as dealers in
respect of the whole Programme (and whose appointment has not been
terminated) and to “Dealers” are to all Permanent Dealers and all persons
appointed as a dealer in respect of one or more Tranches.

Fiscal Agent: The Bank of New York Mellon, London Branch.

Size: Up to Euro 20,000,000,000 (or the equivalent in other currencies at the
date of issue) aggregate principal amount of Notes outstanding at any one
time. The Issuers and the Guarantor have the option, subject to the
fulfilment of certain conditions, to increase the size of the Programme.

Currencies: Subject to compliance with all relevant laws, regulations and directives,
Notes may be issued in Euro, U.S. Dollars, Australian dollars, Canadian
dollars, Danish krone, Hong Kong dollars, New Zealand dollars, pounds
sterling, Swedish kronor, Swiss francs or Japanese yen or in other
currencies if the relevant Issuer, the Guarantor and the Dealers so agree.

Maturities: Any maturity subject to compliance with all relevant laws, regulations and
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SpecifiedDenomination:

Methodof Issue:

Formof Notes:
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directives.WhereNotes havea maturity of lessthan one year and either
(a) the issueproceedsare receivedby the relevantissuerin the United
Kingdom or (b) the activity of issuingthe Notesis carried on from an
establishmentnaintainedby the relevantissuerin the United Kingdom,
suchNotesmust:(i) havea minimumredemptiorvalueof £100,000(or its

equivalentin other currencies)and be issued only to personswhose
ordinary activities involve them in acquiring, holding, managing or

disposingof investmentgas principal or agent)for the purposesof their

businessesr who it is reasonabléo expectwill acquire,hold, manageor

disposeof investments(as principal or agent)for the purposesof their

businessegyr (i) beissuedin othercircumstancesvhich do not constitute
a contraventionof section19 of the Financial Servicesand Markets Act

2000(the FSMA) by therelevantissuer.

UnderPartll of the LuxembourgAct dated10 July 20050n prospectuses
for securities,which implementsthe Prospectudirective, prospectuses
for the admissionto trading of money market instrumentshaving a
maturity at issue of less than 12 months and complying also with the
definition of securitiesare not subjectto the approvalprovisionsof Partl|
of suchAct.

Noteswill beissuedin suchdenomination@smay be agreedbetweenhe
relevantlssuerandtherelevantDealersandasindicatedin the applicable
Final Terms savethat the minimum denominationof eachNote will be
suchas may be allowed or requiredfrom time to time by the relevant
centralbank (or equivalentbody) or any laws or regulationsapplicableto

the specified currencyand savethat (a) the minimum denominationof

eachNote admittedto trading on a regulatedmarketwithin the European
EconomicAreaor offeredto the publicin a MemberStateof the European
Economic Area in circumstanceswhich would otherwise require the
publication of a prospectusunder the ProspectusDirective will be
€100,000(or, if the Notesaredenominatedn a currencyotherthaneuro,
the equivalent amount in such currency); and (b) unless otherwise
permitted by then current laws and regulations Notes which have a

maturity of less than one year from their date of issue will have a

minimum denomination of £100,000 (or its equivalent in another
currency).

The Noteswill be issuedon a syndicatedor non-syndicatedasis. The
Noteswill beissuedin one or more Series(which may be issuedon the
samedateor which may be issuedin morethanone Trancheon different
dates).TheNotesmaybeissuedn Trancheson a continuoushasiswith no
minimum issue size, subject to compliancewith all applicable laws,
regulationsand directives. Further Notes may be issuedas part of an
existingSeries.

The Notes may be issuedin bearerform only (Bearer Noteg, in bearer
form exchangeabléor RegisteredNotes(ExchangeableBearer Noteg or
in registeredorm only (RegisteredNotes. BearerNotesmaybeissuedn
new global note (NGN) form. Unless otherwisespecifiedin the Final
Terms, eachTrancheof BearerNoteshavingan initial maturity of more
thanoneyearwill initially berepresentetty a temporaryGlobal Noteand
eachTrancheof BearerNotes havingan original maturity of one yearor
lesswill initially berepresentethy a permanentGlobal Note which (a) in
eachcase,will (i) if the Global Notesare statedin the applicableFinal



IssuePrice:

Fixed RateNotes:

FloatingRateNotes:

ZeroCouponNotes:

Interest Periods and Interest
Rates:
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Termsto beissuedin NGN form, be deliveredon or prior to the original
issue date of the Trancheto a common safekeeper(the Common
Safekeepe) for EuroclearBank SA/NV (Euroclear) and Clearstream
Banking, sociétéanonyme(Clearstream, Luxembourg); and (ii) if the
Global Notesare not intendedto beissuedin NGN form, be deliveredon
or prior to the original issuedateof the Trancheto a commondepositary
(the Common Depositary) for, Euroclearand Clearstreamluxembourg,
or (b) in the caseof a Trancheintendedto be clearedthrougha clearing
system other than or in addition to Euroclear and Clearstream,
Luxembourgor deliveredoutsidea clearingsystempedepositecasagreed
betweenthe relevantissuerand the relevantDealer. No interestwill be
payablein respectof a temporaryGlobal Note exceptas describedunder
“Descriptionof ProvisionsRelatingto the Noteswhile in Global Form or
while Registeredin the Name of a Nominee for a Clearing System”.
Interestsin temporaryGlobal Noteswill be exchangeabléor interestsin
permaneniGlobal Notesor, if so statedin the relevantFinal Terms, for
definitive BearerNotesafter the datefalling 40 daysafter the issuedate
upon certification as to non-U.S. beneficialownershipor (in the caseof
Exchangeabl®&earerNotes)definitive RegisteredNotesat any time after
the issue date. If specified in the relevant Final Terms, interestsin
permanentGlobal Noteswill be exchangeabléor definitive BearerNotes
or (in the caseof Exchangeabl®earerNotes)definitive RegisteredNotes
asdescribedunder“Descriptionof ProvisionsRelatingto the Noteswhile
in Global Form or while Registeredin the Name of a Nomineefor a
Clearing System”. RegisteredNotes will be representedy certificates
(each a Certificate), one Certificate being issuedin respectof each
Noteholder’sentire holding of RegisteredNotesof oneSeriesandmaybe
representedy a Global Certificate. Registered\otes which are held in
EuroclearandClearstreaml.uxembourgwill beregistered) if theGlobal
Certificateis notto be heldunderthe new safekeepingtructure(NSS), in
the nameof nomineesfor Euroclearand ClearstreamlLuxembourgor a
commonnomineeor (ii) if the Global Certificateis to be held underthe
NSS, in the name of a nomineeof the Common Safekeeperand the
relevant Certificate(s) will be delivered to the appropriatedepositary,
commondepositaryor CommonSafekeeperasthe casemaybe.

Notesmay beissuedat their principalamountor at a discountor premium
to their principal amount.Partly-paidNotesmay also be issued the Issue
Priceof whichwill bepayablein two or moreinstalments.

Intereston Fixed RateNoteswill be payablein arrearon the dateor dates
in eachyearspecifiedin therelevantFinal Terms.

Floating Rate Notes will bearinterestset separatelyfor eachSeriesby
referencéo EURIBORor LIBOR asadjustedor anyapplicablemarginas
specifiedin theapplicableFinal Terms.

Zero Coupon Notes may be issuedat their principal amountor at a
discountto it andwill not bearinterest.

Thelengthof the interestperiodsfor the Notesandthe applicableinterest
rate or its method of calculation may differ from time to time or be
constantfor any Series. Notes may have a maximum interest rate, a
minimuminterestrate,or both. The useof interestaccrualperiodspermits
the Notesto bearinterestat different ratesin the sameinterestperiod. All



OptionalRedemption:

Status of the Notes and the
Deedof Guarantee:

NegativePledge:

CrossDefault:

Rating:

Early Redemption:

Taxation on Notes issued by
IberdrolalnternationaB.V.:
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suchinformationwill besetoutin therelevantFinal Terms.

TheFinal Termsissuedn respeciof eachissueof Noteswill statewhether
suchNotesmay beredeemedrior to their statedmaturity at the option of

therelevantissuer(eitherin whole or in part) and/orthe Noteholdersand
thetermsapplicableto suchredemption.

The Notes and the guaranteein respect of them will constitute
unsubordinatednd unsecuredbligationsof the relevantissuerand the
Guarantor, respectively, all as describedin Condition 3 (Status and
Guaranteg.

TheNoteswill containa negativepledgeasmorefully setoutin Condition
4 (NegativePledgg. Thenegativepledgeappliesto Relevantindebtedness
of therelevantissuer the GuarantorandeachRelevantSubsidiary(eachas
definedin the Conditions).

The Noteswill containa crossdefaultas morefully setoutin Condition
10 (Events of Defaul). The cross default applies to any Relevant
Indebtednessncurredby the relevantissuer,Guarantoror any Relevant
Subsidiarywhich becomesdue and payableprior to its statedmaturity
otherwisethanat the option of therelevantissueror Guarantotor which is

not paid whendueor within any applicablegraceperiodprovidedthatthe

aggregateamount of Relevant Indebtednessis equal to or exceeds
€125,000,00@r its equivalent.

TheProgramméasbeenratedBBB+ by Standardk Poor’'sCreditMarket
Ratings Services (Standard & Poor’'s), Baal by Moody’s Investors
ServiceLimited (Moody’s) and BBB+ by Fitch RatingsLimited (Fitch).

Each of Standard& Poor’s, Moody's and Fitch is establishedin the
EuropeanUnion andis registeredunder Regulation(EC) No. 1060/2009
(asamended]the CRA Regulation). As sucheachof Standard Poor’s,
Moody’s and Fitch is included in the list of credit rating agencies
publishedby the EuropearSecuritiesandMarketsAuthority on its website
in accordancevith the CRA Regulation.

Notesissuedunder the Programmemay be rated or unrated.Where an
Issueof Notesis rated,its creditrating may not necessariljpethe sameas
the creditrating applicableto the ProgrammeThe rating of certainSeries
of Notesto be issuedunder the Programmemay be specifiedin the
applicableFinal Terms.Whetheror not eachcredit rating appliedfor in

relationto the relevantSeriesof Noteswill be issuedby a credit ratings
agencyestablishedn the EuropeanUnion andregisteredunderthe CRA

Regulationwill bedisclosedn theFinal Terms.

A creditratingis not a recommendatioto buy, sell or hold securitiesand
may be subjectto revision, suspensioror withdrawal at any time by the
assigningatingorganisation.

Except as provided in “Optional Redemption” above, Notes will be
redeemablat the option of the relevantissuerprior to maturity only for
taxreasons.

All paymentof principalandinterestin respecbof the Notesandthe Deed
of Guaranteavill be madefree andclearof anywithholding or deduction,
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Taxation on Notes issued by
IberdrolaFinanzasS.A.U.:

GoverningLaw:

Approval, listing and
admissiorto trading:
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subjectto customaryexceptionsasdescribedCondition8 (Taxation).

All paymentsn respectof the Notesissuedby IberdrolaFinanzasS.A.U.
will be madewithout deductionfor, or on accountof, withholding taxes
imposedby Spainunlesssuchtaxesarerequiredby law to bewithheld. In
the eventthat any suchdeductionis made,IberdrolaFinanzasS.A.U. or,
as the casemay be, the Guarantor,will, savein certain circumstances
providedin Condition8 (Taxation),berequiredto pay additionalamounts
to coveranyamountssodeducted.

IberdrolaFinanzasS.A.U. considerdhat,accordingo Foral Decreeof the

territory of Bizkaia 205/2008,0f 22 December(Foral Decree 205/2008)
andRoyal Decreel065/2007,t is not obligedto withhold taxesin Spain

in relation to interestpaid on the Notes to any investor (whether tax

resident in Spain or not) provided that the information procedures
describedn section“Taxation”, which do not requireidentificationof the

Noteholders, i@ fulfilled.

In the event that the current applicable procedureswere modified,

amendeddr supplementedby, amongstothers,a Spanishlaw, regulation,
interpretatioror ruling of the SpanishTlax Authorities, IberdrolaFinanzas,
S.A.U. will inform the Noteholdersof suchinformationproceduresandof

their implications,aslberdrolaFinanzasS.A.U. may be requiredto apply
withholding tax on interestpaymentsunderthe Notesif the Noteholders
would not complywith suchinformationprocedures.

For further information regarding the interpretation of Foral Decree
205/2008and Royal Decree1065/2007,pleaserefer to “Risk Factors—
Risksin Relationto SpanishWithholdingTaxin Notesissuedby Iberdrola
Finanza$ and “Risk Factors— Application of Law 10/2014 to Notes
issuedby Iberdrola Finanzas”

English law, save for (a) in relation to Notes issued by Iberdrola
InternationalB.V. Condition3(a) (Statusof Noted which will begoverned
by, andshallbe construedn accordancevith, Dutchlaw andthe statusof
the Guaranteeas describedn Condition3(b)(ii) (Guaranteg, which will

be governedby, and shall be construedn accordancevith, Spanishlaw
and (b) in relation to Notes issued by Iberdrola Finanzas, S.A.U.,
Condition 3(a) (Status of Noteg and the status of the Guarantee,as
describedin Condition 3(b)(ii) (Guaranteg, which will be governedby,
andshallbeconstruedn accordanceavith, SpanisHaw.

Application hasbeenmadeto the CSSFto approvethis documentas a
baseprospectusof the Issuers.Application has also been madeto the
LuxembourgStockExchangdor Notesissuedunderthe Programmeo be
listed on the Official List of the LuxembourgStock Exchangeandto be
admittedto trading on the regulatedmarket of the LuxembourgStock
ExchangeNotesmay belisted or admittedto trading,asthe casemay be,
on suchother or further stock exchangesr marketsagreedbetweenthe
relevant Issuer, the Guarantorand the relevant Dealer (such other or
further stock exchangesor markets,to include, if so agreed,the AIAF).

IberdrolalnternationalmayalsoissueunlistedNotes.The applicableFinal
Termswill statewhetheror not the relevantNotesareto be listed and/or
admittedto tradingand,if so,on which stockexchangesind/ormarkets.
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Rule 144A:

Selling Restrictions:

Substitution:
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Offers and sales in accordance with Rule 144A under the Securities Act
will be permitted if specified in the relevant Final Terms, subject to
compliance with all relevant legal and regulatory requirements of the
United States of America.

United States, European Economic Area (in respect of Notes having a
denomination of less than €100,000 (or its equivalent in any other
currency as at the date of issue of the Notes)), The Netherlands, the
Kingdom of Spain and Japan. See “Subscription and Sale”.

In connection with the offering and sale of a particular Tranche of Notes,
additional selling restrictions may be imposed which will be set out in the
relevant Final Terms.

The Issuers and the Guarantor may, subject to the fulfilment of certain

conditions, substitute the relevant Issuer. See ConditioBuas(itution of
either Issuey.
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RISK FACTORS

Eadc of the Issuers and the Guarantor believes that the following factors may affect its ability to fulfil its
obligations under Notes issued under the Programme. Most of these factors are contingencies which may or
may not occur and neither of the Issuers nor the Guarantor is in a position to express a view on the
likelihood of any such contingency occurring.

In addition, factors which are material for the purpose of assessing the market risks associated with Notes
issued under the Programme are also described below.

Each of the Issuers and the Guarantor believes that the factors described below represent the principal risks
inherent in investing in Notes issued under the Programme, at the date of this Base Prospectus, but the
inability of either Issuer or the Guarantor to pay interest, principal or other amounts on or in connection
with any Notes may occur for other reasons which may not be considered significant risks by the Issuers and
the Guarantor based on information currently available to them or which they may not currently be able to
anticipate. Prospective investors should also read the detailed information set out elsewhere in this Base
Prospectus (including any documents incorporated by reference herein) and reach their own views prior to
making any investment decision.

Factors that may affect the Issuers’ ability to fulfil their obligations under Notesissued under the
Programme

Each Issuer has minimal share capital

The Issuers issue debt securities on behalf of the Group. Furthermore, each Issuer has been established with
a minimal share capital. Each Issuer’s principal liabilities will comprise the Notes and other debt securities
issued by it and its principal assets will comprise its rights (if any) under agreements under which the net
proceeds from the issue of the Notes and other debt securities are on-lent or deposited with the Guarantor or
other members of the Group. Accordingly, in order to meet its obligations under the Notes, each Issuer is
dependent on the Guarantor (or other members of the Group) meeting its obligations under such agreements
or deposits or the relevant Issuer being able to enforce its rights against the Guarantor (or other member of
the Group) under such agreements or deposits. The fact that the Issuers are wholly owned by the Guarantor
may limit the ability of the Issuers to enforce these obligations.

Main risk factors associatedwith the activities of the Iberdrola Group
Credit risk

The Iberdrola Group is exposed to credit risk arising from its counterparties’ (including but not limited to
customers, suppliers, financial institutions and partners) default on their contractual obligations. Exposure
may arise with regard to unsettled amounts, the cost of substituting products not supplied and also, in the
case of dedicated plants, outstanding amounts.

Credit risk is managed and limited in accordance with the type of transaction and the creditworthiness of the
counterparty. A specific corporate credit risk policy is in place which establishes criteria for admission,
approval systems, authorisation levels, scoring tools, exposure measurement methodologies, etc.

With regard to credit risk on trade receivables, the historical cost of defaults has remained moderate and
stable at close to 1 per cent. of total turnover of this activity, despite the current difficult economic
environment. Regarding other exposure (counterparties in transactions with financial derivatives, placement
of cash surpluses, transactions involving energy and guarantees received from third parties), no significant
defaults or losses were incurred in 2015 or 2014.

As at 31 December 2015 and 2014, respectively, there was no significant credit risk concentration in the
Iberdrola Group.
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Financial risk
Interest rate risk

The Iberdrola Group is exposed to the risk of fluctuations in interest rates affecting cash flows and market
value in respect of items in the balance sheet (including debt and derivatives). In order to adequately manage
and limit this risk, the Iberdrola Group manages annually the proportion of fixed and variable debt and
establishes the actions to be carried out throughout the year: new sources of financing (at a fixed, floating or
indexed rate) and/or the use of interest rate derivatives.

Debt arranged at floating interest rates is broadly tied to Euribor, Libor-GBP and Libor-USD and to the most
liquid local reference indices in the case of the borrowings of the Latin American subsidiaries.

Foreign currency risk
As the Iberdrola Group’s presentation currency is the euro, fluctuations in the value of the currencies in
which borrowings are instrumented and transactions are carried out with respect to the euro (mainly pounds

sterling, U.S. Dollar and the Brazilian real), may have an effect on the finance costs, profit and equity of the
Group.

The following items could be affected by foreign currency risk:

» Proceeds from energy supplies and payments for energy supplies and raw materials purchased in
currencies other than the euro.

» Settlement of financial operations to hedge the price of energy commodities. Debt denominated in
currencies other than the local or functional currency of the Iberdrola Group companies.

» Collections and payments for supplies, services or equipment acquisition in currencies other than the
local or functional currency.

* Income and expenses of certain foreign subsidiaries indexed in currencies other than the local or
functional currency.

» Profit or loss on consolidation of foreign subsidiaries.
» Consolidated carrying amount of net investments in foreign subsidiaries.
The Iberdrola Group reduces these risks by:

* Ensuring that all its economic flows are carried out in the currency of each Group company,
provided that this is possible, economically viable and efficient, and through the use of derivatives.

* As far as possible, hedging the risks of transfer of earnings scheduled for the current year, thereby
limiting the ultimate impact on the Group’s earnings.

» Mitigating the impact on the consolidated net asset value of a hypothetical depreciation of currencies
due to the Group’s investment in foreign subsidiaries by maintaining foreign currency debt, as well
as through financial derivatives.

Considering the composition of the Group’s financial cost in foreign currency in 2015 (59% euro, 21% U.S.

Dollar, 15% pounds sterling, 5% Brazilian real), and assuming the composition remains the same in the
future, a 5% rise in the main currencies would have a negative impact on profit and loss of 24 million euro
through a higher consolidated finance cost in euros.
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Liquidity risk

Exposure to adverse situations in the debt or capital markets or in relation to the Iberdrola Group’s own
economic or financial situation may hinder or prevent the Group from obtaining the financing required to
properly carry on its business activities.

The Iberdrola Group’s liquidity policy is aimed at ensuring that it can meet its payment obligations without
having to obtain financing on unfavourable terms. For this purpose, various management measures are used
such as the arrangement of committed credit facilities of sufficient amount, deadline and flexibility,
diversification of the coverage of financing needs through access to different markets and geographical
areas, and diversification of the maturities of the debt issued.

Regulatory risk

Companies in the lberdrola Group are subject to laws and regulations concerning prices and other aspects of
their activities in each of the countries in which they operate. The introduction of new laws and regulations
or amendments to the already existing laws and regulations, may have an adverse effect on the Group’s
operations, annual results and economic value of its businesses.

The following are a few of the most significant regulatory measures that were approved in 2015 or are due to
be implemented in 2016:

e Spain

Approval of Ministerial Order IET/2660/2015 of 11 December 2015 approving unit remuneration for
electricity distributors and establishing the first regulation period up to 31 December 2019.

e United Kingdom

The approval of the new remuneration framework for electricity distributors in the UK, RIIO-ED1, which
will regulate income over an eight-year period between April 2015 and March 2023.

There is uncertainty concerning the implementation and the measures approved regarding the regulation of
the obligation to install smart meters.

* United States
Approval of the new PTC tax incentive scheme for renewable energies, valid up to the year 2020.
There is uncertainty concerning the forthcoming review of tariffs for network companies CMP and UI.
* Brazil

Approval of Elektro’'s four-year tariff review, which came into force on 27 August 2015, by Brazilian
regulator ANEEL, valid up to August 2019.

* Mexico
Risks and opportunities related to the Energy Market Reform that is currently being drawn up.
Network business risk
The regulations in each country in which the Iberdrola Group’s network businesses operate establish

regularly revised frameworks, guaranteeing that these businesses will receive reasonable and predictable
returns. These frameworks include penalties and bonuses for efficiency, service quality and, eventually, for
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default management, which have a minor, immaterial impact overall. Significant amendments to these
regulations could pose a risk to these businesses.

The network businesses in Brazil and in some parts of the United States sell energy to regulated customers at
a price determined by certain previously approved tariffs. Provided a prudent management policy is followed
regarding supply and in accordance with that established by the relevant regulator, the regulatory
frameworks in both countries guarantee sums will be collected in subsequent tariff readjustment reviews for
possible purchase price deviations from those previously recognised in the tariff.

Given the above, in the case of extraordinary events (for example, extreme drought in Brazil or catastrophic
storms in the United States), occasional temporary gaps between payments and collections may arise with an
impact on the cash flows of some of these businesses and ultimately on profits recognised under IFRS.

RenewablesBusiness

The regulations of each country in which the Group operates establish regulatory frameworks aimed at
promoting the development of renewable energies based on formulas which may include premiums, green
certificates, tax or regulated tariff deductions, which allow investors to obtain sufficient and reasonable
returns. Any change to the aforementioned regulation may represent a risk for said business.

In addition to the aforementioned regulatory risk, the Group’s renewable energy businesses may be subject,
to a greater or lesser extent, to wind resource risk and market risk.

The Iberdrola Group has a high number of wind power farms available and is geographically diversified so
that it can compensate for high wind energy periods with those with less wind energy in the medium term.

With respect to the electricity price risk in connection with the renewables business, the following should be
mentioned:

* Renewables business — Spain

Subsequent to the approval of the new regulatory framework (Royal Decree-Law 9/2013, of 12 July 2013,
Law 24/2013, of 26 December 2013, Royal Decree 413/2014, of 6 June 2014, and Ministerial Order
IET/1045/2014, of 16 June 2014), all renewable energy generated is remunerated at market price plus a
premium per MW. This guarantees a reasonable regulated return based on a recognised standard investment
This return is adjusted every three years within predetermined bands to cover any possible deviation in
market price. This premium per MW is not applicable for wind farms brought on line before 2004. As a
result, initially all output would be fully or partially exposed to market risk.

* Renewables business — United Kingdom
The renewables business in the United Kingdom is partially exposed to the risk of fluctuations in the market
price of electricity in the United Kingdom, since the obtained revenue comprises income from the energy
sold and income from the sale of renewable energy certificates.

* Renewables business — United States and countries other than the United Kingdom and Spain
The renewables businesses in the United States and countries other than the United Kingdom and Spain in
which the Group operates sell their energy, preferably at a fixed price, whether through regulated tariffs or
through long-term power purchase agreements.

However, in the USA, 33 per cent. of the energy produced is sold at market price over more or less short
terms.

With electricity prices around 30 U.S.$/MWh, a 5 per cent. change in prices could result in an impact of
Euro £8 million on operating results.
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Deregulatedelectricity and gasgenerationand retailing businesse€ommaodity price risk

The activities of the Group’s deregulated businesses are subject to a range of market, credit, operating,
business and regulatory risks, coming from the uncertainty of the main variables that affect them, such as:
fluctuations in commodity prices, changes in hydroelectric and wind energy production (of both the Group’s
and of third parties), changes in electricity and gas demand, and plant availability.

The main variable that affects Iberdrola’s result in terms of raw materials’ market price is the electricity
price. However, in many countries, electricity prices are strongly correlated with the price of the fuels used
in its production. Therefore, risk studies are carried out on fuel price trends.

In the case of fuel and CO2 emission allowances, these risks are evident in:

* The electricity generation and retailing business, in which the Iberdrola Group is exposed to
variations in the price of CO2 emission rights and in the sale price of electricity, as well as to
variations in fuel costs (mainly gas and coal).

* The gas retailing business, in which a large portion of the Iberdrola Group’s operating expenses
relate to the purchase of gas for customer supplies. The Iberdrola Group is therefore exposed to the
risk of variations in the price of gas.

* Unhedged energy transactions (discretionary trading).
Deregulatedbusinessn Spain
Commodity price risk

Given current market conditions, the production price of coal-fired power plants defines, to a large extent,
the price of electricity in Spain since coal is the marginal technology necessary to cover electricity demand.
Consequently, the price of coal conditions revenues from the other less expensive technologies which are
used to cover demand. With coal prices around 45 U.S.$/t, a 5 per cent. change in the prices could give rise
to an impact of Euro +20 million on operating results.

The price of CO2 influences the cost of production in coal-fired power plants. With carbon prices around 8.5
Euro/t, a 5 per cent. change in the prices could give rise to an impact of Euro £10 million on operating
results.

The majority of gas supplied in Spain is indexed to the price of oil by means of complex formulas. Iberdrola
has these types of agreements for the supply of gas, as well as other types of fixed-price supply and with
prices not indexed to the market price of oil. These agreements are used for electricity generation, for the
consumption of its final customers and for sale to other intermediaries. Due to the fact that the electricity
generation margin is covered by the contracting formulas of the system operator, only residual risk remains
in sales to final customers and third parties. The risk assumed is reduced and depends on the correlation
between the price of oil and the European and international gas prices. In the event of a 5 per cent.
fluctuation in the oil price, the risk would be Euro -3/+2 million.

Hydraulic resources risk
Despite having a large water storage capacity, Iberdrola’s results depend significantly on the flow
contributions. The changes in output with respect to the average value can be up to -4,000 GWh in a dry year

and +5,000 GWh in a wet year, the variability would be between Euro -150/+100 million. This potential loss
of profit is not covered as it is an inherent risk of Iberdrola’s business.
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Demand risk

Given current market conditions, where price is primarily determined by the generation cost of coal-fired
plants (which make up around 15 per cent. of the generation mix), it is not considered that demand
fluctuations will impact on marginal technology in the market. The impact on the market price of a 1 per
cent. change in demand is therefore limited, amounting to approximately 0.25 Euro/MWh.

A moderate drop in demand in Spain does not affect the scheduled output of the Group’s nuclear,
hydroelectric and wind power plants, since there is a mandatory electricity market in Spain guaranteeing the
efficient dispatch of output from all technologies.

Taking both effects into account, it is estimated that a 1 per cent. fluctuation in demand would have an
impact of Euro £15 million overall.

Operational risk

The main operational risk to business results arises from nuclear power plant outages (due to stoppages for
fuel reloading, in accordance with a pre-established schedule) and hydroelectric power plant outages which
are not associated with a large storage reservoir (flow facilities, in which water is not storable). As a result of
such outages, production and, therefore, the margin associated with this production are lost.

Deregulatedbusiness- United Kingdom
Commaodity price risk

The spark spread is the theoretical gross margin received from a gas-fired power plant from selling a unit of

electricity, with the gas-fired power plant having bought the fuel required to produce this unit of electricity.

In addition and when calculating this gross margin, generators have to consider the cost of CO2 emission
allowances that will be under a cap and trade regime. Therefore the clean spark spread is calculated by
subtracting the carbon price per tonne from the spark spread. An analogous spread for coal-fired generation
plants is typically referred to as a clean dark spread.

In a market like the British market, geared towards thermal power generation, the clean spark spread has
become the appropriate index to follow the uncertainty of the margins of coal-fired power plants. Despite the
fact that commodities (coal, CO2 and electricity) are listed separately, the uncertainty of the unit margin is
studied since it has been detected that it is a better indicator of the uncertainty of the results. With clean dark
spread levels around 3 GBP/MWh, a 5 per cent. change in the spreads could give rise to an impact of Euro
+1 million on operating results.

In addition to its use as fuel in combined cycle power plants, Iberdrola sells gas to customers in the United
Kingdom and has long-term gas agreements to do so. A portion of the aforementioned agreements have their
price linked to the British wholesale markets and, therefore, they do not represent any risk for Iberdrola.
However, there are agreements for which the price is fixed and which are linked to other indices. These
represent a risk if the price of gas changes. At the current levels, a 5 per cent. change to the price would have
an impact of Euro +8 million on operating results.

The Iberdrola Group will not have any coal plants in the UK after the closure of Longannet, which was
effective on 31 March 2016.

Demand risk

Electricity consumption demand is usually one of the most significant risk factors for any electricity

company. However, Iberdrola currently purchases from third parties a significant portion of the energy it
sells (1,800, 2,500 and 4,100 GWh in 2015, 2014 and 2013, respectively, of a total amount of electricity sold
of 22,000 GWhl/year), since it is more profitable to do so under current market conditions than Iberdrola
producing it using its own thermal power plants. From a business perspective, fluctuations in electricity

SPA2466477/45 150112-0004 18



demand mean that additional amounts of electricity need to be purchased or that these acquisitions need to be
reduced.

Deregulatedbusiness- Mexico
Commaodity price risk

Electricity generation at Iberdrola Generacion Mexico is gas-intensive. Gas prices therefore comprise an
essential component of this risk.

Approximately 85 per cent. of the electricity generated in Mexico is sold through long-term sales agreements
(to the CFE Comision Federal de Electricidadr the Federal Electricity Commission) and, to a lesser
extent, other major industrial customers), whereby the risk associated with the price of gas for generating this
electricity is passed on.

The remaining energy is sold to customers at a price linked to the official tariffs published by CFE. These
tariffs depend on the price of the various fuels, specially fuel-oil, diesel, natural gas and coal.

As a result, there is a risk associated with the price of these fuels on the international markets:

» A5 per cent. change in fuel-oil or diesel prices (which are closely linked) would give rise to a Euro
+3 million change in operating results.

« A 5 per cent. change in the natural gas price would give rise to a Euro +1 million change in
operating results.

» A5 per cent. change in the price of coal would give rise to a Euro £1 million change in operating
results.

Operational risk

The main operational risk to business results arises from combined cycle power plant outages. With regard to
these outages, all profit or loss obtained from production is compromised, although the high operating and
maintenance standards of the plants and a culture focused on total quality and the reduction of operational
risks, allow the impact of this risk to be kept low. Loss of profit from this type of event (material damages or
machinery malfunctions) is covered by an insurance policy after a certain deductible level, which is marked
by the risk retention level that Iberdrola can assume, and the insurance conditions that the market offers for
risks of these types.

Deregulatedbusiness- United Statesand Canada
Commodity price risk

Iberdrola’s business in the United States and Canada is geared towards natural gas transport and storage. A
a result, the risk assumed mainly arises from fluctuations in the price of natural gas over time. There is no
risk arising from the price levels but rather from the difference in the price of natural gas between the period
of high prices (winter) and the period of low prices (summer). In the event the difference between both
periods is 0.35 U.S.$/MMBTU, if the aforementioned difference were to fluctuate by 5 per cent., the
uncertainty of the results would be Euro £3 million.
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Operational risk

The business’ gas storage facilities are exposed to operational risks associated with outages impeding the
injection or extraction of gas, gas storage leaks and shifts in geological structures that hinder recovering
injected gas.

Other operational risks

Throughout all of the Iberdrola Group’s activities, direct or indirect losses may arise as a result of inadequate
internal procedures, technical failures, human error or external events.

Specifically, the Iberdrola Group is exposed, among other risks, to malfunctions, explosions, fire, toxic
spillages or polluting emissions at its gas and electricity distribution networks and generating plants. It could
also be adversely affected by sabotage, adverse meteorological conditions or force majeure. Any of these
risks could cause damage or destruction to the lberdrola Group’s facilities, as well as injuries to third parties
or damage to the environment, along with the ensuing lawsuits, especially in the event of power outages
caused by accidents at its distribution networks and possible penalties imposed by the authorities.

Although many of these risks are unpredictable, the Iberdrola Group mitigates them by carrying out the
necessary investments, implementing operation and maintenance procedures and programmes (supported by
guality control systems), planning appropriate employee training, and taking out the required insurance
covering both material damages and civil liability.

In relation to the insurance cover, the Iberdrola Group has international insurance programmes to cover
equity (insurance for material damages, machinery breakdowns, loss of profits, damages from natural
disasters and risks arising from construction work) and third-party liabilities (general civil liability, liability

for environmental risks, professional civil liability, etc.).

However, this insurance does not completely eliminate operational risk, since it is not always possible, or it
is not in its interest to pass such risk on to insurance companies and, in addition, cover is always subject to
certain limitations.

The Iberdrola Group is also exposed to the following operational risks:

* Risks in connection with cybersecurity. Threats or vulnerabilities concerning data, control systems
or Group information and communications systems, and any consequences arising from access to,
use, disclosure, deterioration, interruption, unauthorised modification or destruction of information
or information systems.

e Risk of terrorism.
Risks in connection with nuclear business

Current Spanish law caps the liability of nuclear power plant operators in the event of a nuclear accident at
Euro 700 million. It is compulsory that liability for a nuclear accident is insured by the operator of Spanish
nuclear power plants. The Iberdrola Group meets this obligation by taking out Nuclear Civil Liability
insurance policies for each plant. However, Law 12/2011, of 27 May, concerning civil liability for nuclear
damage or damage caused by radioactive materials, will increase the operator’s liability ceiling and the
consequent ceiling on mandatory insurance to Euro 1,200 million for nuclear power plants. The law will
enter into force when all signatories of the Paris and Brussels Conventions ratify the 2004 Amendment
Protocols, as established in these conventions.

Accordingly, it is important to point out the indirect economic risk to which the aforementioned power plants

are exposed as a result of a possible serious incident in Spain or in any other country could affect the
periodic renewals of their compulsory operating licences and the increase in their safety investments.
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Operational risk of operations in markets

Market trading conducted by the Group’s various energy trading desks and treasury dealers is also exposed
to operational risk due to possible inappropriate processes, technological failures, human error, fraud or any
other external or internal event.

This risk in mitigated by following the operational risk policy when trading on the market based on a robust
risk control culture, a proper segregation of duties, the publication of clear processes and policies and secure
and flexible information systems. This policy sets specific thresholds and guidelines applicable to all trades
performed in accordance with the principle of proportionality.

Environmental risks

The Iberdrola Group is subject to risks relating to the existence of wide-ranging environmental regulations
and standards. Environmental regulations and standards, among other issues, require the Iberdrola Group to
conduct environmental impact studies for future projects and obtain licences, permits and other mandatory
authorisations and to comply with the terms and conditions of the licences, permits and authorisations. In
addition, the Group’s activities involve inherent environmental risks relating to waste management,
emissions, spillages and the land where facilities are based or where biodiversity might be affected, and these
could give rise to legal claims for damages.

Iberdrola accepts that the environment places constraints on all human activities and is a factor of
companies’ competitiveness, and it is committed to promoting innovation in this field as well as in eco
efficiency, to gradually reducing the environmental impact of its activities, facilities, products and services,
and striving to ensure that its activities’ development is congruent with future generations’ legitimate right to
an appropriate environment.

The Group undertakes and promotes this commitment through its policies. Iberdrola currently has three
specific policies in order to manage environmental issues: environmental policy, anti-climate change policy
and biodiversity policy, which set forth the principles through which the Company will continue to improve
its environmental management.
Legal risks
Iberdrola Group companies are party to certain in-court and out-of-court disputes within the ordinary course
of their activities, the final result of which, in general, is uncertain. An adverse result, an out-of-court
resolution thereof or other proceedings in the future could have a material adverse effect on the Iberdorla
Group’s business, financial situation, operating results and cash flows. However, the Group’s legal advisers
have advised that the outcome of the aforementioned disputes will not have a significant effect on the
Group'’s results of operations or financial position.
Country risk
To a greater or lesser extent, and depending on their nature, all of the Iberdrola Group’s international
activities are exposed to the risks described above and also to other risks inherent to the countries in which
they take place, such as:

» Changes to administrative policies and regulations in the country.

» Imposition of monetary and other restrictions on the movement of capital.

* Changes in the market.

» Economic crises, political instability and social unrest which affects operations.

» Public expropriation of assets.
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» Exchange rate fluctuations.
* The cancellation of operating licences.
* The termination of government contracts.

The results of our international subsidiaries, their market value and their contribution to the Group may be
affected by such risks.

The main operations of the Iberdrola Group are concentrated in Spain, the United Kingdom, the United
States, Brazil and Mexico, considered to be low to moderate-risk countries, the credit ratings of which are as
follows:

Country Moody’s S&P Fitch
Spair Baa: BBB+ BBB +
United Kingdon Aal AAA AA+
United State Aaa AA+ AAA
Brazil Baz BB BB+
Mexica A3 BBB+ BBB+

The presence in countries other than those mentioned above is not significant at a Group level from an
economic point of view.

Factors which are material for the purpose of assessinghe market risks associatedwith Notesissued
under the Programme

There is no active trading market for the Notes

Notes issued under the Programme will be new securities which may not be widely distributed and for which
there is currently no active trading market (unless, in the case of any particular tranche, such Tranche is to be
consolidated with and form a single series with an outstanding Tranche of Notes). If the Notes are traded
after their initial issuance, they may trade at a discount to their initial offering price, depending upon
prevailing interest rates, the market for similar securities, general economic conditions and the financial
condition of the Issuers and the Guarantor. Although applications have been made for the Notes issued under
the Programme to be admitted to trading on the Regulated Market of the Luxembourg Stock Exchange and
to be listed on the official list of the Luxembourg Stock Exchange, there is no assurance that such
applications will be accepted, that any particular Tranche of Notes will be so admitted or that an active
trading market will develop. Accordingly, there can be no assurance as to the development or liquidity of
any trading market for any particular Tranche of Notes.

Risks related to the structure of a particular issueof Notes
A range of Notes may be issued under the Programme. A number of these Notes may have features which

contain particular risks for potential investors. Set out below is a description of the most common such
features:
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Notes subject to optional redemption by the relevant Issuer

An optional redemption feature of Notes is likely to limit their market value. During any period when an
Issuer may elect to redeem Notes, the market value of those Notes generally will not rise substantially above
the price at which they can be redeemed. This also may be true prior to any redemption period.

An Issuer may be expected to redeem Notes when its cost of borrowing is lower than the interest rate on the
Notes. At those times, an investor generally would not be able to reinvest the redemption proceeds at an
effective interest rate as high as the interest rate on the Notes being redeemed and may only be able to do so
at a significantly lower rate. Potential investors should consider reinvestment risk in light of other
investments available at that time.

Fixed/Floating Rate Notes

Fixed/Floating Rate Notes may bear interest at a rate that converts from a fixed rate to a floating rate, or
from a floating rate to a fixed rate. Where an Issuer has the right to effect such a conversion, this will affect
the secondary market and the market value of the Notes since such Issuer may be expected to convert the
rate when it is likely to produce a lower overall cost of borrowing. If an Issuer converts from a fixed rate to a
floating rate in such circumstances, the spread on the Fixed/Floating Rate Notes may be less favourable than
then prevailing spreads on comparable Floating Rate Notes tied to the same reference rate. In addition, the
new floating rate at any time may be lower than the rates on other Notes. If an Issuer converts from a floating
rate to a fixed rate in such circumstances, the fixed rate may be lower than then prevailing rates on its Notes.

Notes issued at a substantial discount or premium

The market values of securities issued at a substantial discount or premium from their principal amount tend
to fluctuate more in relation to general changes in interest rates than do prices for conventional interest
bearing securities. Generally, the longer the remaining term of the securities, the greater the price volatility
as compared to conventional interest-bearing securities with comparable maturities.

Risks related to Notesgenerally

Set out below is a brief description of certain risks relating to the Notes generally:

Modification, waivers and substitution

The conditions of the Notes contain provisions for calling meetings of Noteholders to consider matters
affecting their interests generally. These provisions permit defined majorities to bind all Noteholders
including Noteholders who did not attend and vote at the relevant meeting and Noteholders who voted in a
manner contrary to the majority.

Change of law

The conditions of the Notes are based on English law in effect as at the date of this Base Prospectus. No
assurance can be given as to the impact of any possible judicial decision or change to English law or
administrative practice after the date of this Base Prospectus.

Risks Relating to SpanishWithholding Tax in Notesissuedby Iberdrola Finanzas

Iberdrola Finanzas considers that, pursuant to the provisions of Foral Decree 205/2008 and Royal Decree
1065/2007, it is not obliged to withhold taxes in Spain on any interest paid under the Notes to any
Noteholder, irrespective of whether such Noteholder is tax resident in Spain or not. The foregoing is subject
to the fulfilment of certain information procedures described Taxation in Spain - Disclosure of
Information in Connection with the Notdselow.
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In this regard, according to Foral Decree 205/2008 and Royal Decree 1065/2007, any interest paid by
Iberdrola Finanzas under securities that (i) can be regarded as listed debt securities issued under Law
10/2014 and (ii) are initially registered at a foreign clearing and settlement entity that is recognised under
Spanish regulations or under those of another OECD member state, will be made free of Spanish
withholding tax provided that the relevant paying agent fulfils the information procedures described in
“Taxation in Spain - Disclosure of Information in Connection with the Ndte®w. Iberdrola Finanzas
considers that the Notes meet the requirements referred to in (i) and (ii) above and that, consequently,
payments made by Iberdrola Finanzas to Noteholders should be paid free of Spanish withholding tax (subject
to the fulfilment of the aforementioned information procedures).

Notwithstanding the above, with regard to Noteholders subject to Spanish Corporate Income Tax whose
Notes are deposited with a Spanish resident entity acting as depositary or custodian, withholding could be
made by such depositary or custodian if it is concluded that the Notes do not comply with the relevant
exemption requirements specified in the ruling issued by the Spanish tax authbirgesion General de
Tributog on 27 July 2004. According to said ruling, application of the withholding exemption requires that,

in addition to the Notes being traded in an organised market of an OECD country, they are placed outside
Spain in another OECD country. If it was determined that such withholding exemption does not apply on the
basis that the Notes were placed, totally or partially, in Spain, said depositaries or custodians could
eventually make such a withholding at the applicable rate, currently 19 per cent.

In the event that the current applicable procedures were modified, amended or supplemented by, amongst
others, a Spanish law, regulation, interpretation or ruling of the Spanish Tax Authorities, Iberdrola Finanzas
will inform the Noteholders of the new information procedures and of their implications, as it might be
required to apply withholding tax on interest payments under the Notes if the Noteholders do not comply
with such new information procedures.

Holders of the Notes must seek their own advice to ensure that they comply with all procedures to ensure the
correct tax treatment of their Notes. None of Iberdrola International, Iberdrola Finanzas, the Guarantor, the
Dealers, or the Paying Agent assume any responsibility thereof.

Application of Law 10/2014to Notesissuedby Iberdola Finanzas

Foral Law 1/2012, of 29 February (applicable in the territory of Bizkaia) which establishes a special tax
regime identical to that set forth under Law 13/1985, of 25 May, formerly applicable in the Spanish common
territory and repealed by Law 10/2014, has not yet been amended so as to reflect, for the territory of Bizkaia,
identical provisions to those set forth under Law 10/2014.

However, it should be noted that according to Law 12/2002 of 23 May of the Economic Arrangement with
the territory of the Basque Country (i) withholding tax rates applicable to capital income in the foral
territories should be identical to those applicable in the common territory; and (ii) the legislation applicable
in the common territory should also be applicable to the foral territories, as long as the relevant foral territory
has not passed the corresponding legislation.

On the basis of the above, Iberdrola Finanzas is of the opinion that Law 10/2014 should be applicable to the
Notes issued by it and consequently:

() the Notes issued by Finanzas would benefit from the application of Law 10/2014, irrespective of the
use given to the net proceeds of the issue of the Notes (i.e., there is no need for the net proceeds to
be deposited with its parent company);

(i) Iberdrola Finanzas is not obliged to withhold taxes in Spain on any interest paid under the Notes to
any Noteholder, irrespective of whether such Noteholder is tax resident in Spain; and

(iii) information procedures to be fulfilled in order for the Notes to benefit from the application of Law
10/2014 are those stated under Article 55 of Foral Decree 205/2008 in accordance with Article 44 of
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Royal Decree 1065/2007 (the annex of which serves as a form for the Declaration to be made by the
Agent in the absence of a specific annex provided for under Foral Decree 205/2008).

However, in March 2016 Iberdrola Finanzas submitted a tax ruling/confirmation request to the tax
authorities of the territory of Bizkaia in order to confirm whether the tax treatment described in points (i) to
(iii) above is correct.

The ProposedFinancial TransactionsTax (FTT)

On 14 February 2013, the European Commission published a propos@bftireission’s proposa) for a
Directive for a common FTT in Belgium, Germany, Estonia, Greece, Spain, France, Italy, Austria, Portugal,
Slovenia and Slovakia (tHearticipating Member States.

The Commission’s Proposal has very broad scope and could, if introduced, apply to certain dealings in the
Notes (including secondary’ market transactions) in certain circumstances. The issuance and subscription of
the Notes should, however, be exempt.

Under the Commission’s Proposal, FTT could apply in certain circumstances to persons both within and
outside of the participating Member States. Generally, it would apply to certain dealings in the Notes where
at least one party is a financial institution, and at least one party is established in a participating Member
State. A financial institution may be, or be deemed to be, “established” in a participating Member State in a
broad range of circumstances, including (a) by transacting with a person established in a participating
Member State or (b) where the financial instrument which is subject to the dealings is issued in a
participating Member State.

Notwithstanding the Commission’s Proposal, a joint statement issued in May 2014 by ten of the eleven
participating Member States indicated an intention to implement the FTT progressively, such that it would
initially apply to shares and certain derivatives, with this initial implementation occurring by 1 January 2016.
The FTT, as initially implemented on this basis, may not apply to dealings in the Notes.

Countries such as France and Italy have recently introduced their own taxes, while others of the group of
eleven already had an FTT in place (Belgium and Greece).

On 31 October 2014, the Council of the European Union published document No. 15949/14 concerning the
status at the time of the FTT.

On 8 December 2015, the Council of the European Union discussed the current state of play with regard to
the proposal of a number of EU Member States to introduce the FTT. In the context of this discussion, ten of
the original eleven Participating Member States issued a statement setting out areas where agreement had
been reached as well as areas that were still open. Estonia, however, has indicated that it no longer supports
the proposal.

The statement issued by the 10 remaining Member States supporting the FTT (Austria, Belgium, France,
Germany, Greece, Italy, Portugal, Slovakia, Slovenia, Spain)X0) sets out details of the features the tax
should have. The statement indicates that a decision on the open issues should be made by end of June 2016.

The first part deals with shares and the second deals with derivatives, so it appears that there is agreement as
to these being in scope. However, there is no mention of other financial instruments such as the Notes.
Consideration is being given to possibly initially limiting the scope of the tax to shares issued in the FTT10
Member States.

Notwithstanding the above, the FTT proposal remains subject to negotiation between the participating
FTT10 Member States. It may therefore be altered prior to any implementation, the timing of which remains
unclear. Prospective holders of the Notes are advised to seek their own professional advice in relation to the
FTT.
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Prospective holders of the Notes are advised to seek their own professional advice in relation to the FTT.
Risks arising under the Spanishinsolvency Law

Certain risks arise under the Spanish Insolvency Law which will apply in the event of the Guarantor’s or
Iberdrola Finanzas’ insolvency.

Risk of Noteholders’ claims being subordinated as a result of being especially related to the Guarantor or
Iberdrola Finanzas

Under Law 22/2003 of 9 July, on Insolvency (tBpanish Insolvency Law, the claims of creditors are
classified as either: credits against the estatéd{tos contra la masa), privileged creditsrgditos
privilegiado9, ordinary credits dréditos ordinario¥ or subordinated creditréditos subordinadgs On
insolvency of an entity under the Spanish Insolvency Law, ordinary creditors rank ahead of subordinated
creditors but behind privileged creditors and creditors with claims against the estate. It is intended that
claims against the Guarantor under the Guarantee or Iberdrola Finanzas under the Notes respectively will be
classified as ordinary credits. However, certain actions or circumstances which are beyond the control of the
Guarantor or Iberdrola Finanzas may result in these claims being classified as subordinated credits. For
example, under Article 92.5 of the Spanish Insolvency Law, the claims of those persons especially related to
the Guarantor or Iberdrola Finanzas (as the case may be) will be classified as subordinated creditors.

Among others, the following persons may be considered especially related to the Guarantor or Iberdrola
Finanzas:

@) shareholders who, when the right of claim arose, were direct or indirect holders of at least 5% of the
share capital if the shares of the Guarantor or Iberdrola Finanzas are traded on an official secondary
market (as it is currently the case), or 10% if they are not (in the future). If the shareholders are
individual persons, it shall be understood that the persons specially related to these shareholders in
accordance with the Spanish insolvency Law are also specially related to the Guarantor or Iberdrola
Finanzas;

(b) actual or shadow directors (including those who acted as such in the two years leading up to the
declaration of insolvency); and

(c) members of the same group of companies as the Guarantor or Iberdrola Finanzas and their common
shareholders, if they comply with the requirements established in article 93.2.1 of the Spanish
Insolvency Law.

Furthermore, any person who acquires credits which were held by one of the above persons is also presumed
to be especially related if the acquisition takes place in the two years leading up to the declaration of
insolvency. This presumption is rebuttable.

The claims of Noteholders may, therefore, to the extent they are considered especially related to the
Guarantor or Iberdrola Finanzas, be subordinated as a result of the application of the provisions of the
Spanish Insolvency Law. Noteholders should be aware of this subordination risk and take those precautions
they consider appropriate to ensure that their claims are not subordinated.

Risks related to the market generally

Set out below is a brief description of the principal market risks, including liquidity risk, exchange rate risk,
interest rate risk and credit risk:

The secondary market generally
Notes may have no established trading market when issued, and one may never develop. If a market does

develop, it may not be very liquid. Therefore, investors may not be able to sell their Notes easily or at prices
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that will provide them with a yield comparable to similar investments that have a developed secondary
market. This is particularly the case for Notes that are especially sensitive to interest rate, currency or market
risks, are designed for specific investment objectives or strategies or have been structured to meet the
investment requirements of limited categories of investors. These types of Notes generally would have a
more limited secondary market and more price volatility than conventional debt securities. Illiquidity may
have a severely adverse effect on the market value of Notes.

Exchange rate risks and exchange controls

Each Issuer will pay principal and interest on the Notes and the Guarantor will make any payments under the
Guarantee in the Specified Currency. This presents certain risks relating to currency conversions if an
investor’s financial activities are denominated principally in a currency or currency uningbstor's
Currency) other than the Specified Currency. These include the risk that exchange rates may significantly
change (including changes due to devaluation of the Specified Currency or revaluation of the Investor's
Currency) and the risk that authorities with jurisdiction over the Investor’'s Currency may impose or modify
exchange controls. An appreciation in the value of the Investor’s Currency relative to the Specified Currency
would decrease (a) the Investor's Currency-equivalent yield on the Notes, (b) the Investor's Currency
equivalent value of the principal payable on the Notes and (c) the Investor’'s Currency equivalent market
value of the Notes.

Government and monetary authorities may impose (as some have done in the past) exchange controls that
could adversely affect an applicable exchange rate. As a result, investors may receive less interest or
principal than expected, or no interest or principal.

Interest rate risks

Investment in Fixed Rate Notes involves the risk that subsequent changes in market interest rates may
adversely affect the value of the Fixed Rate Notes.

Credit ratings may not reflect all risks
One or more independent credit rating agencies may assign credit ratings to the Notes. The ratings may not
reflect the potential impact of all risks related to structure, market, additional factors discussed above, and

other factors that may affect the value of the Notes. A credit rating is not a recommendation to buy, sell or
hold securities and may be revised or withdrawn by the rating agency at any time.
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DOCUMENTS INCORPORATED BY REFERENCE

The following documents which have previously been published and which have been filed with the CSSF
shall be incorporated in, and form part of, this Base Prospectus:

(@)

(b)

()

(d)

(€)

(f)

(9)

(h)

(i)

0)

(K)

the independent auditor's report and audited non-consolidated annual financial statements of
Iberdrola International for the financial year ended 31 December 2015;

the independent auditor's report and audited non-consolidated annual financial statements of
Iberdrola International for the financial year ended 31 December 2014,

the independent auditor's report and audited non-consolidated annual financial statements of
Iberdrola Finanzas for the financial year ended 31 December 2015;

the independent auditor's report and audited non-consolidated annual financial statements of
Iberdrola Finanzas for the financial year ended 31 December 2014;

the auditors’ report and audited consolidated annual financial statements of the Guarantor for the
financial year ended 31 December 2015;

the auditors’ report and audited consolidated annual financial statements of the Guarantor for the
financial year ended 31 December 2014,

the unaudited consolidated interim financial statements of the Guarantor for the three months ended
31 March 2016;

the Terms and Conditions of the Notes set out on pages 25 to 55 (inclusive) of the Base Prospectus
of Iberdrola International dated 14 June 2012 prepared by Iberdrola International in connection with
the Programme;

the Terms and Conditions of the Notes set out on pages 23 to 52 (inclusive) of the Base Prospectus
of Iberdrola International dated 12 June 2013 prepared by Iberdrola International in connection with
the Programme;

the Terms and Conditions of the Notes set out on pages 25 to 54 (inclusive) of the Base Prospectus
of Iberdrola International dated 25 June 2014 prepared by Iberdrola International in connection with
the Programme; and

the Terms and Conditions of the Notes set out on pages 27 to 59 (inclusive) of the Base Prospectus
of Iberdrola International dated 26 June 2015 prepared by Iberdrola International in connection with
the Programme.

The information set out in the table below, which is required by the Prospectus Regulation, is contained in
the documents incorporated by reference:

Information incorporated by reference Page number

Iberdrola International B.V.

Annual report for 2015

Independent auditor’s report 27-30
Directors’ report 3-6
Balance sheet 8
Profit and loss account 9
Accounting policies and explanatory notes 11-24
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Annual report for 2014

Independent auditor’s report 26-34
Profit and loss account 9
Balance sheet 8
Accounting policies and explanatory notes 11-25

Iberdrola Finanzas, SA.U.

Annualreport for 2015

Independent audit report Cover pages
Balance sheet 2
Income statement 3
Statement of changes in equity 4-5
Cash flow statement 6
Notes to the financial statements 7-26
Management report 27
Proposed distribution of profit 28
Annual report for 2014

Independent audit report Cover pages
Balance sheet 2
Income statement 3
Statement of changes in equity 4-5
Cash flow statement 6
Notes to the financial statements 7-24
Management report 25
Proposed distribution of profit 26
Iberdrola, SA.

Annualreport for 2015 (including audited consolidated annual financial statements)

Audit report Cover pages
Consolidated statements of financial position 4-5
Consolidated income statements 6
Consolidated statements of comprehensive income 7
Consolidated statements of changes in equity 8-9
Consolidated statements of cash flow 10

Annual report for 2014 (including audited consolidated annual financial statements)

Audit report Cover pages
Balance sheet 4-5
Profit and loss account 6
Accounting policies and explanatory notes 11-154

Interim report for first quarter 2016
Profit and loss 43
Balance sheet 41-42

Any information incorporated by reference that is not listed in the cross reference table above is considered
as additional information and is not required by the relevant schedules of the Prospectus Regulation.

Any non-incorporated parts of a document referred to herein are deemed not relevant for an investor.
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Copies of documents incorporated by reference in this Base Prospectus are available, free of charge, from the
registered offices of the Issuers, the registered office of the Guarantor, from the specified offices of the
Paying Agents for the time being in London and Luxembourg and on the website of the Luxembourg Stock
Exchange (www.bourse.lu).

Following the publication of this Base Prospectus, a supplement may be prepared by the Issuers and
approved by the CSSF in accordance with Article 16 of the Prospectus Directive. Statements contained in
any such supplement (or contained in any document incorporated by reference therein) shall, to the extent
applicable, be deemed to modify or supersede statements contained in this Base Prospectus or in a document
which is incorporated by reference in this Base Prospectus. Any statement so modified or superseded shall
not, except as so modified or superseded, constitute a part of this Base Prospectus.

The Issuers and the Guarantor will, in the event of any significant new factor, material mistake or inaccuracy
relating to information included in this Base Prospectus which is capable of affecting the assessment of any
Notes, prepare a supplement to this Base Prospectus or publish a new Base Prospectus for use in connectior
with any subsequent issue of Notes.
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TERMS AND CONDITIONS OF THE NOTES ISSUEDBY IBERDROLA INTERNATIONAL B.V.

Thefollowing is the text of the terms and conditions which, subject to completion in accordance with the
provisions of the relevant Final Terms, will be applicable to the Notes in definitive form (if any) issued in
exchange for the Global Note(s) representing each Series and, subject further to simplification by deletion of
non-applicable provisions, will be endorsed on such Bearer Notes or on the Certificates relating to such
Registered Notes, details of the relevant Series being shown on the relevant Notes or Certificates and in the
relevant Final Terms. References in the Conditions to “Notes” are to Notes issued by lIberdrola
International B.V. and are to the Notes of one Series only, not to all Notes which may be issued under the
Programme.

Sentences in italics shall not form part of these terms and conditions in respect of Definitive Notes.

The euro medium term notes (tReteg are issued pursuant to an amended and restated agency agreement
(as amended or supplemented from time to time,Athency Agreemen} dated 22 June 2016 between
Iberdrola Finanzas, S.A.U., Iberdrola International B.V. (#seier), Iberdrola, S.A. (th&uarantor), The

Bank of New York Mellon, London Branch as fiscal agent @szal Agen)), paying agent and transfer

agent, The Bank of New York Mellon (Luxembourg) S.A. as paying agent (together with the Fiscal Agent
and any additional or other paying agents in respect of the Notes from time to time appoirfegirtge

Agents, and each ®aying Agen), as transfer agent (together with the transfer agent referred to above and
any additional or other transfer agents in respect of the Notes from time to time appoinfedntfer

Agent) and as registrar (tHeegistrar) and with the benefit of a deed of covenant (Dleed of Covenany

dated 22 June 2016 executed by the Issuer in relation to the Notes. The Guarantor has, for the benefit of the
Noteholders from time to time, executed and delivered a deed of guarantee dated 22 June Ret@ @he
Guarantee) under which it has guaranteed the due and punctual payment of all amounts due by the Issuer
under the Notes and the Deed of Covenant as and when the same shall become due and payable. The initial
Calculation Agent(s) (if any) is specified on the Notes. The Noteholders (as defined below), the Holders of
the interest coupons (thEoupong appertaining to interest bearing Notes in bearer form and, where
applicable in the case of such Notes, talons for further Coupondldlbas) (the Couponholders are

deemed to have notice of all of the provisions of the Agency Agreement applicable to them. As used in
these terms and conditions (t@®nditions), Tranche means Notes which are identical in all respects.
Copies of the Agency Agreement, the Deed of Covenant and the Deed of Guarantee are available for
inspection at the specified offices of each of the Paying Agents, the Registrar and the Transfer Agents. If the
Notes are to be admitted to trading on the regulated market of the Luxembourg Stock Exchange, the
applicable Final Terms will be published on the website of the Luxembourg Stock Exchange at
www.bourse.lu.

1. Form, SpecifiedDenominationand Title

The Notes are issued in bearer forBeérer Notes which expression includes Notes which are
specified to be Exchangeable Bearer Notes), in registered Regisfered Noteyor in bearer form
exchangeable for Registered Not&dghangeable Bearer Notgsin each case in the Specified
Denomination(s) and in the Specified Currency shown in the relevant Final Terms provided that in
the case of any Notes which are to be admitted to trading on a regulated market within the European
Economic Area or offered to the public in a Member State of the European Economic Area in
circumstances which require the publication of a Prospectus under the Prospectus Directive, the
minimum Specified Denomination shall be €100,000 (or its equivalent in any other currency as at
the date of issue of the relevant Notes).

All Registered Notes shall have the same Specified Denomination. Where Exchangeable Bearer

Notes are issued, the Registered Notes for which they are exchangeable shall have the same
Specified Denomination as the lowest specified denomination of the Exchangeable Bearer Notes
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Bearer Notes are issued with Coupons (and, where appropriate, a Talon or Talons) attached, save in
the case of Notes which do not bear interest, in which case references to interest (other than in
relation to interest due after the Maturity Date), Coupon and Talons in these Conditions are not
applicable. Registered Notes are represented by registered -certifi€esfichtes), each
Certificate representing a holding of one or more Registered Notes by the same Holder.

Title to the Bearer Notes and Coupons and Talons shall pass by delivery. Title to the Registered
Notes shall pass by registration in the register which the Issuer shall procure to be kept by the
Registrar in accordance with the provisions of the Agency AgreemenR@dister). Except as

ordered by a court of competent jurisdiction or as required by law, the Holder of any Note, Coupon
or Talon shall be deemed to be and may be treated as the absolute owner of such Note, Coupon or
Talon, as the case may be, for the purpose of receiving payment thereof or on account thereof and
for all other purposes, whether or not such Note, Coupon or Talon shall be overdue and
notwithstanding any notice of ownership, theft or loss thereof or any writing thereon made by
anyone.

In these Conditions\oteholder means the bearer of any Bearer Note or the person in whose name a
Registered Note is registered (as the case mayo#er (in relation to a Note, Coupon or Talon)

means the bearer of any Bearer Note, Coupon or Talon or the person in whose name a Registered
Note is registered (as the case may be) and capitalised terms have the meanings given to them
herein, the absence of any such meaning indicating that such term is not applicable to the Notes.

All capitalised terms which are not defined in these Conditions will have the meanings given to them
in Part A of the relevant Final Terms. Those definitions will be endorsed on the Definitive Notes.

2. Exchangesof ExchangeableBearer Notesand Transfers of RegisteredNotes
@ Exchangeof ExchangeableBearer Notes

Subject as provided in Condition 2(ftxchangeable Bearer Notes may be exchanged for the same
aggregate principal amount of Registered Notes at the request in writing of the relevant Noteholder
and upon surrender of each Exchangeable Bearer Note to be exchanged, together with all unmatured
Coupons and Talons relating to it, at the specified office of the Registrar or any Transfer Agent;
provided, however, that where an Exchangeable Bearer Note is surrendered for exchange after the
Record Date (as defined in Condition 7(b)) for any payment of interest, the Coupon in respect of that
payment of interest need not be surrendered with it. Registered Notes may not be exchanged for
Bearer Notes. Bearer Notes of one Specified Denomination may not be exchanged for Bearer Notes
of another Specified Denomination. Bearer Notes which are not Exchangeable Bearer Notes may
not be exchanged for Registered Notes.

(b) Transfer of RegisteredNotes

One or more Registered Notes may be transferred upon the surrender of the Certificate representing
such Registered Notes to be transferred together with the form of transfer endorsed on such
Certificate duly completed and executed, at the specified office of the Registrar or any Transfer
Agent. In the case of a transfer of part only of a holding of Registered Notes represented by one
Certificate, a new Certificate in respect of the balance not transferred will be issued to the transferor.
In the case of a transfer of Registered Notes to a person who is already a Holder of Registered Notes,
a new Certificate representing the enlarged holding shall only be issued against surrender to the
Transfer Agent of the Certificate representing the existing holding.

(c) Exerciseof Options or Partial Redemptionin Respectof RegisteredNotes

In the case of an exercise of an option by the Issuer or a Noteholder in respect of, or a partial
redemption of, a holding of Registered Notes represented by a single Certificate, a new Certificate
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shall be issued to the Holder to reflect the exercise of such option or in respect of the balance of the
holding not redeemed. In the case of a partial exercise of an option resulting in Registered Notes of
the same holding having different terms, separate Certificates shall be issued in respect of those
Notes of that holding that have the same terms. New Certificates shall only be issued against
surrender of the existing Certificates to the Registrar or any Transfer Agent. In the case of a transfer
of Registered Notes to a person who is already a Holder of Registered Notes, a new Certificate
representing the enlarged holding shall only be issued against surrender to the Transfer Agent of the
Certificate representing the existing holding.

Delivery of new Certificates

Each new Certificate to be issued pursuant to Conditions 2(a), 2(b) or 2(c) will, within three business
days (being a day, other than a Saturday or Sunday, on which banks are open for business in the
place of the specified office of the Transfer Agent or the Registrar to whom such request for
exchange or form of transfer shall have been delivered) of receipt of such request for exchange or
form of transfer, be available for delivery at the specified office of the Transfer Agent or of the
Registrar (as the case may be) to whom such delivery shall have been made or, at the option of the
Holder making such delivery as aforesaid and as specified in the relevant request for exchange or
form of transfer, be mailed at the risk of the Holder entitled to the new Certificate to such address as
may be specified in such request for exchange or form of transfer.

Exchangefree of charge

Exchange and transfer of Notes and Certificates on registration, transfer, partial redemption or
exercise of an option will be effected without charge by or on behalf of the Issuer, the Registrar or
the Transfer Agents, but upon payment (or the giving of such indemnity as the Registrar or the
relevant Transfer Agent may require in respect thereof) of any tax or other governmental charges
which may be imposed in relation to it.

Closedperiods

No Noteholder may require the transfer of a Registered Note to be registered or an Exchangeable
Bearer Note to be exchanged for a Registered Note (i) during the period of 15 days ending on the
due date for redemption of that Note, (ii) during the period of 15 days prior to any date on which
Notes may be redeemed by the Issuer at its option pursuant to Conditiar §i{§)after any such

Note has been drawn for redemption in whole or in part. An Exchangeable Bearer Note called for
redemption may, however, be exchanged for a Registered Note in respect of which the Certificate is
simultaneously surrendered not later than the relevant Record Date.

Restricted Securities

For so long as any Registered Note is outstanding andrisstritted security(as defined in Rule
144(a)(3) under the United States Securities Act of 1933 (as amende®e(theties Ac) and

during any period in relation thereto during which it is neither subject to Sections 13 or 15(d) of the
United States Exchange Act of 1934 (as amended)Exobange Ac) nor exempt from reporting
pursuant to Rule 12g3-2(b) of the Exchange Act, the Issuer and the Guarantor will make available on
request to each Holder of such Note in connection with any resale thereof and to any prospective
purchaser of such Note from such Holder, in each case upon request, the information specified in
and meeting the requirements of Rule 144A(d)(4) under the Securities Act.
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(@)

(b)

(@)

Status and Guarantee
Status of Notes

The Notes constitute direct, unconditional, unsubordinated and (without prejudice to the provisions
of Condition 4) unsecured obligations of the Issuer and pankpassuand rateably without any
preference among themselves and (subject to any applicable statutory exceptionspati leassu

with all other unsecured and unsubordinated indebtedness and monetary obligations of the Issuer,
present and future.

Guarantee

0] The Guarantor has unconditionally and irrevocably guaranteed the due payment of all sums
expressed to be payable by the Issuer under the Notes and Coupons on an unsubordinated
basis.

(i) The obligations of the Guarantor in respect of Notes constitute direct, unconditional,
unsubordinated and (without prejudice to Condition 4) unsecured obligations of the
Guarantor and (subject to any applicable statutory exceptions and unless they qualify by law
as subordinated credits under Article 92 of the Spanish Insolvency Lawpagingassu
with all other unsubordinated and unsecured indebtedness and monetary obligations
involving or otherwise related to borrowed money of the Guarantor, present and future. Its
obligations in that respect (tl&uarantee) are contained in the Deed of Guarantee.

NegativePledge
Solong asanyof the Notesor Coupongemainoutstandingasdefinedin the AgencyAgreement):

0] neither the Issuer nor the Guarantor will create or permit to subsist any mortgage, charge,
pledge, lien or other form of encumbrance or security intel@stufity) (other than
Permitted Security) upon the whole or any part of its undertaking, assets or revenues present
or future to secure any Relevant Indebtedness, or any guarantee of or, indemnity in respect
of, any Relevant Indebtedness;

(i) each of the Issuer and the Guarantor will procure that no other person creates or permits to
subsist any Security (other than Permitted Security) upon the whole or any part of the
undertaking, assets or revenues present or future of that other person to secure (A) any of the
Issuer's Relevant Indebtedness or the Guarantor's Relevant Indebtedness, or any guarantee of
or indemnity in respect of any of the Issuer's Relevant Indebtedness or the Guarantor's
Relevant Indebtedness or (B) where the person in question is a Subsidiary of the Guarantor,
any of the Relevant Indebtedness of any person other than (1) that Subsidiary of the
Guarantor or (2) if that Subsidiary is not a Relevant Subsidiary, any other Subsidiary of the
Guarantor (which is not the Issuer or a Relevant Subsidiary), or in each case any guarantee
of, or indemnity in respect, of any such Relevant Indebtedness; and

(iii) each of the Issuer and the Guarantor will procure that no person other than the Guarantor
gives any guarantee of, or indemnity in respect of, any of its Relevant Indebtedness,

unless, at the same time or prior thereto, the Issuer's obligations under the Notes and Coupons or, as
the case may be, the Guarantor's obligations under the Guarantee (aa) are secured equally and
rateably therewith or benefit from a guarantee or indemnity in substantially identical terms thereto,
as the case may be, or (bb) have the benefit of such other security, guarantee, indemnity or other
arrangement as shall be approved by an Extraordinary Resolution (as defined in the Agency
Agreement) of the Noteholders.
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(b)

(@)

For thepurpose®f theseConditions

Permitted Security means any Security created in respect of any Relevant Indebtedness of a
company which has merged with the Guarantor or one of its Subsidiaries or which has been acquired
by the Guarantor or one of its Subsidiaries, provided that such security was already in existence at
the time of the merger or the acquisition, was not created for the purpose of financing the merger or
the acquisition and is not increased in amount and not extended following the merger or the
acquisition;

person means any individual, company, corporation, firm, partnership, joint venture, association,
organisation, state or agency of a state or other entity, whether or not having a separate legal
personality;

Relevant Indebtednessmeans any present or future indebtedness for borrowed money of the
Guarantor, the Issuer or any other person or entity in the form of, or represented by, bonds, notes,
debentures, loan stock or other securities which are or are capable of being quoted, listed or
ordinarily dealt in on any stock exchange, over the counter market or other securities market (for
which purpose any such bonds, notes, debentures, loan stock or other securities shall be deemed not
to be capable of being so quoted, listed or ordinarily dealt in if the terms of the issue thereof
expressly so provide);

Relevant Subsidiarymeans a Subsidiary of the Guarantor which is incorporated in a country whose
sovereign debt is rated A or more by Standard & Poor's (or any equivalent rating) and whose total
assets or revenues or EBITDA (consolidated if it has Subsidiaries) represent 7 per cent. or more of
the consolidated total assets, revenues or EBITDA of the Guarantor and its Subsidiaries for the time
being, EBITDA for these purposes being the aggregate of (a) “profits from operations” (after adding
back “depreciation and amortisation charge, allowances and provisions”) and (b) “results of
companies accounted for using the equity method”; and

Subsidiary means, at any particular time, any company which is then directly or indirectly
controlled, or more than 50 per cent. of whose issued equity share capital (or equivalent) is then
beneficially owned, by the first person and/or one or more of its subsidiaries. For a company to be
“controlled” by another means that the other (whether directly or indirectly and whether by the
ownership of share capital, the possession of voting power, contract or otherwise) has the power to
appoint and/or remove all or the majority of the members of the board of directors or other
governing body of that company or otherwise controls or has the power to control the affairs and
policies of that company.

Interest and Other Calculations
Interest on Fixed Rate Notes

Each Fixed Rate Note bears interest on its outstanding nominal amount from and including the
Interest Commencement Date at the rate per annum (expressed as a percentage) equal to the Rate of
Interest, such interest being payable in arrear on each Interest Payment Date.

If a Fixed Coupon Amount or a Broken Amount is specified hereon, the amount of interest payable
on each Interest Payment Date will amount to the Fixed Coupon Amount or, if applicable, the
Broken Amount so specified and, in the case of the Broken Amount, will be payable on the
particular Interest Payment Date(s).
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(b) Interest on Floating Rate Notes

(i)

(ii)

(iii)

Interest Payment Dates

Each Floating Rate Note bears interest on its outstanding nominal amount from the Interest
Commencement Date at the rate per annum (expressed as a percentage) equal to the Rate of
Interest, such interest being payable in arrear on each Interest Payment Date. Such Interest
Payment Date(s) is/are either shown in the relevant Final Terms as Specified Interest
Payment Dates or, if no Specified Interest Payment Date(s) is/are shown thereon, Interest
Payment Date shall mean each date which falls the number of months or other period
specified as the Interest Period in the relevant Final Terms after the preceding Interest
Payment Date or, in the case of the first Interest Payment Date, after the Interest
Commencement Date.

Business Day Convention

If any date referred to in these Conditions which is specified to be subject to adjustment in
accordance with a Business Day Convention would otherwise fall on a day which is not a
Relevant Business Day, then, if the Business Day Convention specified is (i) the Floating
Rate Convention, such date shall be postponed to the next day which is a Relevant Business
Day unless it would thereby fall into the next calendar month, in which event (A) such date
shall be brought forward to the immediately preceding Relevant Business Day and (B) each
subsequent such date shall be the last Relevant Business Day of the month in which such
date would have fallen had it not been subject to adjustment, (ii) the Following Business
Day Convention, such date shall be postponed to the next day which is a Relevant Business
Day, (iii) the Modified Following Business Day Convention, such date shall be postponed to
the next day which is a Relevant Business Day unless it would thereby fall into the next
calendar month, in which event such date shall be brought forward to the immediately
preceding Relevant Business Day or (iv) the Preceding Business Day Convention, such date
shall be brought forward to the immediately preceding Relevant Business Day.

Rate of Interest for Floating Rate Notes

The Rate of Interest in respect of Floating Rate Notes for each Interest Accrual Period shall
be determined in the manner specified hereon and the provisions below relating to either
ISDA Determination or Screen Rate Determination shall apply, depending upon which is
specified in the relevant Final Terms as being applicable.

(A) ISDA Determination for Floating Rate Notes

Where ISDA Determination is specified in the relevant Final Terms as the manner

in which the Rate of Interest is to be determined, the Rate of Interest for each

Interest Accrual Period shall be determined by the Calculation Agent as a rate equal
to the relevant ISDA Rate. For the purposes of this sub-paragrapts ¥, Rate

for an Interest Accrual Period means a rate equal to the Floating Rate that would be
determined by the Calculation Agent under a Swap Transaction under the terms of
an agreement incorporating the ISDA Definitions and under which:

x) the Floating Rate Option is as specified in the relevant Final Terms;

y) the Designated Maturity is a period specified in the relevant Final Terms;
and

2) the relevant Reset Date is the first day of that Interest Accrual Period unless
otherwise specified in the relevant Final Terms;
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(B)

SPA2466477/45 150112-0004

For the purposes of this sub-paragraph (A), “Floating Rate”, “Calculation Agent”,
“Floating Rate Option”, “Designated Maturity”, “Reset Date” and “Swap
Transaction” have the meanings given to those terms in the ISDA Definitions.

Screen Rate Determination for Floating Rate Notes

Where Screen Rate Determination is specified in the relevant Final Terms as the
manner in which the Rate of Interest is to be determined, the Rate of Interest for
each Interest Accrual Period will, subject as provided below, be either:

1) the offered quotation; or
2 the arithmetic mean of the offered quotations,

(expressed as a percentage rate per annum) for the Reference Rate (being either
LIBOR or EURIBOR, as specified in the applicable Final Terms) which appears or
appear, as the case may be, on the Relevant Screen Page (or such replacement page
on that service which displays the information) as at 11.00 a.m. (London time in the
case of LIBOR or Brussels time in the case of EURIBOR) on the Interest
Determination Date in question as determined by the Calculation Agent. If five or
more of such offered quotations are available on the Relevant Screen Page, the
highest (or, if there is more than one such highest quotation, one only of such
guotations) and the lowest (or, if there is more than one such lowest quotation, one
only of such quotations) shall be disregarded by the Calculation Agent for the
purpose of determining the arithmetic mean of such offered quotations.

(x) if the RelevantScreenPageis not availableor, if sub paragraph(B)(1)
appliesandno suchofferedquotationappearon the RelevantScreerPage,
or, if sub-paragraph(B)(2) applies and fewer than three such offered
guotationsappearon the RelevantScreenPage,in eachcaseasat thetime
specified above, subject as provided below, the Calculation Agent shall
requestjf the ReferencdRateis LIBOR, theprincipal Londonoffice of each
of the ReferenceBanksor, if theReferencdrateis EURIBOR,theprincipal
Euro-zoneoffice of eachof the ReferenceBanks,to providethe Calculation
Agentwith its offeredquotation(expresse@sa percentageateperannum)
for the ReferenceRateif the ReferenceRateis LIBOR, at approximately
11.00 a.m. (London time), or if the ReferenceRate is EURIBOR, at
approximately11.00 a.m. (Brusselstime) on the Interest Determination
Date in question. If two or more of the ReferenceBanks provide the
CalculationAgentwith suchofferedquotationsthe Rateof Interestfor such
InterestPeriod shall be the arithmetic meanof suchoffered quotationsas
determined by the Calculation Agent; and

() if paragraph (x) above applies and the Calculation Agent determines that
fewer than two Reference Banks are providing offered quotations, subject as
provided below, the Rate of Interest shall be the arithmetic mean of the rates
per annum (expressed as a percentage) as communicated to (and at the
request of) the Calculation Agent by the Reference Banks or any two or
more of them, at which such banks were offered, if the Reference Rate is
LIBOR, at approximately 11.00 a.m. (London time) or, if the Reference
Rate is EURIBOR, at approximately 11.00 a.m. (Brussels time) on the
relevant Interest Determination Date, deposits in the Specified Currency for
a period equal to that which would have been used for the Reference Rate
by leading banks in, if the Reference Rate is LIBOR, the London inter-bank
market or, if the Reference Rate is EURIBOR, the Euro-zone inter-bank
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market, as the case may be, or, if fewer than two of the Reference Banks
provide the Calculation Agent with such offered rates, the offered rate for
deposits in the Specified Currency for a period equal to that which would
have been used for the Reference Rate, or the arithmetic mean of the offered
rates for deposits in the Specified Currency for a period equal to that which
would have been used for the Reference Rate, at which, if the Reference
Rate is LIBOR, at approximately 11.00 a.m. (London time) or, if the
Reference Rate is EURIBOR, at approximately 11.00 a.m. (Brussels time),
on the relevant Interest Determination Date, any one or more banks (which
bank or banks is or are suitable for such purpose) informs the Calculation
Agent it is quoting to leading banks in, if the Reference Rate is LIBOR, the
London inter-bank market or, if the Reference Rate is EURIBOR, the Euro-
zone inter-bank market, as the case may be, provided that, if the Rate of
Interest cannot be determined in accordance with the foregoing provisions
of this paragraph, the Rate of Interest shall be determined as at the last
preceding Interest Determination Date (though substituting, where a
different Margin or Maximum or Minimum Rate of Interest is to be applied

to the relevant Interest Accrual Period from that which applied to the last
preceding Interest Accrual Period, the Margin or Maximum or Minimum
Rate of Interest relating to the relevant Interest Accrual Period, in place of
the Margin or Maximum or Minimum Rate of Interest relating to that last
preceding Interest Accrual Period).

©) Linear Interpolation

Where Linear Interpolation is specified hereon as applicable in the Applicable Final
Terms in respect of an Interest Accrual Period, the Rate of Interest for such Interest
Accrual Period shall be calculated by the Calculation Agent by straight line linear
interpolation by reference to two rates based on the relevant Reference Rate (where
Screen Rate Determination is specified in the Applicable Final Terms as applicable)
or the relevant Floating Rate Option (where ISDA Determination is specified in the
Applicable Final Terms as applicable), one of which shall be determined as if the
Applicable Maturity were the period of time for which rates are available next
shorter than the length of the relevant Interest Accrual Period and the other of which
shall be determined as if the Applicable Maturity were the period of time for which
rates are available next longer than the length of the relevant Interest Accrual Period
provided however that if there is no rate available for the period of time next shorter
or, as the case may be, next longer, then the Calculation Agent shall determine such
rate at such time and by reference to such sources as its determines appropriate.

Applicable Maturity means: (a) in relation to Screen Rate Determination, the
period of time designated in the Reference Rate, and (b) in relation to ISDA
Determination, the Designated Maturity.

(c) Interest on Zero Coupon Notes

Where a Note the interest basis of which is specified to be Zero Coupon is repayable prior to the
Maturity Date and is not paid when due, the amount due and payable prior to the Maturity Date shall
be the Early Redemption Amount of such Note. As from the Maturity Date, the Rate of Interest for
any overdue principal of such a Note shall be a rate per annum (expressed as a percentage) equal to
the Amortisation Yield (calculated in accordance with Condition 6(d))

SPA2466477/45 150112-0004 38



(d)

(€)

(f)

(@)

Accrual of Interest

Interest shall cease to accrue on each Note on the due date for redemption unless payment is
improperly withheld or refused, in which event interest shall continue to accrue (both before and
after judgment) at the Rate of Interest in the manner provided in this Condition 5 to the Relevant
Date (as defined in Condition 8).

Margin, Maximum/Minimum Interest Ratesand RedemptionAmounts, and Rounding

() If any Margin is specified hereon (either (x) generally, or (y) in relation to one or more
Interest Accrual Periods), an adjustment shall be made to all Rates of Interest, in the case of
(x), or the Rates of Interest for the specified Interest Accrual Periods, in the case of (y),
calculated in accordance with Condition 5(b) above by adding (if a positive number) or
subtracting (if a negative nhumber) the absolute value of such Margin subject always to the
next paragraph.

(ii) If any Maximum or Minimum Interest Rate or Redemption Amount is specified hereon, then
any Rate of Interest or Redemption Amount shall be subject to such maximum or minimum,
as the case may be.

(iii) For the purposes of any calculations required pursuant to these Conditions (unless otherwise
specified), (x) all percentages resulting from such calculations will be rounded, if necessary,
to the nearest one hundred-thousandth of a percentage point (with halves being rounded up),
(y) all figures will be rounded to seven significant figures (with halves being rounded up)
and (z) all currency amounts which fall due and payable will be rounded to the nearest unit
of such currency (with halves being rounded up), save in the case of Yen, which shall be
rounded down to the nearest Yen. For these purpasiesmeans, with respect to any
currency other than Euro, the lowest amount of such currency which is available as legal
tender in the country of such currency and, with respect to Euro, means 0.01 Euro.

Calculations

The amount of interest payable in respect of any Note for any period shall be calculated by

multiplying the product of the Rate of Interest and the outstanding principal amount of each Note by

the Day Count Fraction specified in the relevant Final Terms save that, where an Interest Amount (or
a formula for its calculation) is specified in respect of such period, the amount of interest payable in

respect of such Note for such period will equal such Interest Amount (or be calculated in accordance
with such formula). Where any Interest Period comprises two or more Interest Accrual Periods, the

amount of interest payable in respect of such Interest Period shall be the sum of the amounts of
interest payable in respect of each of those Interest Accrual Periods.

Determination and Publication of Rates of Interest, Interest Amounts, Final Redemption
Amounts, Early RedemptionAmounts and Optional RedemptionAmounts

The Calculation Agent shall, as soon as practicable on each Interest Determination Date or such
other time on such date as the Calculation Agent may be required to calculate any rate or amount,
obtain any quote or make any determination or calculation, determine the Rate of Interest and
calculate the Interest Amounts in respect of each Specified Denomination of the Notes for the
relevant Interest Accrual Period, calculate the Final Redemption Amount, Early Redemption
Amount or the Optional Redemption Amount, obtain such quote or make such determination or
calculation, as the case may be, and cause the Rate of Interest and the Interest Amounts for each
Interest Period and the relevant Interest Payment Date and, if required to be calculated, the Final
Redemption Amount, Early Redemption Amount or Optional Redemption Amount to be notified to
the Fiscal Agent, the Issuer, each of the Paying Agents, the Noteholders, any other Calculation
Agent appointed in respect of the Notes which is to make a further calculation upon receipt of such
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(h)

information and, if the Notes are listed on a stock exchange or other relevant authority and the rules
of such exchange or other relevant authority so require, such exchange or other relevant authority as
soon as possible after their determination but in no event later than (i) the commencement of the
relevant Interest Period, if determined prior to such time, in the case of a Rate of Interest, the Interest
Amount, the Interest Payment Date, the Final Redemption Amount, Early Redemption Amount and
Optional Redemption Amount, or (ii) in all other cases, as soon as practicable but in no event later
than the fourth Relevant Business Day after such determination. The Interest Amounts and the
Interest Payment Date so published may subsequently be amended (or appropriate alternative
arrangements made by way of adjustment) without notice in the event of an extension or shortening
of the Interest Period. If the Notes become due and payable under Condition 10, the accrued interest
and the Rate of Interest payable in respect of the Notes shall nevertheless continue to be calculated
as previously in accordance with this Condition but no publication of the Rate of Interest or the
Interest Amounts so calculated need be made. The determination of each Rate of Interest, Interest
Amount, Final Redemption Amount, the Early Redemption Amount and the Optional Redemption
Amount, the obtaining of each quote and the making of each determination or calculation by the
Calculation Agent shall (in the absence of manifest error) be final and binding upon all parties.

Definitions

In these Conditions, unless the context otherwise requires, the following defined terms shall have the
meanings set out below:

Day Count Fraction means, in respect of the calculation of an amount of interest on any Note for
any period of time (whether or not constituting an Interest Perioaloailation Period):

() if Actual/Actual or Actual/Actual (ISDA) is specified in the relevant Final Terms, the
actual number of days in the Calculation Period divided by 365 (or, if any portion of that
Calculation Period falls in a leap year, the sum of (A) the actual number of days in that
portion of the Calculation Period falling in a leap year divided by 366 and (B) the actual
number of days in that portion of the Calculation Period falling in a non-leap year divided by
365);

(i) if Actual/365 (Fixed)is specified in the relevant Final Terms, the actual number of days in
the Calculation Period divided by 365;

(iir) if Actual/360 is specified in the relevant Final Terms, the actual number of days in the
Calculation Period divided by 360;

(iv) if 30/360,360/3600r Bond Basisis specified in the relevant Final Terms, the number of
days in the Calculation Period divided by 360, calculated on a formula basis as follows:

[360x (Y, —Y;] +[30% (M, —M,] +(D, - D,
36C

Day Count Fraction=

where:
“Y1" s the year, expressed as a number, in which the first day of the Interest Period falls;

“Y2" is the year, expressed as a number, in which the day immediately following the last day of
the Interest Period falls;

“M1" is the calendar month, expressed as a number, in which the first day of the Interest Period
falls;
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is the calendamonth, expresseds a number,in which the day immediatelyfollowing the
lastday of the InterestPeriodfalls;

is thefirst calendarday, expresse@dsa number,of the InterestPeriod,unlesssuchnumberis
31, in whichcaseD1 will be30;and

is the calendarday, expressedsa number,immediatelyfollowing the last day includedin
theInterestPeriod,unlesssuchnumberwould be 32 andD2 is greaterthan29, in which case
D2 will be30;

if 30E/3600r Eurobond Basisis specifiedin the relevantFinal Terms,the numberof days
in the CalculationPerioddivided by 360, calculatedon a formula basisasfollows:

[360% (Y, Y] +[30x (M, -M,] +(D,-D,)

Day Count Fraction=
36C

where:
is theyear,expresse@dsa number,in whichthefirst day of the InterestPeriodfalls;

is the year,expressedsa number,in which the day immediatelyfollowing the last day of
thelInterestPeriodfalls;

is the calendarmonth, expressedisa number,in which the first day of the InterestPeriod
falls;

is the calendamonth, expresseds a number,in which the day immediatelyfollowing the
lastday of the InterestPeriodfalls;

is thefirst calendarday, expressedsa number,of the InterestPeriod,unlesssuchnumber
would be 31, in which caseD1 will be30; and

is the calendarday, expressedsa number,immediatelyfollowing the lastday includedin
thelnterestPeriod,unlesssuchnumberwould be 31, in which caseD2 will be30;

if 30E/360 (ISDA) is specifiedin the applicableFinal Terms,the numberof daysin the
InterestPerioddivided by 360, calculatedbn a formula basisasfollows:

[360% (Y, = Y] +[30x (M, —=M,] +(D,-D,)

Day Count Fraction=
36C

where:
is theyear,expresse@dsa number,in whichthefirst day of the InterestPeriodfalls;

is the year,expressedsa number,in which the day immediatelyfollowing the last day of
thelInterestPeriodfalls;

is the calendarmonth, expressedisa number,in which the first day of the InterestPeriod
falls;

is the calendamonth, expresseds a number,in which the day immediatelyfollowing the
lastday of the InterestPeriodfalls;
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“D1” s thefirst calendarday, expressedsa number,of the InterestPeriod,unless(i) thatdayis
thelastday of Februaryor (i) suchnumberwouldbe31,in which caseD1 will be30; and

“D2" is the calendarday, expressedsa number,immediatelyfollowing the last dayincludedin
theInterestPeriod,unless(i) thatdayis the lastday of Februarybut notthe Maturity Dateor
(i) suchnumberwould be 31, in which caseD2 will be30;and

(vii)  if Actual/Actual (ICMA) is specifiedin therelevantFinal Terms:

0] where the Calculation Period is equal to or shorter than the Determination Period
during which it falls, the actual number of days in the Calculation Period divided by
the product of (A) the actual number of days in such Determination Period and (B)
the number of Determination Periods in any year;

(i) where the Calculation Period is longer than one Determination Period, the sum of:

(A) the actual number of days in such Calculation Period falling in the
Determination Period in which it begins divided by the product of (I) the
actual number of days in such Determination Period and (Il) the number of
Determination Periods in any period of one year; and

(B) the actual number of days in such Calculation Period falling in the next
Determination Period divided by the product of (I) the actual number of
days in such Determination Period and (lI) the number of Determination
Periods in any period of one year,

where:

Designated Maturity means, in relation to Screen Rate Determination, the period of time
designated in the Reference Rate.

Determination Period means the period from and including a Determination Date in any year to but
excluding the next Determination Date; and

Determination Date means the date specified as such in the relevant Final Terms or, if none is so
specified, the Interest Payment Date.

Euro-zone means the member states of the European Union that are participating in the third stage
of European Monetary Union.

Interest Accrual Period means the period beginning on, and including, the Interest Commencement
Date and ending on, but excluding, the first Interest Period Date and each successive period
beginning on an Interest Period Date and ending on, but excluding, the next succeeding Interest
Period Date.

Interest Amount means the amount of interest payable and, in the case of Fixed Rate Notes, means
the Fixed Coupon Amount or Broken Amount, as the case may be.

Interest Commencement Dateneans the date of issue of the Notes [d3seie Datd or such other
date as may be specified in the relevant Final Terms.

Interest Determination Date means, with respect to a Rate of Interest and Interest Accrual Period,
the date specified as such in the relevant Final Terms or, if none is so specified, (i) the first day of
such Interest Accrual Period if the Specified Currency is sterling or (ii) the day falling two Relevant
Business Days in London prior to the first day of such Interest Accrual Period if the specified
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currency is not sterling, or (iii) the day falling two TARGET2 Business Days prior to the first day of
such Interest Accrual Period if the specified currency is euro.

Interest Period means the period beginning on, and including, the Interest Commencement Date
and ending on, but excluding, the first Interest Payment Date and each successive period beginning
on, and including, an Interest Payment Date and ending on, but excluding, the next succeeding
Interest Payment Date.

Interest Period Date means each Interest Payment Date unless otherwise specified in the relevant
Final Terms.

ISDA Definitions means the 2006 ISDA Definitions, as published by the International Swaps and
Derivatives Association, Inc., unless otherwise specified in the relevant Final Terms.

Rate of Interest means the rate of interest payable from time to time in respect of the Notes and
which is either specified, or calculated in accordance with the provisions, in the relevant Final
Terms.

Reference Banksmeans, in the case of a determination of LIBOR, the principal London office of
four major banks in the London inter-bank market and, in the case of a determination of EURIBOR,
the principal Euro-zone office of four major banks in the Euro-zone inter-bank market, in each case
selected by the Calculation Agent.

Reference Rataneans the rate specified as such in the relevant Final Terms.

Relevant Business Dayneans:

0] in the case of a currency other than euro, a day (other than a Saturday or a Sunday) on which
commercial banks and foreign exchange markets settle payments in the principal financial
centre for that currency; and/or

(i) in the case of euro, a day on which the TARGET2 System is operating; and/or

(i) in the case of a currency and/or one or more Business Centres, a day (other than a Saturday
or a Sunday) on which commercial banks and foreign exchange markets settle payments in
such currency in the Business Centre(s) or, if no currency is specified, generally in each of

the Business Centres so specified.

Relevant Screen Pagemeans such page, section, caption, column or other part of a particular
information service as may be specified in the relevant Final Terms (or any successor replacement
page, section, caption, column or other part of a particular information service).

Specified Currency means the currency specified as such in the relevant Final Terms or, if none is
specified, the currency in which the Notes are denominated.

TARGET?2 Business Daymeans a day on which the TARGET2 System is operating.

TARGET2 System means the Trans European Automated Real Time Gross Settlement Express
Transfer system (TARGET2) which was launched on 19 November 2007 or any successor thereto.

0] Change of Interest Basis
If Changes of Interest Basis is specified in the relevant Final Terms as being applicable, the Final

Terms will indicate the relevant Interest Periods to which the Fixed Rate Note provisions, Floating
Rate Note provisions and/or Zero Coupon Note provisions shall apply.
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() Calculation Agent

The Issuer will procure that there shall at all times be one or more Calculation Agents if provision is
made for them in the Conditions applicable to the Notes and for so long as any Notes are
outstanding. Where more than one Calculation Agent is appointed in respect of the Notes,
references in these Conditions to the Calculation Agent shall be construed as each Calculation Agent
performing its duties under the Conditions. If the Calculation Agent is unable or unwilling to act as
such or if the Calculation Agent fails duly to establish the Rate of Interest for any Interest Period or
to calculate the Interest Amounts or any other requirements, the Issuer will appoint the London
office of a leading bank engaged in the London interbank market to act as such in its place. The
Calculation Agent may not resign its duties without a successor having been appointed as aforesaid.

6. Redemption, Purchaseand Options
€)) Final Redemption

Unless previously redeemed, purchased and cancelled as provided below, each Note will be
redeemed at its Final Redemption Amount (which is its principal amount) on the Maturity Date
specified on each Note.

(b) Redemptionfor taxation reasons

The Notes may be redeemed at the option of the Issuer in whole, but not in part, on any Interest
Payment Date or, if so specified hereon, at any time, on giving not less than 30 nor more than 60
days' notice to the Noteholders (which notice shall be irrevocable), at their Early Redemption
Amount, (together with interest accrued to the date fixed for redemption), if (i) the Issuer (or, if the
Guarantee were called, the Guarantor) has or will become obliged to pay additional amounts as
provided or referred to in Condition 8 as a result of any change in, or amendment to, the laws or
regulations of The Netherlands, the Kingdom of Spain or any political subdivision or any authority
thereof or therein having power to tax, or any change in the application or official interpretation of
such laws or regulations, which change or amendment becomes effective on or after the Issue Date,
and (ii) such obligations cannot be avoided by the Issuer (or the Guarantor, as the case may be)
taking reasonable measures available to it, provided that no such notice of redemption shall be given
earlier than 90 days prior to the earliest date on which the Issuer (or the Guarantor, as the case may
be) would be obliged to pay such additional amounts if a payment in respect of the Notes (or the
Guarantee, as the case may be) were then due. Prior to the publication of any notice of redemption
pursuant to this Condition, the Issuer shall deliver to the Fiscal Agent a certificate signed by a
director of the Issuer (or the Guarantor, as the case may be) stating that the Issuer (or the Guarantor,
as the case may be) is entitled to effect such redemption and setting forth a statement of facts
showing that the conditions precedent to the right of the Issuer (or the Guarantor, as the case may be)
so to redeem have occurred.

(c) Purchases

The Issuer, the Guarantor and any of the Guarantor's Subsidiaries may at any time purchase Notes
(provided that all unmatured Coupons and unexchanged Talons appertaining thereto are attached or
surrendered therewith) in the open market or otherwise at any price.

(d) Early Redemptionof Zero Coupon Notes

0] The Early Redemption Amount payable in respect of any Note which does not bear interest
prior to the Maturity Date upon redemption of such Note pursuant to Condition 6(b),
Condition 6(e), Condition 6(f), Condition 6(g), Condition 6(h), Condition 6(i) or upon it
becoming due and payable as provided in Condition 10, shall be the Amortised Face
Amount (calculated as provided below) of such Note.
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(i) Subject to the provisions of sub-paragraph (iii) below the Amortised Face Amount of any
such Note shall be the scheduled Final Redemption Amount of such Note on the Maturity
Date discounted at a rate per annum (expressed as a percentage) equal to the Amortisation
Yield (which, if none is shown hereon, shall be such rate as would produce an Amortised
Face Amount equal to the issue price of the Notes if they were discounted back to their Issue
Price on the Issue Date) compounded annually. Where such calculation is to be made for a
period of less than one year, it shall be made on the basis of the Day Count Fraction shown
in the relevant Final Terms.

(iii) If the Early Redemption Amount payable in respect of any such Note upon its redemption
pursuant to Condition 6(b), Condition 6(e), Condition 6(f), Condition 6(g), Condition 6(h),
Condition 6(i) or upon it becoming due and payable as provided in Condition 10 is not paid
when due, the Redemption Amount due and payable in respect of such Note shall be the
Amortised Face Amount of such Note as defined in sub-paragraph (ii) above, except that
such sub-paragraph shall have effect as though the reference therein to the date on which the
Note becomes due and payable were replaced by a reference to the Relevant Date. The
calculation of the Amortised Face Amount in accordance with this sub-paragraph will
continue to be made (both before and after judgment), until the Relevant Date unless the
Relevant Date falls on or after the Maturity Date, in which case the amount due and payable
shall be the scheduled Final Redemption Amount of such Note on the Maturity Date
together with any interest which may accrue in accordance with Conditian 5(d)

Redemptionat the Option of the Issuer

If Call Option is specified in the relevant Final Terms as being applicable, the Issuer may, on giving
not less than 15 nor more than 30 days' irrevocable notice to the Noteholders (or such other notice
period as may be specified in the relevant Final Terms) redeem, all or, if so provided some of the
Notes on any Optional Redemption Date. Any such redemption of Notes shall be at their Optional
Redemption Amount (as specified in the relevant Final Terms) together with interest accrued to the
date fixed for redemption. Any such redemption or exercise must relate to Notes of a nominal
amount at least equal to the Minimum Redemption Amount to be redeemed specified in the relevant
Final Terms and no greater than the Maximum Redemption Amount to be redeemed specified in the
relevant Final Terms.

If Make-Whole Amount is specified in the relevant Final Terms, the Optional Redemption Amount
as determined by the Financial Adviser will be the higher of (a) 100 per cent. of the principal amount
outstanding of the Notes to be redeemed and (b) the sum of the present values of the principal
amount outstanding of the Notes to be redeemed and the Remaining Term Interest on such Notes
(exclusive of interest accrued to the date of redemption) discounted to the date of redemption on an
annual basis at (i) the Reference Note Rate plus the Redemption Margin or (ii) the Discount Rate, in
each case as specified in the relevant Final Terms. If the Make-whole Exemption Period is specified
as applicable and the Issuer gives notice to redeem the Notes during the Make-whole Exemption
Period, the Optional Redemption Amount will be 100 per cent. of the principal amount outstanding
of the Notes to be redeemed.

All Notes in respect of which any such notice is given shall be redeemed on the date specified in
such notice in accordance with this Condition.

In the case of a partial redemption the notice to Noteholders shall also contain the serial numbers of
the Notes to be redeemed, which shall have been drawn in such place as the Fiscal Agent may
approve and in such manner as it deems appropriate, subject to compliance with any applicable laws
and stock exchange requirements or other relevant authority requirements. So long as the Notes are
listed on the Luxembourg Stock Exchange and the rules of that stock exchange so require, the Issuer
shall, once in each year in which there has been a partial redemption of the Notes, cause to be
published either on the website of the Luxembourg Stock Exchanvge.bourse.l) or in a leading
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newspaper of general circulation in Luxembourg (which is expected to theiteenburger Worta
notice specifying the aggregate nominal amount of Notes outstanding and a list of the Notes drawn
for redemption but not surrendered.

In these Conditions:
Discount Ratewill be as set out in the relevant Final Terms.

FA Selected Notemeans a government security or securities selected by the Financial Adviser as
having an actual or interpolated maturity comparable with the remaining term of the Notes that
would be utilised, at the time of selection and in accordance with customary financial practice, in
pricing new issues of corporate debt securities denominated in the same currency as the Notes and of
a comparable maturity to the remaining term of the Notes.

Financial Adviser means the entity so specified in the relevant Final Terms or, if not so specified or
if such entity is unable or unwilling to act, any financial adviser selected by the Issuer.

Make-whole Exemption Periodwill be as set out in the relevant Final Terms.
Redemption Margin will be as set out in the relevant Final Terms.

Reference Noteshall be the note so specified in the relevant Final Terms or, if not so specified or if
no longer available, the FA Selected Note.

Reference Note Pricaneans, with respect to any date of redemption: (a) the arithmetic average of
the Reference Government Note Dealer Quotations for such date of redemption, after excluding the
highest and lowest such Reference Government Note Dealer Quotations or (b) if the Financial
Adviser obtains fewer than four such Reference Government Note Dealer Quotations, the arithmetic
average of all such quotations.

Reference Note Rateneans, with respect to any date of redemption, the rate per annum equal to the
annual or semi-annual yield (as the case may be) to maturity or interpolated yield to maturity (on the
relevant day count basis) of the Reference Note, assuming a price for the Reference Note (expressed
as a percentage of its principal amount) equal to the Reference Note Price for such date of
redemption.

Reference Datewill be set out in the relevant notice of redemption, such date to fall no earlier than
the date falling 30 days prior to the date of such notice.

Reference Government Note Dealemeans each of five banks selected by the Issuer which are (a)
primary government securities dealers, and their respective successors, or (b) market makers in
pricing corporate note issues.

Reference Government Note Dealer Quotationsmeans, with respect to each Reference
Government Note Dealer and any date for redemption, the arithmetic average, as determined by the
Financial Adviser, of the bid and offered prices for the Reference Note (expressed in each case as a
percentage of its principal amount) at the Quotation Time specified in the relevant Final Terms on
the Reference Date quoted in writing to the Financial Adviser by such Reference Government Note
Dealer.

Remaining Term Interest means with respect to any Note, the aggregate amount of scheduled
payment(s) of interest on such Note for the remaining term of such Note determined by the Financial
Adviser on the basis of the rate of interest applicable to such Note from and including the date on
which such Note is to be redeemed by the Issuer in accordance with this Condition 6(e).
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(h)

ResidualMaturity Call Option

If a Residual Maturity Call Option is specified in the relevant Final Terms as being applicable, the
Issuer may, on giving not less than 15 nor more than 30 days’ irrevocable notice to the Noteholders
(which notice shall specify the date fixed for redemption @esidual Maturity Call Option
Redemption Datg), redeem all (but not only some) of the outstanding Notes at their principal
amount together with interest accrued to, but excluding, the date fixed for redemption, which shall
be no earlier than (i) three months before the Maturity Date in respect of Notes having a maturity of
not more than ten years or (ii) six months before the Maturity Date in respect of Notes having a
maturity of more than ten years.

For the purpose of the preceding paragraph, the maturity of not more than ten years or the maturity
of more than ten years shall be determined as from the Issue Date of the Notes.

All Notes in respect of which any such notice is given shall be redeemed on the date specified in
such notice in accordance with this Condition 6(f).

Redemptionfollowing a Substantial PurchaseEvent

If a Substantial Purchase Event is specified in the Final Terms as being applicable and a Substantial
Purchase Event has occurred and is continuing, then the Issuer may, subject to having given not less
than 15 nor more than 30 days’ notice to the Fiscal Agent and the Noteholders (which notice shall be
irrevocable), redeem the Notes in whole, but not in part, at any time, in each case at their principal
amount, together with any accrued and unpaid interest up to (but excluding) the date of redemption.

All Notes in respect of which any such notice is given shall be redeemed on the date specified in
such notice in accordance with this Condition 6(g).

A Substantial Purchase Eventshall be deemed to have occurred if at least 80 per cent. of the
aggregate principal amount of the Notes is purchased by the Issuer, the Guarantor or any Subsidiary
of the Guarantor (and in each case is cancelled in accordance with Condition 6(j));

Redemptionat the option of the Noteholdersupon a Changeof Control

If a Change of Control Put Option is specified in the relevant Final Terms as being applicable, at any
time while any Note remains outstanding, each holder of Notes will have the opti&@héhge of

Control Put Option) to require the Issuer to redeem or, at the Issuer’s option, to procure the
purchase of such Notes on the Optional Redemption Date at the Optional Redemption Amount (plus
interest accrued to, but excluding the Optional Redemption Date) (both terms as defined below), if a
Change of Control occurs and, during the Change of Control Period, a Rating Downgrade occurs
(together, &ut Event).

A Change of Control shall be deemed to have occurred at each time that any person or persons
acting in concertRelevant Person¥ or any person or persons acting on behalf of such Relevant
Persons, acquire(s) control of the Guarantor.

control means: (a) the acquisition or control of more than 50 per cent. of the voting rights of the
issued share capital of the Guarantor; or (b) the right to appoint and/or remove all or the majority of
the members of the Guarantor’s Board of Directors or other governing body, in each case whether
obtained directly or indirectly, and whether obtained by ownership of share capital, the possession of
voting rights, contract or otherwise.

Change of Control Periodmeans the period commencing on the date that is the earlier of: (1) the
date of the occurrence of the relevant Change of Control; and (2) the date of the earliest Potential
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Change of Control Announcement (if any), and ending on the date which is 270 days after the date
of the occurrence of the relevant Change of Control.

Potential Change of Control Announcemenimeans any public announcement or public statement
by the Issuer, the Guarantor, any actual or potential bidder or any advisor thereto relating to any
potential Change of Control.

Rating Agency means any of the following: (a) Standard & Poor’s Credit Market Services Europe
Limited (S&P); (b) Moody’s Investors Service Limitetipody’s); (c) Fitch Ratings LimitedHitch
Ratings); or (d) any other credit rating agency of equivalent international standing specified from
time to time by the Issuer and, in each case, their respective successors or affiliates.

A Rating Downgrade shall be deemed to have occurred in respect of a Change of Control if: (A)
within the Change of Control Period the rating previously assigned to the Guarantor by any Rating
Agency is: (X) withdrawn; (y) ceases to be an Investment Grade Rating; or (z) if the rating assigned
to the Guarantor by any Rating Agency which is current at the time the Change of Control Period
begins is below an Investment Grade Rating, that rating is lowered one full rating notch by any
Rating Agency (for example BB+ to BB by S&P), provided that a Rating Downgrade shall be
deemed not to have occurred in respect of a particular Change of Control if the Rating Agency
withdrawing or lowering the rating does not publicly announce or otherwise confirms in writing to
the Issuer that the reduction or withdrawal was the result, in whole or part, of any event or
circumstance comprised in or arising as a result of, or in respect of, the applicable Change of
Control; or (B) at the time of the Change of Control there is no rating assigned to the Guarantor.

Investment Grade Ratingmeans: (1) with respect to S&P, any of the categories from and including
AAA to and including BBB- (or equivalent successor categories); (2) with respect to Moody's, any
of the categories from and including Aaa to and including Baa3 (or equivalent successor categories);
and (3) with respect to Fitch Ratings, any of the categories from and including AAA to and including
BBB- (or equivalent successor categories).

Optional Redemption Amount means an amount equal to par.

Promptly upon the Issuer becoming aware that a Put Event has occurred, the Issuer shall give notice
(aPut Event Notice to the Fiscal Agent, the Paying Agents and the Noteholders in accordance with
Condition 14 specifying the nature of the Put Event and the circumstances giving rise to it and the
procedure for exercising the Change of Control Put Option, as well as the date upon which the Put
Period (as defined below) will end and the Optional Redemption Date (as defined below).

To exercise the Change of Control Put Option to require redemption or, as the case may be, purchase
of a Note under this section, the holder of that Note must transfer or cause to be transferred its Notes
to be so redeemed or purchased to the account of the Fiscal Agent specified in the Change of Control
Put Option Notice for the account of the Issuer within the periodRtitéPeriod) of 45 days after

the Put Event Notice is given together with a duly signed and completed notice of exercise in the
form (for the time being current) obtainable from the specified office of any Paying AgEut (a

Option Notice) and in which the holder may specify a bank account to which payment is to be made
under this Condition.

The Issuer shall redeem or, at the option of the Issuer, procure the purchase of the Notes in respect of
which the Change of Control Put Option has been validly exercised as provided above, and subject
to the transfer of such Notes to the account of the Fiscal Agent for the account of the Issuer as
described above on the date which is the fifth Business Day following the end of the Put Period (the
Optional Redemption Datg. Payment in respect of any Note so transferred will be made in the
Specified Currency to the holder to the bank account denominated in the Specified Currency
specified in the Put Option Notice on the Optional Redemption Date via the relevant account
holders.
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Redemptionat the Option of the Noteholder

If Put Option is specified in the relevant Final Terms as being applicable, the Issuer shall, at the
option of the Holder of any such Note, upon the Holder of such Note giving not less than 15 nor

more than 30 days' notice to the Issuer (or such other notice period as may be specified in the
relevant Final Terms) redeem such Note on the Optional Redemption Dates at its Optional

Redemption Amount together with interest accrued to the date fixed for redemption. It may be that

before a Put Option can be exercised, certain conditions and/or circumstances will need to be
satisfied. Where relevant, the provisions will be set out in the applicable Final Terms.

To exercise such option the Holder must deposit such Note with any Paying Agent (in the case of
Bearer Notes) or the Certificate representing such Note(s) with the Registrar or any Transfer Agent
(in the case of Registered Notes) at its specified office, together with a duly completed option
exercise noticeHxercise Noticg in the form obtainable from any Paying Agent, the Registrar or
any Transfer Agent (as applicable) within the notice period. No Note or Certificate so deposited and
option exercised may be withdrawn (except as provided in the Agency Agreement) without the prior
consent of the Issuer.

Cancellation

All Notes purchased by or on behalf of the Issuer, the Guarantor or any of the Guarantor's
Subsidiaries may be surrendered for cancellation, in the case of Bearer Notes, by surrendering each
such Note together with all unmatured Coupons and all unexchanged Talons to the Fiscal Agent and,
in the case of Registered Notes, by surrendering the Certificate representing such Notes to the
Registrar and, in each case, if so surrendered, will, together with all Notes redeemed by the Issuer,
be cancelled forthwith (together with all unmatured and Coupons and unexchanged Talons attached
thereto or surrendered therewith). Any Notes so surrendered for cancellation may not be reissued or
resold and the obligations of the Issuer and the Guarantor in respect of any such Notes shall be
discharged.

Other Notes

The Early Redemption Amount payable in respect of any Note, upon redemption of such Note
pursuant to Condition 6(b) or upon it becoming due and payable as provided in Condition 10, shall
be the Final Redemption Amount unless otherwise specified in the relevant Final Terms.

Paymentsand Talons
Bearer Notes

Payments of principal and interest in respect of Bearer Notes will, subject as mentioned below, be
made, where applicable, against presentation and surrender of the relevant Notes (in the case of all
payments of principal and, in the case of interest, as specified in Condition 7(f)(vi) or Coupons (in
the case of interest, save as specified in Condition 7(fds)}he case may be, at the specified office

of any Paying Agent outside the United States by a cheque payable in the currency in which such
payment is due drawn on, or, at the option of the Holder, by transfer to an account denominated in
that currency with, a bank in the principal financial centre of that currency and, in the case of Euro,
by cheque drawn down or by transfer to, a Euro account to which Euro may be credited or
transferred as specified by the payee.

RegisteredNotes
0] Payments of principal in respect of Registered Notes will be made against presentation and

surrender of the relevant Certificates at the specified office of any of the Transfer Agents or
of the Registrar and in the manner provided in paragraph (ii) below.
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(i) Interest on Registered Notes will be paid to the person shown on the Register (i) where in
global form, at the close of the business day (being for this purpose a day on which
Euroclear and Clearstream, Luxembourg are open for business) before the relevant due date,
and (ii) where in definitive form, at the close of business on the fifteenth day before the due
date for payment thereof (thecord Datgd. Payments of interest on each Registered Note
will be made in the currency in which such payments are due by cheque drawn on a bank in
the principal financial centre of the country of the currency concerned and mailed to the
Holder (or to the first named of joint Holders) of such Note at its address appearing in the
Register maintained by the Registrar. Upon application by the Holder to the specified office
of the Registrar or any Transfer Agent before, the Record Date and subject as provided in
Condition 7(a) above, such payment of interest may be made by transfer to an account in the
specified currency designated by the Holder with a bank in the principal financial centre of
the country of that currency.

Paymentsin the United States

Notwithstanding the foregoing, if any Bearer Notes are denominated in U.S. Dollars, payments in
respect thereof may be made at the specified office of any Paying Agent in New York City in the
same manner as aforesaid if (i) the Issuer shall have appointed Paying Agents with specified offices
outside the United States with the reasonable expectation that such Paying Agents would be able to
make payment of the amounts on the Notes in the manner provided above when due, (ii) payment in
full of such amounts at all such offices is illegal or effectively precluded by exchange controls or
other similar restrictions on payment or receipt of such amounts and (iii) such payment is then
permitted by United States law, without involving, in the opinion of the Issuer, any adverse tax
consequence to the Issuer.

PaymentsSubjectto Law, etc

All payments are subject in all cases to (i) any applicable fiscal or other laws, regulations and
directives in the place of payment, but without prejudice to the provisions of Condition 8 and (ii) any
withholding or deduction required pursuant to an agreement described in Section 1471(b) of the U.S.
Internal Revenue Code of 1986 (tBede) or otherwise imposed pursuant to Sections 1471 through
1474 of the Code (or any regulations or agreements thereunder or official interpretations thereof) or
an intergovernmental agreement between the United States and another jurisdiction facilitating the
implementation thereof (or any law implementing such an intergovernmental agreement). No
commission or expenses shall be charged to the Noteholders or Coupon holders in respect of such
payments.

Appointment of Agents

The Fiscal Agent, the Paying Agents, the Registrar, the Transfer Agents and the Calculation Agent
initially appointed by the Issuer and their respective specified offices are listed below. The Fiscal
Agent, the Paying Agents, the Registrar, the Transfer Agents and the Calculation Agent act solely as
agents of the Issuer and the Guarantor and do not assume any obligation or relationship of agency or
trust for or with any Holder. The Issuer and the Guarantor reserve the right at any time to vary or
terminate the appointment of the Fiscal Agent, any other Paying Agent, the Calculation Agent, the
Registrar or any Transfer Agent and to appoint additional or other agents provided that the Issuer
and the Guarantor will at all times maintain (i) a Fiscal Agent, (i) a Registrar in relation to
Registered Notes, (iii) a Transfer Agent having a specified office in at least two major European
cities (including Luxembourg so long as the Notes are admitted to trading on the Regulated Market
of the Luxembourg Stock Exchange and listed on the official list of the Luxembourg Stock
Exchange and the rules of such exchange so require) in relation to Registered Notes, (iv) a
Calculation Agent where the Conditions so require one, (v) Paying Agents having a specified office
in at least two major European cities (including Luxembourg so long as the Notes are admitted to
trading on the Regulated Market of the Luxembourg Stock Exchange and listed on the official list of
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the Luxembourg Stock Exchange and the rules of such exchange so require), (vi) a Paying Agent

having

a specified office in a city in Continental Europe outside the European Union and (vii) such

other agents as may be required by any other stock exchange on which the Notes may be listed.

In addition, the Issuer shall forthwith appoint a Paying Agent in New York in respect of any Notes
denominated in U.S. Dollars in the circumstances described in Condition 7(c) above.

Notice

of any such change or any change of any specified office will promptly be given to the

Noteholders in accordance with Condition 14.

Unmatured Couponsand unexchangedTalons

(i)

(ii)

(i)

(iv)

v)

Talons

Upon the due date for redemption of those Notes, Bearer Notes which comprise Fixed Rate
Notes, should be surrendered for payment together with all unmatured Coupons (if any)
appertaining thereto, failing which an amount equal to the face value of each missing
unmatured Coupon (or, in the case of payment not being made in full, that proportion of the
amount of such missing unmatured Coupon which the sum of principal so paid bears to the
total principal due) will be deducted from the Final Redemption Amount, Early Redemption
Amount or Optional Redemption Amount then due for payment. Any amount so deducted
will be paid in the manner mentioned above against surrender of such missing Coupon
within a period of 10 years from the Relevant Date for the payment of such principal
(whether or not such Coupon has become void pursuant to Condition 9).

Upon the due date for redemption of any Bearer Note comprising a Floating Rate Note,
unmatured Coupons relating to such Note (whether or not attached) shall become void and
no payment shall be made in respect of them.

Upon the due date for redemption of any Bearer Note, any unexchanged Talon relating to
such Note (whether or not attached) shall become void and no Coupon shall be delivered in
respect of such Talon.

Where any Bearer Note which provides that the relative Coupons are to become void upon
the due date for redemption of those Notes is presented, where applicable, for redemption
without all unmatured coupons and any unexchanged Talon relating to it, and where any
Bearer Note is presented, where applicable, for redemption without any unexchanged Talon
relating to it, redemption shall be made only against the provision of such indemnity as the
Issuer may require.

If the due date for redemption of any Note is not a due date for payment of interest, interest
accrued from the preceding due date for payment of interest or the Interest Commencement
Date as the case may be, shall only be payable against presentation, where applicable (and
surrender if appropriate) of the relevant Bearer Note or Certificate representing it, as the
case may be. Interest accrued on a Note which only bears interest after its Maturity Date
shall be payable on redemption of such Note against presentation, where applicable, of the
relevant Note or Certificate representing it, as the case may be.

On or after the Interest Payment Date for the final Coupon forming part of a Coupon sheet issued in
respect of any Bearer Note, the Talon forming part of such Coupon sheet may be surrendered at the
specified office of the Fiscal Agent in exchange for a further Coupon sheet (and if necessary another
Talon for a further Coupon sheet) (but excluding any Coupons which may have become void
pursuant to Condition 9).

SPA2466477/45 150112-0004 51



(h) Non-BusinesdDays

If any date for payment in respect of any Note or Coupon is not a business day, the Holder shall not
be entitled to payment until the next following business day nor to any interest or other sum in
respect of such postponed payment. In this Condition B{sjness daymeans a day which is:

0] a day (other than a Saturday or a Sunday) on which banks and foreign exchange markets are
open for business: (A) in, as regards Bearer Notes, the relevant place of presentation (if
presentation is required) and (B) in such jurisdictions as shall be specifieithaial
Centresin the relevant Final Terms; and

(i) (A) (in the case of a payment in a currency other than Euro) where payment is to be made by
transfer to an account maintained with a bank in the specified currency, on which foreign
exchange transactions may be carried on in the specified currency in the principal financial
centre of the country of such currency; or (B) (in the case of a payment in Euro) where
payment is to be made by payment to an account, a day on which the TARGET2 System is

operating.
0] Redenomination,Renominalisationand Reconventioning
0] Notice of redenominationf the country of the Specified Currency becomes, or announces

its intention to become, a Participating Member State, the Issuer may, without the consent of
the Noteholders and Couponholders, on giving at least 30 days' prior notice to the
Noteholders and the Paying Agents, designate a dat®étienomination Date, being an
Interest Payment Date under the Notes falling on or after the date on which that country
becomes a Participating Member State.

(i) RedenominationNotwithstanding the other provisions of these Conditions, with effect from
the Redenomination Date:

@) the Notes shall be deemed to be redenominated into Euro in the specified
denomination of Euro 0.01 with a principal amount for each Note equal to the
principal amount of that Note in the Specified Currency, converted into Euro at the
rate for conversion of such currency into Euro established by the Council of the
European Union pursuant to the Treaty (including compliance with rules relating to
rounding in accordance with European Community regulatigmeyided, however,
that, if the Issuer determines, with the agreement of the Fiscal Agent that market
practice in respect of the redenomination into Euro 0.01 of internationally offered
securities is different from that specified above, such provisions shall be deemed to
be amended so as to comply with such market practice and the Issuer shall promptly
notify the Noteholders and Couponholders, each listing authority, stock exchange
and/or quotation system (if any) by which the Notes have then been admitted to
listing, trading and/or quotation and the Paying Agents of such deemed
amendments;

(b) if Notes have been issued in definitive form:

(A) all unmatured Coupons denominated in the Specified Currency (whether or
not attached to the Notes) will become void with effect from the date (the
Euro Exchange Dat@ on which the Issuer gives notice (tHeuro
Exchange Noticé to the Noteholders that replacement Notes and Coupons
denominated in Euro are available for exchange (provided that such Notes
and Coupons are available) and no payments will be made in respect
thereof;
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(B) the payment obligations contained in all Notes denominated in the Specified
Currency will become void on the Euro Exchange Date but all other
obligations of the Issuer thereunder (including the obligation to exchange
such Notes in accordance with this Condition 7) shall remain in full force
and effect;

(©) new Notes and Coupons denominated in Euro will be issued in exchange for Notes
and Coupons denominated in the Specified Currency in such manner as the Fiscal
Agent may specify and as shall be notified to the Noteholders in the Euro Exchange
Notice; and

(d) all payments in respect of the Notes (other than, unless the Redenomination Date is
on or after such date as the Specified Currency ceases to be a sub-division of the
Euro, payments of interest in respect of periods commencing before the
Redenomination Date) will be made solely by Euro cheque drawn on, or by credit or
transfer to a Euro account (or other account to which Euro may be credited or
transferred) maintained by the payee with a bank in a city in a country in which
banks have access to the TARGET2 System.

(i) Interest Following redenomination of the Notes pursuant to this Condition 7, where Notes
have been issued in definitive form, the amount of interest due in respect of the Notes will
be calculated by reference to the aggregate principal amount of the Notes held (or, as the
case may be, in respect of which Coupons are presented for payment) by the relevant holder.

(iv) Interpretation In this Condition:

Participating Member State means a member state of the European Union which adopts
the Euro as its lawful currency in accordance with the Treaty; and

Treaty means the Treaty establishing the European Community, as amended.
8. Taxation
€)) Additional Amounts

All payments of principal and interest in respect of the Notes and the Coupons by or on behalf of the
Issuer or (as the case may be) the Guarantor under the Deed of Guarantee will be made without
withholding or deduction for, or on account of, any present or future taxes, duties, assessments or
governmental charges of whatever nature imposed or levied by or on behalf of The Netherlands or
any authority therein or thereof having power to tax (in the case of the Issuer), or the Kingdom of
Spain or any authority therein or thereof having power to tax (in the case of the Guarantor) (each a
Taxing Authority ), unless the withholding or deduction of such taxes, duties, assessments or
governmental charges is required by law or required pursuant to an agreement described in Section
1471(b) of the Code. In that event, the Issuer or, as the case may be, the Guarantor will pay such
additional amounts as may be necessary in order that the net amounts received by the Noteholders
and the Coupon holders after such withholding or deduction shall equal the respective amounts of
principal and interest which would have been received in respect of the Notes or (as the case may be)
Coupons, in the absence of such withholding or deduction; except that no additional amounts shall
be payable with respect to any payment in respect of any Note or Coupon or (as the case may be)
under the Deed of Guarantee:

0] to, or to a third party on behalf of, a Holder of a Note or Coupon who is liable for taxes,
duties, assessments or governmental charges in respect of such Note or Coupon by reason of
his having some connection with the Kingdom of Spain other than the mere holding of the
Note or Coupon; or
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(i) presented for payment more than 30 days after the Relevant Date except to the extent that
the relevant Holder thereof would have been entitled to such additional amounts on
presenting the same for payment on the thirtieth such day; or

(i) in respect of any tax, assessment or other governmental charge that is imposed or withheld
by reason of the failure by the Holder or the beneficial owner of the Notes to comply with a
request of the Issuer, or the Guarantor addressed to the Holder or the beneficial owner of the
Notes (a) to provide information concerning the nationality, residence, identity or
connection with a Taxing Authority of the Holder or such beneficial owner or (b) to make
any declaration or other similar claim to satisfy any information or reporting requirement,
which in the case of (i) or (ii), is required or imposed by a statute, treaty, regulation or
administrative practice of the Taxing Authority as a precondition to exemption from all or
part of such tax assessment or other governmental charge, in each case, within any
applicable time limits as may from time to time be imposed by such statute, treaty,
regulation, or administrative practice;

(iv) presented for payment in the Kingdom of Spain;

(v) where such withholding or deduction is imposed on a payment to an individual resident of
Luxembourg pursuant to the Luxembourg Law dated 23 December 2005 introducing a
withholding tax in full discharge of income tax on certain interest income; or

(vi) where such withholding or deduction is required pursuant to an agreement described in
Section 1471(b) of the Code or otherwise imposed pursuant to Sections 1471 through 1474
of the Code (or any regulations or agreements thereunder or official interpretations thereof)
or an intergovernmental agreement between the United States and another jurisdiction
facilitating the implementation thereof (or any law implementing such an intergovernmental
agreement).

(b) Tax Credit Payment

If any additional amounts are paid by the Issuer or, as the case may be, the Guarantor under this
Condition for the benefit of any Holder and such Holder in its sole discretion, determines that it has
obtained (and has derived full use and benefit from) a credit against, a relief or remission for, or
repayment of, any tax, then, if and to the extent that such Holder in its sole opinion, determines that
() such credit, relief, remission or repayment is in respect of or calculated with reference to the
additional amounts paid pursuant to this Condition; and (i) its tax affairs for its tax year in respect of
which such credit, relief, remission or repayment was obtained have been finally settled, such Holder
shall, to the extent that it can do so without prejudice to the retention of the amount of such credit,
relief, remission or repayment, pay to the Issuer or, as the case may be, the Guarantor such amount
as such Holder shall in its sole opinion, determine to be the amount which will leave such Holder
(after such payment) in no worse after tax position than it would have been in had the additional
payment in question not been required to be made by the Issuer or, as the case may be, the
Guarantor.

(c) Tax Credit Clawback

If any Holder makes any payment to the Issuer or, as the case may be, the Guarantor pursuant to this
Condition and such Holder subsequently determines in its sole opinion, that the credit, relief,
remission or repayment in respect of which such payment was made was not available or has been
withdrawn or that it was unable to use such credit, relief, remission or repayment in full, the Issuer
or, as the case may be, the Guarantor shall reimburse such Holder such amount as such Holder
determines in its sole opinion, is necessary to place it in the same after tax position as it would have
been in if such credit, relief, remission or repayment had been obtained and fully used and retained
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by such Holder, such amount not exceeding in any case the amount paid by the Holder to the Issuer
or, as the case may be, the Guarantor.

(d) Tax Affairs

Nothing in Conditions 8(b) and (c) above shall interfere with the right of any Holder to arrange its
tax or any other affairs in whatever manner it thinks fit, oblige any Holder to claim any credit, relief,

remission or repayment in respect of any payment made under this Condition in priority to any
credit, relief, remission or repayment available to it nor oblige any Holder to disclose any

information relating to its tax or other affairs or any computations in respect thereof.

(e) Definitions

As used in these ConditionRelevant Datein respect of any Note or Coupon means the date on
which payment in respect thereof first becomes due or if any amount of the money payable is
improperly withheld (or refused) the date on which payment in full of the amount outstanding is
made or (if earlier) the date on which notice is duly given to the Noteholders in accordance with
Condition 14 that, upon further presentation of the Note (or relative Certificate) or Coupon being
made in accordance with the Conditions, such payment will be made, provided that payment is in
fact made upon such presentation. References in these Conditions to (i) “principal” shall be deemed
to include any premium payable in respect of the Notes, Final Redemption Amounts, Early
Redemption Amounts, Optional Redemption Amounts, Amortised Face Amounts and all other
amounts in the nature of principal payable pursuant to Condition 6 or any amendment or supplement
to it; (ii) “interest” shall be deemed to include all Interest Amounts and all other amounts payable
pursuant to Condition 5 or any amendment or supplement to it; and (iii) “principal” and/or “interest”
shall be deemed to include any additional amounts which may be payable under this Condition.

9. Prescription

Claims against the Issuer and, as the case may be, the Guarantor for payment in respect of the Notes
and Coupons (which, for this purpose shall not include Talons) shall be prescribed and become void
unless made within ten years (in the case of principal) or five years (in the case of interest) from the
appropriate Relevant Date in respect thereof.

10. Eventsof Default

If any of the following events (each &vent of Defaulf) occurs and is continuing, the Holder of a
Note of any Series may give written notice to the Fiscal Agent at its specified office that such Note
is immediately repayable, whereupon the Early Redemption Amount of such Note, together with
accrued interest to the date of payment, shall become immediately due and payable:

@) Non-Paymentdefault is made for more than 14 days (in the case of interest) or seven days
(in the case of principal) in the payment on the due date of interest or principal in respect of
any of the Notes; or

(b) Breach of Other Obligationghe Issuer or the Guarantor does not perform or comply with
any one or more of its other obligations under or in respect of the Notes, the Agency
Agreement or the Deed of Guarantee which default is incapable of remedy or is not
remedied within 30 days after notice of such default shall have been given to the Fiscal
Agent by any Noteholder; or

(© Cross-Default (i) subject as provided below, any Relevant Indebtedness incurred by the
Issuer or the Guarantor or any Relevant Subsidiary becomes (or becomes capable of being
declared) due and payable prior to its stated maturity otherwise than at the option of the
Issuer or the Guarantor, as the case may be, or, provided that no event of default on such
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Relevant Indebtedness, however described, has occurred, at the option of any person entitled
to such Relevant Indebtedness, or (i) any Relevant Indebtedness of the Issuer or of the
Guarantor or of any Relevant Subsidiary is not paid when due or, as the case may be, within
any applicable grace period, or (iii) the Issuer, the Guarantor or any Relevant Subsidiary

fails to pay when due any amount payable by it under any present or future guarantee for, or
indemnity in respect of any Relevant Indebtedness, provided that the aggregate amount of
the Relevant Indebtedness, guarantees and indemnities in respect of which one or more of
the events mentioned above in this Condition 10(c) have occurred equals or exceeds
€125,000,000 or its equivalent in other currencies.

Paragraph (c)(i) above shall not apply to Relevant Indebtedness which:

(A) (1) was incurred before 27 July 2007; and (2) becomes (or becomes capable of being
declared) due and payable prior to its stated maturity solely as a result of an event of
default occurring under Relevant Indebtedness of an entity which is not a Relevant
Subsidiary; or

(B) (1) is Relevant Indebtedness of a Relevant Subsidiary; and (2) becomes (or becomes
capable of being declared) due and payable prior to its stated maturity solely as a
result of an event of default triggered by the acquisition of that Relevant Subsidiary
by the Guarantor (or any of its Subsidiaries),

provided that none of these exceptions shall be applicable if such Relevant Indebtedness ()
has become (or is declared to become) due and payable, and (Il) is not paid in full when so
due and payable; or

(d) Enforcement Proceedingany distress, attachment, execution or other legal process which
is material in the context of the issue and offering of the Notes is levied, enforced or sued on
or against any part of the property, assets or revenues of the Issuer or the Guarantor or any
of the Guarantor's Subsidiaries and is not discharged or stayed within 90 days; or

(e) Security Enforcedany mortgage, charge, pledge, lien or other encumbrance, present or
future, created or assumed by the Issuer or the Guarantor or any of the Guarantor's
Subsidiaries which is material in the context of the issue and offering of the Notes becomes
enforceable and any step is taken to enforce it (including the taking of possession by or the
appointment of a receiver, administrative receiver, manager or other similar person); or

® Insolvency, etc(i) the Issuer or the Guarantor or any Relevant Subsidiary becomes, or is
adjudicated to be, insolvent (including bankruptfaifliet — or in moratorium of payments
— surséance van betalihgr is adjudicated to be unable to pay its debts as they fall due, (ii)
an administrator or liquidator of the Issuer or the Guarantor or any Relevant Subsidiary or
the whole or any part of the undertaking, assets and revenues of the Issuer or the Guarantor
or any Relevant Subsidiary is appointed (or application for any such appointment is made),
(iii) the Issuer or the Guarantor or any Relevant Subsidiary takes any action for a general
readjustment or deferment of its obligations or makes a general assignment or arrangement
or composition with or for the benefit of its creditors generally or declares a moratorium in
respect of its indebtedness or guarantees given by it, (iv) the entry of a decree, judgment or
order by a court having jurisdiction adjudging the Issuer to be in a situation requiring
emergency measures (noodregelimythe interest of all creditors as referred to in Chapter
3.5.50f the Dutch Financial Supervision AdVet op het financieel toeziclt) (v) any other
proceeding is commenced which requires the application of priorities provided by any
applicable Spanish laws; or

(9) Winding-up an order is made or an effective resolution passed for the winding-up or
dissolution ¢ntbinding en vereffeningor administration of the Issuer or the Guarantor or
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any Relevant Subsidiary, or the Issuer or the Guarantor or any Relevant Subsidiary shall
cease or through an official action of its board of directors threaten to cease to carry on all or
a substantial part of its business or operations, except for the purpose of and followed by a
reconstruction, amalgamation, reorganisation, merger or consolidation (i) on terms approved
by an Extraordinary Resolution of the Noteholders or (i) in the case of a Relevant
Subsidiary, whereby the undertaking or assets of the Relevant Subsidiary are transferred to
or otherwise vested in (A) the Issuer or the Guarantor or another Relevant Subsidiary or (B)
any other person provided, in this case, that the undertaking or assets are transferred to that
person for full consideration on an arm's length basis and the proceeds of the consideration
are applied as soon as practicable by the Relevant Subsidiary in its business or operations or
the business or operations of the Issuer or the Guarantor or another Relevant Subsidiary or
(iii) in the case of the Issuer, whereby the undertakings or assets of the Issuer are transferred
to or otherwise vested in the Guarantor; or (iv) to comply with any mandatory requirements
set forth by any regulation, directives or rules issued by the Spanish government or the
relevant administrative authority in connection with the reorganisation of the Spanish
electricity sector; or

(h) Authorisation and Consent@any action, condition or thing (including the obtaining or
effecting of any necessary consent, approval, authorisation, exemption, filing, licence, order,
recording or registration) at any time required to be taken, fulfilled or done in order (i) to
enable the Issuer and the Guarantor lawfully to enter into, exercise their respective rights
and perform and comply with their respective obligations under the Notes and the Deed of
Guarantee, (ii) to ensure that those obligations are legally binding and enforceable and (iii)
to make the Notes and the Deed of Guarantee admissible in evidence in the courts of The
Netherlands or the Kingdom of Spain is not taken, fulfilled or done; or

0] Illegality: it is or will become unlawful for the Issuer or the Guarantor to perform or comply
with any one or more of its obligations under any of the Notes or the Deed of Guarantee; or

)] Analogous Eventsany event occurs which under the laws of any relevant jurisdiction has an
analogous effect to any of the events referred to in any of the foregoing paragraphs
including, but not limited togoncurso;or

(K) Guarantee the Guarantee is not (or is claimed by the Guarantor not to be) in full force and
effect; or

)] Nationalisation any step is taken by any person with a view to the seizure, compulsory
acquisition, expropriation or nationalisation of all or a material part of the Guarantor or any
of its Relevant Subsidiaries.

In this Condition, “Relevant Indebtedness”, “Relevant Subsidiary” and “Subsidiary” shall have the
respective meanings given to them in Condition 4(b).

11. Meetings of Noteholdersand Modifications
€)) Meetings of Noteholders

The Agency Agreement contains provisions for convening meetings of Noteholders to consider any
matter affecting their interest, including modification by Extraordinary Resolution of the Notes
(including these Conditions insofar as the same may apply to such Notes). An Extraordinary
Resolution duly passed at any such meeting shall be binding on all the Noteholders, whether present
or not and on all relevant Couponholders, except that any Extraordinary Resolution pragesed,

alia, (i) to amend the dates of maturity or redemption of the Notes or any date for payment of
interest thereon, (ii) to reduce or cancel any premium payable on redemption of the Notes, (iii) to
reduce the rate or rates of interest in respect of the Notes or to vary the method or basis of
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calculating the rate or rates or amount of interest or the basis for calculating the Interest Amount in
respect thereof, (iv) if a Minimum and/or a Maximum Interest Rate or Redemption Amount is shown
hereon, to reduce any such Minimum and/or Maximum, (v) to change any method of calculating the
Final Redemption Amount, the Early Redemption Amount or the Optional Redemption Amount,
including the method for calculating the Amortised Face Amount, (vi) to change the currency or
currencies of payment or specified denomination of the Notes, or (vii) to modify the provisions
concerning the quorum required at any meeting of Noteholders or the majority required to pass the
Extraordinary Resolution, will only be binding if passed at a meeting of the Noteholders (or at any
adjournment thereof) at which a special quorum (provided for in the Agency Agreement) is present.

These Conditions may be amended, modified, or varied in relation to any Series of Notes by the
terms of the relevant Final Terms in relation to such Series.

(b) Modification of Agency Agreement

The Issuer and the Guarantor shall only permit any modification of, or any waiver or authorisation of
any breach or proposed breach of or any failure to comply with, the Agency Agreement, if to do so
could not, in the opinion of the Issuer or the Guarantor (as the case may be), reasonably be expected
to be prejudicial to the interests of the Noteholders.

12. Replacementof Notes, Certificates, Couponsand Talons

If a Note, Certificate, Coupon or Talon is lost, stolen, mutilated, defaced or destroyed, it may be
replaced, subject to applicable laws and stock exchange regulations, at the specified office of the
Fiscal Agent (in the case of the Bearer Notes, Coupons or Talons) and the Registrar (in the case of
Certificates) or such other Paying Agent or Transfer Agent, as the case may be, as may from time to
time be designated by the Issuer for such purpose, and notice of whose designation is given to
Noteholders in accordance with Condition 14, in each case on payment by the claimant of the fees
and costs incurred in connection therewith and on such terms as to evidence, security and indemnity
(which may provide,inter alia, that if the allegedly lost, stolen or destroyed Note, Certificate,
Coupon or Talon is subsequently presented for payment or, as the case may be, for exchange for
further Coupons, there will be paid to the Issuer on demand the amount payable by the Issuer in
respect of such Notes, Certificates, Coupons or further Coupons) and otherwise as the Issuer may
require. Mutilated or defaced Notes, Certificates, Coupons or Talons must be surrendered before
replacements will be issued.

13. Further Issues

The Issuer may from time to time without the consent of the Noteholders or Coupon holders create
and issue further notes having the same terms and conditions as the Notes and so that the same shall
be consolidated and form a single series with such Notes, and references in these Conditions to
“Notes” shall be construed accordingly.

14. Notices

Notices to the Holders of Registered Notes will be mailed to them at their respective addresses in the
Register and deemed to have been given on the fourth weekday (being a day other than a Saturday or
a Sunday) after the date of mailing. With respect to Registered Notes admitted to trading on the
Regulated Market of the Luxembourg Stock Exchange and listed on the official list of the
Luxembourg Stock Exchange (so long as such Notes are admitted to trading on the Regulated
Market of the Luxembourg Stock Exchange and listed on the official list of the Luxembourg Stock
Exchange and the rules of that exchange so require), any notices must also be published either on the
website of the Luxembourg Stock Exchangew{v.bourse.l} or in a leading daily newspaper

having general circulation in Luxembourg (which is expected to beukemburger Wort).
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Notices to the Holders of Bearer Notes will be valid if published in a daily newspaper of general
circulation in London (which is expected to be #irancial Times). With respect to Bearer Notes
admitted to trading on the Regulated Market of the Luxembourg Stock Exchange and listed on the
official list of the Luxembourg Stock Exchange, any notice must be also published either on the
website of the Luxembourg Stock Exchangew{v.bourse.l} or in a leading daily newspaper
having general circulation in Luxembourg (which is expected to beukemburger Wort).If any

such publication is not practicable, notice will be validly given if published in another leading
English language newspaper of general circulation in Europe. Any such notice shall be deemed to
have been given on the date of such publication or, if published more than once or on different dates,
on the date of the first publication as provided above.

Coupon holders shall be deemed for all purposes to have notice of the contents of any notice to the
Holders of Bearer Notes in accordance with this Condition.

Until such time as any definitive Notes are issued and so long as any Global Note is held in its
entirety on behalf of Euroclear and/or Clearstream, Luxembourg, there may be substituted for such
publication as aforesaid the delivery of the relevant notice to Euroclear and/or Clearstream,
Luxembourg for communication by them to the Noteholders. Any such notice shall be deemed to
have been given to the Noteholders on the seventh day after the day on which the said notice was
given to Euroclear and/or Clearstream, Luxembourg, as appropriate.

Notices to be given by any Noteholder shall be in writing and given by lodging the same, together
with the relative Note or Notes, with a Paying Agent. Whilst any of the Notes are represented by a
Global Note, such notice may be given by any Noteholder to such Paying Agent via Euroclear
and/or Clearstream, Luxembourg, as the case may be, in such manner as such Paying Agent and
Euroclear and/or Clearstream, Luxembourg, as the case may be, may approve for this purpose.

15. Substitution of the Issuer

@) The Issuer and the Guarantormay at any time, without the consentof the Noteholdersor the
Couponholderssubstitutefor the Issuer(x) the Guarantoror (y) any companywhich is wholly-
ownedby the Guarantorn(the Substitute) uponnoticeby the Issuer,the Guarantorandthe Substitute
to be given in accordancewith Condition 14 and, in the caseof Notesadmittedto trading on the
RegulatedMarket of the Luxembourg Stock Exchangeand listed on the official list of the
LuxembourgStockExchangeto suchexchangeprovidedthat:

0] no Eventof Defaulthasoccurredn respecof theNotes;

(i) no paymentin respectof the Notesor the Couponsor the Deedof Guarantegasthe case
maybe)is attherelevanttime overdue;

(i) the Substitute shall, by means of a deed poll in the form scheduled to the Agency Agreement
as Schedule 8 (thBeed Pol), agree to indemnify each Noteholder and Couponholder
against any tax, duty, assessment or governmental charge which is imposed on it by (or by
any authority in or of) the jurisdiction of the country of the Substitute residence for tax
purposes and, if different, of its incorporation with respect to any Note, Coupon, Talon or
the Deed of Covenant and which would not have been so imposed had the substitution not
been made, as well as against any tax, duty, assessment or governmental charge, and any
cost or expense, relating to the substitution;

(iv) where the Substitute is not the Guarantor, the obligations of the Substitute under the Deed

Poll, the Notes, Coupons, Talons and Deed of Covenant shall be unconditionally and
irrevocably guaranteed by the Guarantor by means of the Deed Poll;
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(d)

(e)

16.

(v) all action, conditions and things required to be taken, fulfiled and done (including the
obtaining of any necessary consents) to ensure that the Deed Poll, the Notes, Coupons,
Talons and Deed of Covenant represent valid, legally binding and enforceable obligations of
the Substitute and in the case of the Deed Poll of the Guarantor have been taken, fulfilled
and done and are in full force and effect;

(vi) the Substitute shall have become party to the Agency Agreement with any appropriate
consequential amendments, as if it had been an original party to it;

(vii)  legal opinions shall have been delivered to the Fiscal Agent from lawyers of recognised
standing in each jurisdiction referred to in (iii) above, in Spain and in England as to the
fulfilment of the requirements of this Condition 15 and the other matters specified in the
Deed Poll and that the Notes, Coupons and Talons are legal, valid and binding obligations of
the Substitute;

(viii)  each stock exchange on which the Notes are listed shall have confirmed that, following the
proposed substitution of the Substitute, the Notes will continue to be listed on such stock
exchange;

(ix) Standard & Poor's and/or Moody's and/or Fitch, as the case may be, shall have confirmed
that following the proposed substitution of the Substitute, the credit rating of the Notes will
not be adversely affected, save where the Substitute is the Guarantor;

) if applicable, the Substitute has appointed a process agent as its agent in England to receive
service of process on its behalf in relation to any legal proceedings in the courts of England
arising out of or in connection with the Notes; and

(xi) in the case of Notes admitted to trading on the Regulated Market of the Luxembourg Stock
Exchange and listed on the official list of the Luxembourg Stock Exchange, a prospectus
supplement is filed with such exchange.

Upon the execution of the Deed Poll and the delivery of the legal opinions, the Substitute shall
succeed to, and be substituted for, and may exercise every right and power, of the Issuer under the
Notes and the Agency Agreement with the same effect as if the Substitute had been named as the
Issuer herein, and the Issuer shall be released from its obligations under the Notes and under the
Agency Agreement, and where the Substitute is the Guarantor, the Guarantor shall be released from
its obligations under the Guarantee.

After a substitution pursuant to Condition 15@#)e Substitute may, without the consent of any
Noteholder, effect a further substitution. All of the provisions specified in Conditions 15(a) and
15(b) shall applynutatis mutandisand references in these Conditions to the Issuer shall, where the
context so requires, be deemed to be or include references to any such further Substitute.

After a substitution pursuant to Conditions 15(a) or 15(c) any Substitute may, without the consent of
any Noteholder, reverse the substitutiomtatis mutandis.

The Deed Poll and all documents relating to the substitution shall be delivered to, and kept by, the
Fiscal Agent. Copies of such documents will be available free of charge at the specified office of
each of the Paying Agents.

Currency Indemnity
Any amount received or recovered in a currency other than the currency in which payment under the

relevant Note or Coupon is due (whether as a result of, or of the enforcement of, a judgment or order
of a court or any jurisdiction in connection with, the winding-up or dissolution of the Issuer or the
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(@)

(b)

()

(d)

(€)

Guarantor or otherwise) by any Noteholder or Couponholder in respect of any sum expressed to be
due to it from the Issuer or the Guarantor shall only constitute a discharge to the Issuer or the
Guarantor, as the case may be, to the extent of the amount in the currency of payment under the
relevant Note or Coupon which the recipient is able to purchase with the amount so received or
recovered in that other currency on the date of that receipt or recovery (or, if it is not practicable to
make that purchase on that date, on the first date on which it is practicable to do so). If the amount
received or recovered is less than the amount expressed to be due to the recipient under any Note or
Coupon, the Issuer, failing whom the Guarantor, shall indemnify the Noteholder or Couponholder,
as the case may be, against any loss sustained by it as a result. In any event, the Issuer, failing whom
the Guarantor, shall indemnify the recipient against the cost of making any such purchase. For the
purposes of this Condition, it will be sufficient for the Noteholder or Couponholder, as the case may
be, to demonstrate that it would have suffered a loss had an actual purchase been made. These
indemnities constitute a separate and independent obligation from the Issuer's and the Guarantor's
other obligations, shall give rise to a separate and independent cause of action, shall apply
irrespective of any indulgence granted by any Noteholder or Couponholder and shall continue in full
force and effect despite any other judgment, order, claim or proof for a liqguidated amount in respect
of any sum due under any Note or Coupon or any other judgment or order.

Governing Law and Jurisdiction
Governing Law

The Notes, the Coupons and the Talons and all matters arising from or connected therewith,
including any non-contractual obligations arising from or connected therewith, are governed by and

shall be construed in accordance with, English law. The status of the Guarantee as described in
Condition 3(b)(ii) is governed by, and shall be construed in accordance with, Spanish law and

Condition 3(a) is governed by, and shall be construed in accordance with, Dutch law.

English courts

The courts of England have exclusive jurisdiction to settle any dispudesjjaite) arising from or
connected with any Notes, Coupons or Talons.

Appropriate forum

The Issuer agrees that the courts of England are the most appropriate and convenient courts to settle
any Dispute and, accordingly, that it will not argue to the contrary.

Rights of the Noteholdersto take proceedingsoutside England

Condition 17(b) (English courts) is for the benefit of the Noteholders only. As a result, nothing in
this Condition 17 prevents any Noteholder from taking proceedings relating to a Dispute
(Proceeding3 in any other courts with jurisdiction. To the extent allowed by law, Noteholders may

take concurrent Proceedings in any number of jurisdictions.

ProcessAgent

The Issuer agrees that the documents which start any Proceedings and any other documents required
to be served in relation to those Proceedings may be served on it by being delivered to SPW
Investments Limited, 4th Floor, 1 Tudor Street, London, EC4Y OAH, United Kingdom or, if
different, its registered office for the time being or at any address of the Issuer in England at which
process may be served on it in accordance with Part 34 of the Companies Act 2006. If such person
is not or ceases to be effectively appointed to accept service of process on behalf of the Issuer, the
Issuer shall, on the written demand of any Noteholder addressed and delivered to the Issuer or to the
specified office of the Fiscal Agent appoint a further person in England to accept service of process
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on its behalf and, failing such appointment within 15 days, any Noteholder shall be entitled to
appoint such a person by written notice addressed to the Issuer and delivered to the Issuer or to the
specified office of the Fiscal Agent. Nothing in this paragraph shall affect the right of any
Noteholder to serve process in any other manner permitted by law. This Condition applies to
Proceedings in England and not to Proceedings elsewhere.

18. Rights of Third Parties

No person shall have any right to enforce any term or condition of any Note under the Contracts
(Rights of Third Parties) Act 1999.
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TERMS AND CONDITIONS OF THE NOTESISSUEDBY IBERDROLA FINANZAS, S.A.U.

The following is the text of the terms and conditions which, subject to completion in accordance with the
provisions of the relevant Final Terms, will be applicable to the Notes in definitive form (if any) issued in
exchange for the Global Note(s) representing each Series and, subject further to simplification by deletion of
non-applicable provisions, will be endorsed on such Bearer Notes or on the Certificates relating to such
Registered Notes, details of the relevant Series being shown on the relevant Notes or Certificates and in the
relevant Final Terms. References in the Conditions to “Notes” are to Notes issued by Iberdrola Finanzas,
S.A.U.and are to the Notes of one Series only, not to all Notes which may be issued under the Programme.

Sentences in italics shall not form part of these terms and conditions in respect of Definitive Notes.

The euro medium term notes (tNeteg are issued pursuant to an amended and restated agency agreement
(as amended or supplemented from time to time,Agency Agreemen} dated 22 June 2016 between
Iberdrola Finanzas, S.A.U. (tHssuer), Iberdrola International B.V., Iberdrola, S.A. (tBaiarantor), The

Bank of New York Mellon, London Branch as fiscal agent (#scal Agend, paying agent and transfer

agent, The Bank of New York Mellon (Luxembourg) S.A. as paying agent (together with the Fiscal Agent
and any additional or other paying agents in respect of the Notes from time to time appoinRayinge

Agents, and each ®&aying Agen), as transfer agent (together with the transfer agent referred to above and
any additional or other transfer agents in respect of the Notes from time to time appoinfe@ntfer

Agent) and as registrar (tHeegistrar) and with the benefit of a deed of covenant Ereed of Covenany

dated 22 June 2016 executed by the Issuer and lberdrola International B.V. in relation to the Notes. The
Guarantor has, for the benefit of the Noteholders from time to time, executed and delivered a deed of
guarantee dated 22 June 2016 @reed of Guarante¢ under which it has guaranteed the due and punctual
payment of all amounts due by the Issuer and Iberdrola International B.V. under the Notes and the Deed of
Covenant as and when the same shall become due and payable. The initial Calculation Agent(s) (if any) is
specified on the Notes. The Noteholders (as defined below), the Holders of the interest coupons (the
Coupong appertaining to interest bearing Notes in bearer form and, where applicable in the case of such
Notes, talons for further Coupons (thalons) (the Couponholderg are deemed to have notice of all of the
provisions of the Agency Agreement applicable to them. As used in these terms and conditions (the
Conditions), Tranche means Notes which are identical in all respects. Copies of the Agency Agreement,
the Deed of Covenant and the Deed of Guarantee are available for inspection at the specified offices of each
of the Paying Agents, the Registrar and the Transfer Agents. If the Notes are to be admitted to trading on the
regulated market of the Luxembourg Stock Exchange, the applicable Final Terms will be published on the
website of the Luxembourg Stock Exchangaaitw.bourse.lu If so required by Spanish law, the Issuer will
execute a public deeddcritura publica (the Public Deed before a Spanish public notary in relation to the
Notes and will register the Public Deed with the Commercial Registry of Biscay. The Public Deed will
contain, among other information, the terms and conditions of the Notes.

1. Form, SpecifiedDenominationand Title

The Notes are issued in bearer forBe&rer Notes which expression includes Notes which are
specified to be Exchangeable Bearer Notes), in registered Registered Note}or in bearer form
exchangeable for Registered Not&xghangeable Bearer Notgsin each case in the Specified
Denomination(s) and in the Specified Currency shown in the relevant Final Terms provided that in
the case of any Notes which are to be admitted to trading on a regulated market within the European
Economic Area or offered to the public in a Member State of the European Economic Area in
circumstances which require the publication of a Prospectus under the Prospectus Directive, the
minimum Specified Denomination shall be €100,000 (or its equivalent in any other currency as at
the date of issue of the relevant Notes).

All Registered Notes shall have the same Specified Denomination. Where Exchangeable Bearer

Notes are issued, the Registered Notes for which they are exchangeable shall have the same
Specified Denomination as the lowest specified denomination of the Exchangeable Bearer Notes
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(b)
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Bearer Notes are issued with Coupons (and, where appropriate, a Talon or Talons) attached, save in
the case of Notes which do not bear interest, in which case references to interest (other than in
relation to interest due after the Maturity Date), Coupon and Talons in these Conditions are not
applicable. Registered Notes are represented by registered certifiGadsfic@tes), each
Certificate representing a holding of one or more Registered Notes by the same Holder.

Title to the Bearer Notes and Coupons and Talons shall pass by delivery. Title to the Registered
Notes shall pass by registration in the register which the Issuer shall procure to be kept by the
Registrar in accordance with the provisions of the Agency AgreemenRébsten. Except as

ordered by a court of competent jurisdiction or as required by law, the Holder of any Note, Coupon
or Talon shall be deemed to be and may be treated as the absolute owner of such Note, Coupon or
Talon, as the case may be, for the purpose of receiving payment thereof or on account thereof and
for all other purposes, whether or not such Note, Coupon or Talon shall be overdue and
notwithstanding any notice of ownership, theft or loss thereof or any writing thereon made by
anyone.

In these Conditiond\oteholder means the bearer of any Bearer Note or the person in whose name a
Registered Note is registered (as the case mayHodder (in relation to a Note, Coupon or Talon)
means the bearer of any Bearer Note, Coupon or Talon or the person in whose name a Registered
Note is registered (as the case may be) and capitalised terms have the meanings given to them
herein, the absence of any such meaning indicating that such term is not applicable to the Notes.

All capitalised terms which are not defined in these Conditions will have the meanings given to them
in Part A of the relevant Final Terms. Those definitions will be endorsed on the Definitive Notes.

Exchangesof ExchangeableBearer Notesand Transfers of RegisteredNotes
Exchangeof ExchangeableBearer Notes

Subject as provided in Condition 2(§xchangeable Bearer Notes may be exchanged for the same
aggregate principal amount of Registered Notes at the request in writing of the relevant Noteholder
and upon surrender of each Exchangeable Bearer Note to be exchanged, together with all unmatured
Coupons and Talons relating to it, at the specified office of the Registrar or any Transfer Agent;
provided, however, that where an Exchangeable Bearer Note is surrendered for exchange after the
Record Date (as defined in Condition 7(b)) for any payment of interest, the Coupon in respect of that
payment of interest need not be surrendered with it. Registered Notes may not be exchanged for
Bearer Notes. Bearer Notes of one Specified Denomination may not be exchanged for Bearer Notes
of another Specified Denomination. Bearer Notes which are not Exchangeable Bearer Notes may
not be exchanged for Registered Notes.

Transfer of RegisteredNotes

One or more Registered Notes may be transferred upon the surrender of the Certificate representing
such Registered Notes to be transferred together with the form of transfer endorsed on such
Certificate duly completed and executed, at the specified office of the Registrar or any Transfer
Agent. In the case of a transfer of part only of a holding of Registered Notes represented by one
Certificate, a new Certificate in respect of the balance not transferred will be issued to the transferor.
In the case of a transfer of Registered Notes to a person who is already a Holder of Registered Notes,
a new Certificate representing the enlarged holding shall only be issued against surrender to the
Transfer Agent of the Certificate representing the existing holding.

Exerciseof Options or Partial Redemptionin Respectof RegisteredNotes

In the case of an exercise of an option by the Issuer or a Noteholder in respect of, or a partial
redemption of, a holding of Registered Notes represented by a single Certificate, a new Certificate
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shall be issued to the Holder to reflect the exercise of such option or in respect of the balance of the
holding not redeemed. In the case of a partial exercise of an option resulting in Registered Notes of
the same holding having different terms, separate Certificates shall be issued in respect of those
Notes of that holding that have the same terms. New Certificates shall only be issued against
surrender of the existing Certificates to the Registrar or any Transfer Agent. In the case of a transfer
of Registered Notes to a person who is already a Holder of Registered Notes, a new Certificate
representing the enlarged holding shall only be issued against surrender to the Transfer Agent of the
Certificate representing the existing holding.

(d) Delivery of new Certificates

Each new Certificate to be issued pursuant to Conditions 2(a), 2(b) or 2(c) will, within three business
days (being a day, other than a Saturday or Sunday, on which banks are open for business in the
place of the specified office of the Transfer Agent or the Registrar to whom such request for
exchange or form of transfer shall have been delivered) of receipt of such request for exchange or
form of transfer, be available for delivery at the specified office of the Transfer Agent or of the
Registrar (as the case may be) to whom such delivery shall have been made or, at the option of the
Holder making such delivery as aforesaid and as specified in the relevant request for exchange or
form of transfer, be mailed at the risk of the Holder entitled to the new Certificate to such address as
may be specified in such request for exchange or form of transfer.

(e) Exchangefree of charge

Exchange and transfer of Notes and Certificates on registration, transfer, partial redemption or
exercise of an option will be effected without charge by or on behalf of the Issuer, the Registrar or
the Transfer Agents, but upon payment (or the giving of such indemnity as the Registrar or the
relevant Transfer Agent may require in respect thereof) of any tax or other governmental charges
which may be imposed in relation to it.

()] Closedperiods

No Noteholder may require the transfer of a Registered Note to be registered or an Exchangeable
Bearer Note to be exchanged for a Registered Note (i) during the period of 15 days ending on the
due date for redemption of that Note, (ii) during the period of 15 days prior to any date on which
Notes may be redeemed by the Issuer at its option pursuant to Conditicor &ii@) after any such

Note has been drawn for redemption in whole or in part. An Exchangeable Bearer Note called for
redemption may, however, be exchanged for a Registered Note in respect of which the Certificate is
simultaneously surrendered not later than the relevant Record Date.

(9) Restricted Securities

For so long as any Registered Note is outstanding andrisstritted security (as defined in Rule
144(a)(3) under the United States Securities Act of 1933 (as amende@efthaties Ach and

during any period in relation thereto during which it is neither subject to Sections 13 or 15(d) of the
United States Exchange Act of 1934 (as amended)Hxcbange Ac) nor exempt from reporting
pursuant to Rule 12g3-2(b) of the Exchange Act, the Issuer and the Guarantor will make available on
request to each Holder of such Note in connection with any resale thereof and to any prospective
purchaser of such Note from such Holder, in each case upon request, the information specified in
and meeting the requirements of Rule 144A(d)(4) under the Securities Act.
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Status and Guarantee
Status of Notes

The Notes constitute direct, unconditional, unsubordinated and (without prejudice to the provisions
of Condition 4) unsecured obligations of the Issuer and (subject to any applicable statutory
exceptions and unless they qualify by law as subordinated credits under Article 92 of the Law
22/2003 ey Concursgldated 9 July 2003 (th&panish Insolvency Law) rank (i) pari passuand

rateably without any preference among themselves and (i) at peaistpassuwith all other
unsecured and unsubordinated indebtedness and monetary obligations of the Issuer, present and
future.

In the event of insolvency (concurso) of the Issuer, under the Spanish Insolvency Law claims relating
to the Notes (which are not subordinated pursuant to Article 92 of the Spanish Insolvency Law) will
be ordinary credits (créditos ordinarios) as defined in the Spanish Insolvency Law. Ordinary credits
rank below credits against the insolvency state (créditos contra la masa) and credits with a general
or special privilege (créditos con privilegio general o especial). Ordinary credits rank above
subordinated credits and the rights of shareholders. Interest on the Notes accrued but unpaid as at
the commencement of any insolvency proceeding (concurso) relating to the Issuer under Spanish law
shall thereupon constitute subordinated obligations of the Issuer ranking below its unsecured and
unsubordinated obligations. Under Spanish law, accrual of interest on the Notes shall be suspended
as from the date of any declaration of insolvency (concurso) of the Issuer.

Guarantee

0] The Guarantor has unconditionally and irrevocably guaranteed the due payment of all sums
expressed to be payable by the Issuer under the Notes and Coupons on an unsubordinated
basis.

(i) The obligations of the Guarantor in respect of Notes constitute direct, unconditional,

unsubordinated and (without prejudice to Condition 4) unsecured obligations of the
Guarantor and (subject to any applicable statutory exceptions and unless they qualify by law
as subordinated credits under Article 92 of the Spanish Insolvency Law)paankassu

with all other unsubordinated and unsecured indebtedness and monetary obligations
involving or otherwise related to borrowed money of the Guarantor, present and future. Its
obligations in that respect (tl&uarantee) are contained in the Deed of Guarantee.

NegativePledge
Solong asany of theNotesor Coupongemainoutstandingasdefinedin the AgencyAgreement):

0] neither the Issuer nor the Guarantor will create or permit to subsist any mortgage, charge,
pledge, lien or other form of encumbrance or security inter@sturity) (other than
Permitted Security) upon the whole or any part of its undertaking, assets or revenues present
or future to secure any Relevant Indebtedness, or any guarantee of or, indemnity in respect
of, any Relevant Indebtedness;

(i) each of the Issuer and the Guarantor will procure that no other person creates or permits to
subsist any Security (other than Permitted Security) upon the whole or any part of the
undertaking, assets or revenues present or future of that other person to secure (A) any of the
Issuer's Relevant Indebtedness or the Guarantor's Relevant Indebtedness, or any guarantee of
or indemnity in respect of any of the Issuer's Relevant Indebtedness or the Guarantor's
Relevant Indebtedness or (B) where the person in question is a Subsidiary of the Guarantor,
any of the Relevant Indebtedness of any person other than (1) that Subsidiary of the
Guarantor or (2) if that Subsidiary is not a Relevant Subsidiary, any other Subsidiary of the
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Guarantor (which is not the Issuer or a Relevant Subsidiary), or in each case any guarantee
of, or indemnity in respect, of any such Relevant Indebtedness; and

(i) each of the Issuer and the Guarantor will procure that no person other than the Guarantor
gives any guarantee of, or indemnity in respect of, any of its Relevant Indebtedness,

unless, at the same time or prior thereto, the Issuer's obligations under the Notes and Coupons or, as
the case may be, the Guarantor's obligations under the Guarantee (aa) are secured equally and
rateably therewith or benefit from a guarantee or indemnity in substantially identical terms thereto,
as the case may be, or (bb) have the benefit of such other security, guarantee, indemnity or other
arrangement as shall be approved by an Extraordinary Resolution (as defined in the Agency
Agreement) of the Noteholders.

For the purpose®f theseConditions

Permitted Security means any Security created in respect of any Relevant Indebtedness of a
company which has merged with the Guarantor or one of its Subsidiaries or which has been acquired
by the Guarantor or one of its Subsidiaries, provided that such security was already in existence at
the time of the merger or the acquisition, was not created for the purpose of financing the merger or
the acquisition and is not increased in amount and not extended following the merger or the
acquisition;

person means any individual, company, corporation, firm, partnership, joint venture, association,
organisation, state or agency of a state or other entity, whether or not having a separate legal
personality;

Relevant Indebtednessmeans any present or future indebtedness for borrowed money of the
Guarantor, the Issuer or any other person or entity in the form of, or represented by, bonds, notes,
debentures, loan stock or other securities which are or are capable of being quoted, listed or
ordinarily dealt in on any stock exchange, over the counter market or other securities market (for
which purpose any such bonds, notes, debentures, loan stock or other securities shall be deemed not
to be capable of being so quoted, listed or ordinarily dealt in if the terms of the issue thereof
expressly so provide);

Relevant Subsidiarymeans a Subsidiary of the Guarantor which is incorporated in a country whose
sovereign debt is rated A or more by Standard & Poor's (or any equivalent rating) and whose total
assets or revenues or EBITDA (consolidated if it has Subsidiaries) represent 7 per cent. or more of
the consolidated total assets, revenues or EBITDA of the Guarantor and its Subsidiaries for the time
being, EBITDA for these purposes being the aggregate of (a) “profits from operations” (after adding
back “depreciation and amortisation charge, allowances and provisions”) and (b) “results of
companies accounted for using the equity method”; and

Subsidiary means, at any particular time, any company which is then directly or indirectly
controlled, or more than 50 per cent. of whose issued equity share capital (or equivalent) is then
beneficially owned, by the first person and/or one or more of its subsidiaries. For a company to be
“controlled” by another means that the other (whether directly or indirectly and whether by the
ownership of share capital, the possession of voting power, contract or otherwise) has the power to
appoint and/or remove all or the majority of the members of the board of directors or other
governing body of that company or otherwise controls or has the power to control the affairs and
policies of that company.
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5. Interest and Other Calculations
€)) Interest on Fixed Rate Notes

Each Fixed Rate Note bears interest on its outstanding nominal amount from and including the
Interest Commencement Date at the rate per annum (expressed as a percentage) equal to the Rate of
Interest, such interest being payable in arrear on each Interest Payment Date.

If a Fixed Coupon Amount or a Broken Amount is specified hereon, the amount of interest payable
on each Interest Payment Date will amount to the Fixed Coupon Amount or, if applicable, the
Broken Amount so specified and, in the case of the Broken Amount, will be payable on the
particular Interest Payment Date(s).

(b) Interest on Floating Rate Notes
() Interest Payment Dates

Each Floating Rate Note bears interest on its outstanding hominal amount from the Interest
Commencement Date at the rate per annum (expressed as a percentage) equal to the Rate of
Interest, such interest being payable in arrear on each Interest Payment Date. Such Interest
Payment Date(s) is/are either shown in the relevant Final Terms as Specified Interest
Payment Dates or, if no Specified Interest Payment Date(s) is/are shown thereon, Interest
Payment Date shall mean each date which falls the number of months or other period
specified as the Interest Period in the relevant Final Terms after the preceding Interest
Payment Date or, in the case of the first Interest Payment Date, after the Interest
Commencement Date.

(i) Business Day Convention

If any date referred to in these Conditions which is specified to be subject to adjustment in
accordance with a Business Day Convention would otherwise fall on a day which is not a
Relevant Business Day, then, if the Business Day Convention specified is (i) the Floating
Rate Convention, such date shall be postponed to the next day which is a Relevant Business
Day unless it would thereby fall into the next calendar month, in which event (A) such date
shall be brought forward to the immediately preceding Relevant Business Day and (B) each
subsequent such date shall be the last Relevant Business Day of the month in which such
date would have fallen had it not been subject to adjustment, (ii) the Following Business
Day Convention, such date shall be postponed to the next day which is a Relevant Business
Day, (iii) the Modified Following Business Day Convention, such date shall be postponed to
the next day which is a Relevant Business Day unless it would thereby fall into the next
calendar month, in which event such date shall be brought forward to the immediately
preceding Relevant Business Day or (iv) the Preceding Business Day Convention, such date
shall be brought forward to the immediately preceding Relevant Business Day.

(iir) Rate of Interest for Floating Rate Notes
The Rate of Interest in respect of Floating Rate Notes for each Interest Accrual Period shall
be determined in the manner specified hereon and the provisions below relating to either

ISDA Determination or Screen Rate Determination shall apply, depending upon which is
specified in the relevant Final Terms as being applicable.

(A) ISDA Determination for Floating Rate Notes

Where ISDA Determination is specified in the relevant Final Terms as the manner
in which the Rate of Interest is to be determined, the Rate of Interest for each
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Interest Accrual Period shall be determined by the Calculation Agent as a rate equal
to the relevant ISDA Rate. For the purposes of this sub-paragrapts(@¥), Rate

for an Interest Accrual Period means a rate equal to the Floating Rate that would be
determined by the Calculation Agent under a Swap Transaction under the terms of
an agreement incorporating the ISDA Definitions and under which:

) the Floating Rate Option is as specified in the relevant Final Terms;

(y) the Designated Maturity is a period specified in the relevant Final Terms;
and

2 the relevant Reset Date is the first day of that Interest Accrual Period unless

otherwise specified in the relevant Final Terms;

For the purposes of this sub-paragraph (A), “Floating Rate”, “Calculation Agent”,
“Floating Rate Option”, “Designated Maturity”, “Reset Date” and “Swap
Transaction” have the meanings given to those terms in the ISDA Definitions.

(B) Screen Rate Determination for Floating Rate Notes

Where Screen Rate Determination is specified in the relevant Final Terms as the
manner in which the Rate of Interest is to be determined, the Rate of Interest for
each Interest Accrual Period will, subject as provided below, be either:

Q) the offered quotation; or
(2) the arithmetic mean of the offered quotations,

(expressed as a percentage rate per annum) for the Reference Rate (being either
LIBOR or EURIBOR, as specified in the applicable Final Terms) which appears or
appeatr, as the case may be, on the Relevant Screen Page (or such replacement page
on that service which displays the information) as at 11.00 a.m. (London time in the
case of LIBOR or Brussels time in the case of EURIBOR) on the Interest
Determination Date in question as determined by the Calculation Agent. If five or
more of such offered quotations are available on the Relevant Screen Page, the
highest (or, if there is more than one such highest quotation, one only of such
guotations) and the lowest (or, if there is more than one such lowest quotation, one
only of such quotations) shall be disregarded by the Calculation Agent for the
purpose of determining the arithmetic mean of such offered quotations.

) if the Relevant Screen Page is not available or, if sub paragraghdB)

Reference source not foundapplies and no such offered quotation appears

on the Relevant Screen Page, or, if sub-paragraph (B)(2) applies and fewer
than three such offered quotations appear on the Relevant Screen Page, in
each case as at the time specified above, subject as provided below, the
Calculation Agent shall request, if the Reference Rate is LIBOR, the
principal London office of each of the Reference Banks or, if the Reference
Rate is EURIBOR, the principal Euro-zone office of each of the Reference
Banks, to provide the Calculation Agent with its offered quotation
(expressed as a percentage rate per annum) for the Reference Rate if the
Reference Rate is LIBOR, at approximately 11.00 a.m. (London time), or if
the Reference Rate is EURIBOR, at approximately 11.00 a.m. (Brussels
time) on the Interest Determination Date in question. If two or more of the
Reference Banks provide the Calculation Agent with such offered
guotations, the Rate of Interest for such Interest Period shall be the

SPA2466477/45 150112-0004 69



(©)

SPA2466477/45 150112-0004

v)

arithmetic mean of such offered quotations as determined by the Calculation
Agent; and

if paragraph (2)(x) above applies and the Calculation Agent determines that
fewer than two Reference Banks are providing offered quotations, subject as
provided below, the Rate of Interest shall be the arithmetic mean of the rates
per annum (expressed as a percentage) as communicated to (and at the
request of) the Calculation Agent by the Reference Banks or any two or
more of them, at which such banks were offered, if the Reference Rate is
LIBOR, at approximately 11.00 a.m. (London time) or, if the Reference
Rate is EURIBOR, at approximately 11.00 a.m. (Brussels time) on the
relevant Interest Determination Date, deposits in the Specified Currency for
a period equal to that which would have been used for the Reference Rate
by leading banks in, if the Reference Rate is LIBOR, the London inter-bank
market or, if the Reference Rate is EURIBOR, the Euro-zone inter-bank
market, as the case may be, or, if fewer than two of the Reference Banks
provide the Calculation Agent with such offered rates, the offered rate for
deposits in the Specified Currency for a period equal to that which would
have been used for the Reference Rate, or the arithmetic mean of the offered
rates for deposits in the Specified Currency for a period equal to that which
would have been used for the Reference Rate, at which, if the Reference
Rate is LIBOR, at approximately 11.00 a.m. (London time) or, if the
Reference Rate is EURIBOR, at approximately 11.00 a.m. (Brussels time),
on the relevant Interest Determination Date, any one or more banks (which
bank or banks is or are suitable for such purpose) informs the Calculation
Agent it is quoting to leading banks in, if the Reference Rate is LIBOR, the
London inter-bank market or, if the Reference Rate is EURIBOR, the Euro
zone inter-bank market, as the case may be, provided that, if the Rate of
Interest cannot be determined in accordance with the foregoing provisions
of this paragraph, the Rate of Interest shall be determined as at the last
preceding Interest Determination Date (though substituting, where a
different Margin or Maximum or Minimum Rate of Interest is to be applied

to the relevant Interest Accrual Period from that which applied to the last
preceding Interest Accrual Period, the Margin or Maximum or Minimum
Rate of Interest relating to the relevant Interest Accrual Period, in place of
the Margin or Maximum or Minimum Rate of Interest relating to that last
preceding Interest Accrual Period).

Linear Interpolation

Where Linear Interpolation is specified hereon as applicable in the Applicable Final
Terms in respect of an Interest Accrual Period, the Rate of Interest for such Interest
Accrual Period shall be calculated by the Calculation Agent by straight line linear
interpolation by reference to two rates based on the relevant Reference Rate (where
Screen Rate Determination is specified in the Applicable Final Terms as applicable)
or the relevant Floating Rate Option (where ISDA Determination is specified in the
Applicable Final Terms as applicable), one of which shall be determined as if the
Applicable Maturity were the period of time for which rates are available next
shorter than the length of the relevant Interest Accrual Period and the other of which
shall be determined as if the Applicable Maturity were the period of time for which
rates are available next longer than the length of the relevant Interest Accrual Period
provided however that if there is no rate available for the period of time next shorter
or, as the case may be, next longer, then the Calculation Agent shall determine such
rate at such time and by reference to such sources as its determines appropriate.
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(f)

Applicable Maturity means: (a) in relation to Screen Rate Determination, the
period of time designated in the Reference Rate, and (b) in relation to ISDA
Determination, the Designated Maturity.

Interest on Zero Coupon Notes

Where a Note the interest basis of which is specified to be Zero Coupon is repayable prior to the
Maturity Date and is not paid when due, the amount due and payable prior to the Maturity Date shall
be the Early Redemption Amount of such Note. As from the Maturity Date, the Rate of Interest for
any overdue principal of such a Note shall be a rate per annum (expressed as a percentage) equal to
the Amortisation Yield (calculated in accordance with Condition 6(d))

Accrual of Interest

Interest shall cease to accrue on each Note on the due date for redemption unless payment is
improperly withheld or refused, in which event interest shall continue to accrue (both before and
after judgment) at the Rate of Interest in the manner provided in this Condition 5 to the Relevant
Date (as defined in Condition 8).

Margin, Maximum/Minimum Interest Ratesand RedemptionAmounts, and Rounding

0] If any Margin is specified hereon (either (x) generally, or (y) in relation to one or more
Interest Accrual Periods), an adjustment shall be made to all Rates of Interest, in the case of
(x), or the Rates of Interest for the specified Interest Accrual Periods, in the case of (y),
calculated in accordance with Condition 5(b) above by adding (if a positive number) or
subtracting (if a negative number) the absolute value of such Margin subject always to the
next paragraph.

(i) If any Maximum or Minimum Interest Rate or Redemption Amount is specified hereon, then
any Rate of Interest or Redemption Amount shall be subject to such maximum or minimum,
as the case may be.

(i) For the purposes of any calculations required pursuant to these Conditions (unless otherwise
specified), (x) all percentages resulting from such calculations will be rounded, if necessary,
to the nearest one hundred-thousandth of a percentage point (with halves being rounded up),
(y) all figures will be rounded to seven significant figures (with halves being rounded up)
and (z) all currency amounts which fall due and payable will be rounded to the nearest unit
of such currency (with halves being rounded up), save in the case of Yen, which shall be
rounded down to the nearest Yen. For these purpasiésmeans, with respect to any
currency other than Euro, the lowest amount of such currency which is available as legal
tender in the country of such currency and, with respect to Euro, means 0.01 Euro.

Calculations

The amount of interest payable in respect of any Note for any period shall be calculated by

multiplying the product of the Rate of Interest and the outstanding principal amount of each Note by

the Day Count Fraction specified in the relevant Final Terms save that, where an Interest Amount (or
a formula for its calculation) is specified in respect of such period, the amount of interest payable in

respect of such Note for such period will equal such Interest Amount (or be calculated in accordance
with such formula). Where any Interest Period comprises two or more Interest Accrual Periods, the

amount of interest payable in respect of such Interest Period shall be the sum of the amounts of
interest payable in respect of each of those Interest Accrual Periods.
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(9) Determination and Publication of Rates of Interest, Interest Amounts, Final Redemption
Amounts, Early RedemptionAmounts and Optional RedemptionAmounts

The Calculation Agent shall, as soon as practicable on each Interest Determination Date or such
other time on such date as the Calculation Agent may be required to calculate any rate or amount,
obtain any quote or make any determination or calculation, determine the Rate of Interest and
calculate the Interest Amounts in respect of each Specified Denomination of the Notes for the
relevant Interest Accrual Period, calculate the Final Redemption Amount, Early Redemption
Amount or the Optional Redemption Amount, obtain such quote or make such determination or
calculation, as the case may be, and cause the Rate of Interest and the Interest Amounts for each
Interest Period and the relevant Interest Payment Date and, if required to be calculated, the Final
Redemption Amount, Early Redemption Amount or Optional Redemption Amount to be notified to
the Fiscal Agent, the Issuer, each of the Paying Agents, the Noteholders, any other Calculation
Agent appointed in respect of the Notes which is to make a further calculation upon receipt of such
information and, if the Notes are listed on a stock exchange or other relevant authority and the rules
of such exchange or other relevant authority so require, such exchange or other relevant authority as
soon as possible after their determination but in no event later than (i) the commencement of the
relevant Interest Period, if determined prior to such time, in the case of a Rate of Interest, the Interest
Amount, the Interest Payment Date, the Final Redemption Amount, Early Redemption Amount and
Optional Redemption Amount, or (ii) in all other cases, as soon as practicable but in no event later
than the fourth Relevant Business Day after such determination. The Interest Amounts and the
Interest Payment Date so published may subsequently be amended (or appropriate alternative
arrangements made by way of adjustment) without notice in the event of an extension or shortening
of the Interest Period. If the Notes become due and payable under Condition 10, the accrued interest
and the Rate of Interest payable in respect of the Notes shall nevertheless continue to be calculated
as previously in accordance with this Condition but no publication of the Rate of Interest or the
Interest Amounts so calculated need be made. The determination of each Rate of Interest, Interest
Amount, Final Redemption Amount, the Early Redemption Amount and the Optional Redemption
Amount, the obtaining of each quote and the making of each determination or calculation by the
Calculation Agent shall (in the absence of manifest error) be final and binding upon all parties.

(h) Definitions

In these Conditions, unless the context otherwise requires, the following defined terms shall have the
meanings set out below:

Day Count Fraction means, in respect of the calculation of an amount of interest on any Note for
any period of time (whether or not constituting an Interest Period;dlwlation Period):

0] if Actual/Actual or Actual/Actual (ISDA) is specified in the relevant Final Terms, the
actual number of days in the Calculation Period divided by 365 (or, if any portion of that
Calculation Period falls in a leap year, the sum of (A) the actual number of days in that
portion of the Calculation Period falling in a leap year divided by 366 and (B) the actual
number of days in that portion of the Calculation Period falling in a non-leap year divided by
365);

(i) if Actual/365 (Fixed)is specified in the relevant Final Terms, the actual number of days in
the Calculation Period divided by 365;

(iii) if Actual/360 is specified in the relevant Final Terms, the actual number of days in the
Calculation Period divided by 360;

(iv) if 30/36Q 360/3600r Bond Basisis specified in the relevant Final Terms, the number of
days in the Calculation Period divided by 360, calculated on a formula basis as follows:
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[360% (Y, = Y] +[30x (M, —=M,] +(D,-D,)

Day Count Fraction=
36C

where:
is theyear,expresse@dsa number,in whichthefirst day of the InterestPeriodfalls;

is the year, expressedisa number,in which the day immediatelyfollowing the last day of
thelInterestPeriodfalls;

is the calendarmonth, expressedsa number,in which the first day of the InterestPeriod
falls;

is the calendamonth, expresseds a number,in which the day immediatelyfollowing the
lastday of the InterestPeriodfalls;

is thefirst calendarday, expresse@dsa number,of the InterestPeriod,unlesssuchnumberis
31, in whichcaseD1 will be30;and

is the calendarday, expressedsa number,immediatelyfollowing the lastday includedin
theInterestPeriod,unlesssuchnumberwould be 32 andD2 is greaterthan29, in which case
D2 will be30;

if 30E/3600r Eurobond Basisis specifiedin the relevantFinal Terms,the numberof days
in the CalculationPerioddivided by 360, calculatedon a formula basisasfollows:

[360% (Y, =Y, ] +[30x(M, -M,] +(D,-D,)
36C

Day Count Fraction=

where:
is theyear,expresse@dsa number,in whichthefirst day of the InterestPeriodfalls;

is the year, expressedisa number,in which the day immediatelyfollowing the last day of
thelInterestPeriodfalls;

is the calendarmonth, expressedsa number,in which the first day of the InterestPeriod
falls;

is the calendamonth, expresseds a number,in which the day immediatelyfollowing the
lastday of the InterestPeriodfalls;

is thefirst calendarday, expressedisa number,of the InterestPeriod,unlesssuchnumber
would be31,in which caseD1 will be30; and

is the calendarday, expressedsa number,immediatelyfollowing the lastday includedin
thelInterestPeriod,unlesssuchnumberwould be 31, in which caseD2 will be30;

if 30E/360 (ISDA) is specifiedin the applicableFinal Terms,the numberof daysin the
InterestPerioddivided by 360, calculatedbn a formula basisasfollows:

[360% (Y, Y] +[30x (M, -M,] +(D,-D,)
36C

Day Count Fraction=

where:
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“Y1" s the year, expressed as a humber, in which the first day of the Interest Period falls;

“Y2" is the year, expressed as a number, in which the day immediately following the last day of
the Interest Period falls;

“M1” is the calendar month, expressed as a number, in which the first day of the Interest Period
falls;

“M2" is the calendar month, expressed as a number, in which the day immediately following the
last day of the Interest Period falls;

“D1” is the first calendar day, expressed as a number, of the Interest Period, unless (i) that day is
the last day of February or (ii) such number would be 31, in which case D1 will be 30; and

“D2” is the calendar day, expressed as a number, immediately following the last day included in
the Interest Period, unless (i) that day is the last day of February but not the Maturity Date or
(i) such number would be 31, in which case D2 will be 30; and

(vii)  if Actual/Actual (ICMA) is specified in the relevant Final Terms:

0] where the Calculation Period is equal to or shorter than the Determination Period
during which it falls, the actual number of days in the Calculation Period divided by
the product of (A) the actual number of days in such Determination Period and (B)
the number of Determination Periods in any year;

(i) where the Calculation Period is longer than one Determination Period, the sum of:

(A) the actual number of days in such Calculation Period falling in the
Determination Period in which it begins divided by the product of (I) the
actual number of days in such Determination Period and (Il) the number of
Determination Periods in any period of one year; and

(B) the actual number of days in such Calculation Period falling in the next
Determination Period divided by the product of (I) the actual number of
days in such Determination Period and (lI) the number of Determination
Periods in any period of one year,

where:

Designated Maturity means, in relation to Screen Rate Determination, the period of time
designated in the Reference Rate.

Determination Period means the period from and including a Determination Date in any year to but
excluding the next Determination Date; and

Determination Date means the date specified as such in the relevant Final Terms or, if none is so
specified, the Interest Payment Date.

Euro-zone means the member states of the European Union that are participating in the third stage
of European Monetary Union.

Interest Accrual Period means the period beginning on, and including, the Interest Commencement
Date and ending on, but excluding, the first Interest Period Date and each successive period
beginning on an Interest Period Date and ending on, but excluding, the next succeeding Interest
Period Date.
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Interest Amount means the amount of interest payable and, in the case of Fixed Rate Notes, means
the Fixed Coupon Amount or Broken Amount, as the case may be.

Interest Commencement Dateneans the date of issue of the Notes [d3seie Datd or such other
date as may be specified in the relevant Final Terms.

Interest Determination Date means, with respect to a Rate of Interest and Interest Accrual Period,
the date specified as such in the relevant Final Terms or, if none is so specified, (i) the first day of
such Interest Accrual Period if the Specified Currency is sterling or (ii) the day falling two Relevant
Business Days in London prior to the first day of such Interest Accrual Period if the specified
currency is not sterling, or (iii) the day falling two TARGET2 Business Days prior to the first day of
such Interest Accrual Period if the specified currency is euro.

Interest Period means the period beginning on, and including, the Interest Commencement Date
and ending on, but excluding, the first Interest Payment Date and each successive period beginning
on, and including, an Interest Payment Date and ending on, but excluding, the next succeeding
Interest Payment Date.

Interest Period Date means each Interest Payment Date unless otherwise specified in the relevant
Final Terms.

ISDA Definitions means the 2006 ISDA Definitions, as published by the International Swaps and
Derivatives Association, Inc., unless otherwise specified in the relevant Final Terms.

Rate of Interest means the rate of interest payable from time to time in respect of the Notes and
which is either specified, or calculated in accordance with the provisions, in the relevant Final
Terms.

Reference Banksmeans, in the case of a determination of LIBOR, the principal London office of
four major banks in the London inter-bank market and, in the case of a determination of EURIBOR,
the principal Euro-zone office of four major banks in the Euro-zone inter-bank market, in each case
selected by the Calculation Agent.

Reference Rataneans the rate specified as such in the relevant Final Terms.
Relevant Business Dayneans:

0] in the case of a currency other than euro, a day (other than a Saturday or a Sunday) on which
commercial banks and foreign exchange markets settle payments in the principal financial
centre for that currency; and/or

(i) in the case of euro, a day on which the TARGET2 System is operating; and/or

(i) in the case of a currency and/or one or more Business Centres, a day (other than a Saturday
or a Sunday) on which commercial banks and foreign exchange markets settle payments in
such currency in the Business Centre(s) or, if no currency is specified, generally in each of
the Business Centres so specified.

Relevant Screen Pagemeans such page, section, caption, column or other part of a particular
information service as may be specified in the relevant Final Terms (or any successor replacement
page, section, caption, column or other part of a particular information service).

Specified Currency means the currency specified as such in the relevant Final Terms or, if none is
specified, the currency in which the Notes are denominated.
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TARGET?2 Business Daymeans a day on which the TARGET2 System is operating.

TARGET2 System means the Trans European Automated Real Time Gross Settlement Express
Transfer system (TARGET?2) which was launched on 19 November 2007 or any successor thereto.

0] Changeof Interest Basis

If Changes of Interest Basis is specified in the relevant Final Terms as being applicable, the Final
Terms will indicate the relevant Interest Periods to which the Fixed Rate Note provisions, Floating
Rate Note provisions and/or Zero Coupon Note provisions shall apply.

() Calculation Agent

The Issuer will procure that there shall at all times be one or more Calculation Agents if provision is
made for them in the Conditions applicable to the Notes and for so long as any Notes are
outstanding. Where more than one Calculation Agent is appointed in respect of the Notes,
references in these Conditions to the Calculation Agent shall be construed as each Calculation Agent
performing its duties under the Conditions. If the Calculation Agent is unable or unwilling to act as
such or if the Calculation Agent fails duly to establish the Rate of Interest for any Interest Period or
to calculate the Interest Amounts or any other requirements, the Issuer will appoint the London
office of a leading bank engaged in the London interbank market to act as such in its place. The
Calculation Agent may not resign its duties without a successor having been appointed as aforesaid.

6. Redemption, Purchaseand Options
€)) Final Redemption

Unless previously redeemed, purchased and cancelled as provided below, each Note will be
redeemed at its Final Redemption Amount (which is its principal amount) on the Maturity Date
specified on each Note.

(b) Redemptionfor taxation reasons

The Notes may be redeemed at the option of the Issuer in whole, but not in part, on any Interest
Payment Date or, if so specified hereon, at any time, on giving not less than 30 nor more than 60
days' notice to the Noteholders (which notice shall be irrevocable), at their Early Redemption
Amount, (together with interest accrued to the date fixed for redemption), if (i) the Issuer (or, if the
Guarantee were called, the Guarantor) has or will become obliged to pay additional amounts as
provided or referred to in Condition 8 as a result of any change in, or amendment to, the laws or
regulations of the Kingdom of Spain or any political subdivision or any authority thereof or therein
having power to tax, or any change in the application or official interpretation of such laws or
regulations, which change or amendment becomes effective on or after the Issue Date, and (ii) such
obligations cannot be avoided by the Issuer (or the Guarantor, as the case may be) taking reasonable
measures available to it, provided that no such notice of redemption shall be given earlier than 90
days prior to the earliest date on which the Issuer (or the Guarantor, as the case may be) would be
obliged to pay such additional amounts if a payment in respect of the Notes (or the Guarantee, as the
case may be) were then due. Prior to the publication of any notice of redemption pursuant to this
Condition, the Issuer shall deliver to the Fiscal Agent a certificate signed by a director of the Issuer
(or the Guarantor, as the case may be) stating that the Issuer (or the Guarantor, as the case may be) is
entitled to effect such redemption and setting forth a statement of facts showing that the conditions
precedent to the right of the Issuer (or the Guarantor, as the case may be) so to redeem have
occurred.
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Purchases

The Issuer, the Guarantor and any of the Guarantor's Subsidiaries may at any time purchase Notes
(provided that all unmatured Coupons and unexchanged Talons appertaining thereto are attached or
surrendered therewith) in the open market or otherwise at any price.

Early Redemptionof Zero Coupon Notes

0] The Early Redemption Amount payable in respect of any Note which does not bear interest
prior to the Maturity Date upon redemption of such Note pursuant to Condition 6(b),
Condition 6(e), Condition 6(f), Condition 6(g), Condition 6(h), Condition 6(i), or upon it
becoming due and payable as provided in Condition 10, shall be the Amortised Face
Amount (calculated as provided below) of such Note.

(i) Subject to the provisions of sub-paragraph (iii) below the Amortised Face Amount of any
such Note shall be the scheduled Final Redemption Amount of such Note on the Maturity
Date discounted at a rate per annum (expressed as a percentage) equal to the Amortisation
Yield (which, if none is shown hereon, shall be such rate as would produce an Amortised
Face Amount equal to the issue price of the Notes if they were discounted back to their Issue
Price on the Issue Date) compounded annually. Where such calculation is to be made for a
period of less than one year, it shall be made on the basis of the Day Count Fraction shown
in the relevant Final Terms.

(i) If the Early Redemption Amount payable in respect of any such Note upon its redemption
pursuant to Condition 6(b), Condition 6(e), Condition 6(f), Condition 6(g), Condition 6(h),
Condition 6(i), or upon it becoming due and payable as provided in Condition 10 is not paid
when due, the Redemption Amount due and payable in respect of such Note shall be the
Amortised Face Amount of such Note as defined in sub-paragraph (ii) above, except that
such sub-paragraph shall have effect as though the reference therein to the date on which the
Note becomes due and payable were replaced by a reference to the Relevant Date. The
calculation of the Amortised Face Amount in accordance with this sub-paragraph will
continue to be made (both before and after judgment), until the Relevant Date unless the
Relevant Date falls on or after the Maturity Date, in which case the amount due and payable
shall be the scheduled Final Redemption Amount of such Note on the Maturity Date
together with any interest which may accrue in accordance with Conditian 5(d)

Redemptionat the Option of the Issuer

If Call Option is specified in the relevant Final Terms as being applicable, the Issuer may, on giving
not less than 15 nor more than 30 days' irrevocable notice to the Noteholders (or such other notice
period as may be specified in the relevant Final Terms) redeem, all or, if so provided some of the
Notes on any Optional Redemption Date. Any such redemption of Notes shall be at their Optional
Redemption Amount (as specified in the relevant Final Terms) together with interest accrued to the
date fixed for redemption. Any such redemption or exercise must relate to Notes of a nominal
amount at least equal to the Minimum Redemption Amount to be redeemed specified in the relevant
Final Terms and no greater than the Maximum Redemption Amount to be redeemed specified in the
relevant Final Terms.

If Make-Whole Amount is specified in the relevant Final Terms, the Optional Redemption Amount
as determined by the Financial Adviser will be the higher of (a) 100 per cent. of the principal amount
outstanding of the Notes to be redeemed and (b) the sum of the present values of the principal
amount outstanding of the Notes to be redeemed and the Remaining Term Interest on such Notes
(exclusive of interest accrued to the date of redemption) discounted to the date of redemption on an
annual basis at (i) the Reference Note Rate plus the Redemption Margin or (ii) the Discount Rate, in
each case as specified in the relevant Final Terms. If the Make-whole Exemption Period is specified
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as applicable and the Issuer gives notice to redeem the Notes during the Make-whole Exemption
Period, the Optional Redemption Amount will be 100 per cent. of the principal amount outstanding
of the Notes to be redeemed.

All Notes in respect of which any such notice is given shall be redeemed on the date specified in
such notice in accordance with this Condition.

In the case of a partial redemption the notice to Noteholders shall also contain the serial numbers of
the Notes to be redeemed, which shall have been drawn in such place as the Fiscal Agent may
approve and in such manner as it deems appropriate, subject to compliance with any applicable laws
and stock exchange requirements or other relevant authority requirements. So long as the Notes are
listed on the Luxembourg Stock Exchange and the rules of that stock exchange so require, the Issuer
shall, once in each year in which there has been a partial redemption of the Notes, cause to be
published either on the website of the Luxembourg Stock Exchanvge.bourse.l) or in a leading
newspaper of general circulation in Luxembourg (which is expected to lheiteenburger Worta

notice specifying the aggregate nominal amount of Notes outstanding and a list of the Notes drawn
for redemption but not surrendered.

In these Conditions:
Discount Ratewill be as set out in the relevant Final Terms.

FA Selected Notemeans a government security or securities selected by the Financial Adviser as
having an actual or interpolated maturity comparable with the remaining term of the Notes that
would be utilised, at the time of selection and in accordance with customary financial practice, in
pricing new issues of corporate debt securities denominated in the same currency as the Notes and of
a comparable maturity to the remaining term of the Notes.

Financial Adviser means the entity so specified in the relevant Final Terms or, if not so specified or
if such entity is unable or unwilling to act, any financial adviser selected by the Issuer.

Make-whole Exemption Periodwill be as set out in the relevant Final Terms.
Redemption Margin will be as set out in the relevant Final Terms.

Reference Noteshall be the note so specified in the relevant Final Terms or, if not so specified or if
no longer available, the FA Selected Note.

Reference Note Pricaneans, with respect to any date of redemption: (a) the arithmetic average of
the Reference Government Note Dealer Quotations for such date of redemption, after excluding the
highest and lowest such Reference Government Note Dealer Quotations or (b) if the Financial
Adviser obtains fewer than four such Reference Government Note Dealer Quotations, the arithmetic
average of all such quotations.

Reference Note Rateneans, with respect to any date of redemption, the rate per annum equal to the
annual or semi-annual yield (as the case may be) to maturity or interpolated yield to maturity (on the
relevant day count basis) of the Reference Note, assuming a price for the Reference Note (expressed
as a percentage of its principal amount) equal to the Reference Note Price for such date of
redemption.

Reference Datewill be set out in the relevant notice of redemption, such date to fall no earlier than
the date falling 30 days prior to the date of such notice.
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Reference Government Note Dealemeans each of five banks selected by the Issuer which are (a)
primary government securities dealers, and their respective successors, or (b) market makers in
pricing corporate note issues.

Reference Government Note Dealer Quotationsmeans, with respect to each Reference
Government Note Dealer and any date for redemption, the arithmetic average, as determined by the
Financial Adviser, of the bid and offered prices for the Reference Note (expressed in each case as a
percentage of its principal amount) at the Quotation Time specified in the relevant Final Terms on
the Reference Date quoted in writing to the Financial Adviser by such Reference Government Note
Dealer.

Remaining Term Interest means with respect to any Note, the aggregate amount of scheduled
payment(s) of interest on such Note for the remaining term of such Note determined by the Financial
Adviser on the basis of the rate of interest applicable to such Note from and including the date on
which such Note is to be redeemed by the Issuer in accordance with this Condition 6(e).

()] ResidualMaturity Call Option

If a Residual Maturity Call Option is specified in the relevant Final Terms as being applicable, the
Issuer may, on giving not less than 15 nor more than 30 days’ irrevocable notice to the Noteholders
(which notice shall specify the date fixed for redemption @esidual Maturity Call Option
Redemption Datg), redeem all (but not only some) of the outstanding Notes at their principal
amount together with interest accrued to, but excluding, the date fixed for redemption, which shall
be no earlier than (i) three months before the Maturity Date in respect of Notes having a maturity of
not more than ten years or (ii) six months before the Maturity Date in respect of Notes having a
maturity of more than ten years.

For the purpose of the preceding paragraph, the maturity of not more than ten years or the maturity
of more than ten years shall be determined as from the Issue Date of the Notes.

All Notes in respect of which any such notice is given shall be redeemed on the date specified in
such notice in accordance with this Condition 6(f).

(9) Redemptionfollowing a Substantial PurchaseEvent

If a Substantial Purchase Event is specified in the Final Terms as being applicable and a Substantial
Purchase Event has occurred and is continuing, then the Issuer may, subject to having given not less
than 15 nor more than 30 days’ notice to the Fiscal Agent and the Noteholders (which notice shall be
irrevocable), redeem the Notes in whole, but not in part, at any time, in each case at their principal
amount, together with any accrued and unpaid interest up to (but excluding) the date of redemption.

All Notes in respect of which any such notice is given shall be redeemed on the date specified in
such notice in accordance with this Condition 6(g).

A Substantial Purchase Eventshall be deemed to have occurred if at least 80 per cent. of the
aggregate principal amount of the Notes is purchased by the Issuer, the Guarantor or any Subsidiary
of the Guarantor (and in each case is cancelled in accordance with Condition 6(j));

(h) Redemptionat the option of the Noteholdersupon a Changeof Control

If a Change of Control Put Option is specified in the relevant Final Terms as being applicable, at any
time while any Note remains outstanding, each holder of Notes will have the opti&@héhge of

Control Put Option) to require the Issuer to redeem or, at the Issuer’s option, to procure the
purchase of such Notes on the Optional Redemption Date at the Optional Redemption Amount (plus
interest accrued to, but excluding the Optional Redemption Date) (both terms as defined below), if a
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Change of Control occurs and, during the Change of Control Period, a Rating Downgrade occurs
(together, &ut Event).

A Change of Control shall be deemed to have occurred at each time that any person or persons
acting in concertRelevant Person¥ or any person or persons acting on behalf of such Relevant
Persons, acquire(s) control of the Guarantor.

control means: (a) the acquisition or control of more than 50 per cent. of the voting rights of the
issued share capital of the Guarantor; or (b) the right to appoint and/or remove all or the majority of
the members of the Guarantor’s Board of Directors or other governing body, in each case whether
obtained directly or indirectly, and whether obtained by ownership of share capital, the possession of
voting rights, contract or otherwise.

Change of Control Periodmeans the period commencing on the date that is the earlier of: (1) the
date of the occurrence of the relevant Change of Control; and (2) the date of the earliest Potential
Change of Control Announcement (if any), and ending on the date which is 270 days after the date
of the occurrence of the relevant Change of Control.

Potential Change of Control Announcemenimeans any public announcement or public statement
by the Issuer, the Guarantor, any actual or potential bidder or any advisor thereto relating to any
potential Change of Control.

Rating Agency means any of the following: (a) Standard & Poor’s Credit Market Services Europe
Limited (S&P); (b) Moody’s Investors Service Limitetipody’s); (c) Fitch Ratings LimitedHitch
Ratings); or (d) any other credit rating agency of equivalent international standing specified from
time to time by the Issuer and, in each case, their respective successors or affiliates.

A Rating Downgrade shall be deemed to have occurred in respect of a Change of Control if: (A)
within the Change of Control Period the rating previously assigned to the Guarantor by any Rating
Agency is: (X) withdrawn; (y) ceases to be an Investment Grade Rating; or (z) if the rating assigned
to the Guarantor by any Rating Agency which is current at the time the Change of Control Period
begins is below an Investment Grade Rating, that rating is lowered one full rating notch by any
Rating Agency (for example BB+ to BB by S&P), provided that a Rating Downgrade shall be
deemed not to have occurred in respect of a particular Change of Control if the Rating Agency
withdrawing or lowering the rating does not publicly announce or otherwise confirms in writing to
the Issuer that the reduction or withdrawal was the result, in whole or part, of any event or
circumstance comprised in or arising as a result of, or in respect of, the applicable Change of
Control; or (B) at the time of the Change of Control there is no rating assigned to the Guarantor.

Investment Grade Ratingmeans: (1) with respect to S&P, any of the categories from and including
AAA to and including BBB- (or equivalent successor categories); (2) with respect to Moody's, any
of the categories from and including Aaa to and including Baa3 (or equivalent successor categories);
and (3) with respect to Fitch Ratings, any of the categories from and including AAA to and including
BBB- (or equivalent successor categories).

Optional Redemption Amount means an amount equal to par.

Promptly upon the Issuer becoming aware that a Put Event has occurred, the Issuer shall give notice
(aPut Event Notice to the Fiscal Agent, the Paying Agents and the Noteholders in accordance with
Condition 14 specifying the nature of the Put Event and the circumstances giving rise to it and the
procedure for exercising the Change of Control Put Option, as well as the date upon which the Put
Period (as defined below) will end and the Optional Redemption Date (as defined below).

To exercise the Change of Control Put Option to require redemption or, as the case may be, purchase
of a Note under this section, the holder of that Note must transfer or cause to be transferred its Notes
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to be so redeemed or purchased to the account of the Fiscal Agent specified in the Change of Control
Put Option Notice for the account of the Issuer within the periodRtitéPeriod) of 45 days after

the Put Event Notice is given together with a duly signed and completed notice of exercise in the
form (for the time being current) obtainable from the specified office of any Paying AgEut (a
Option Notice) and in which the holder may specify a bank account to which payment is to be made
under this Condition.

The Issuer shall redeem or, at the option of the Issuer, procure the purchase of the Notes in respect of
which the Change of Control Put Option has been validly exercised as provided above, and subject
to the transfer of such Notes to the account of the Fiscal Agent for the account of the Issuer as
described above on the date which is the fifth Business Day following the end of the Put Period (the
Optional Redemption Datg. Payment in respect of any Note so transferred will be made in the
Specified Currency to the holder to the bank account denominated in the Specified Currency
specified in the Put Option Notice on the Optional Redemption Date via the relevant account
holders.

0] Redemptionat the Option of the Noteholder

If Put Option is specified in the relevant Final Terms as being applicable, the Issuer shall, at the
option of the Holder of any such Note, upon the Holder of such Note giving not less than 15 nor

more than 30 days' notice to the Issuer (or such other notice period as may be specified in the
relevant Final Terms) redeem such Note on the Optional Redemption Dates at its Optional

Redemption Amount together with interest accrued to the date fixed for redemption. It may be that

before a Put Option can be exercised, certain conditions and/or circumstances will need to be
satisfied. Where relevant, the provisions will be set out in the applicable Final Terms.

To exercise such option the Holder must deposit such Note with any Paying Agent (in the case of
Bearer Notes) or the Certificate representing such Note(s) with the Registrar or any Transfer Agent
(in the case of Registered Notes) at its specified office, together with a duly completed option
exercise noticeExercise Noticg in the form obtainable from any Paying Agent, the Registrar or
any Transfer Agent (as applicable) within the notice period. No Note or Certificate so deposited and
option exercised may be withdrawn (except as provided in the Agency Agreement) without the prior
consent of the Issuer.

)] Cancellation

All Notes purchased by or on behalf of the Issuer, the Guarantor or any of the Guarantor's
Subsidiaries may be surrendered for cancellation, in the case of Bearer Notes, by surrendering each
such Note together with all unmatured Coupons and all unexchanged Talons to the Fiscal Agent and,
in the case of Registered Notes, by surrendering the Certificate representing such Notes to the
Registrar and, in each case, if so surrendered, will, together with all Notes redeemed by the Issuer,
be cancelled forthwith (together with all unmatured and Coupons and unexchanged Talons attached
thereto or surrendered therewith). Any Notes so surrendered for cancellation may not be reissued or
resold and the obligations of the Issuer and the Guarantor in respect of any such Notes shall be
discharged.

(K) Other Notes
The Early Redemption Amount payable in respect of any Note, upon redemption of such Note

pursuant to Condition 6(b) or upon it becoming due and payable as provided in Condition 10, shall
be the Final Redemption Amount unless otherwise specified in the relevant Final Terms.
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(@)

(b)

()

(d)

Paymentsand Talons
Bearer Notes

Payments of principal and interest in respect of Bearer Notes will, subject as mentioned below, be
made, where applicable, against presentation and surrender of the relevant Notes (in the case of all
payments of principal and, in the case of interest, as specified in Condition 7(f)(vi) or Coupons (in
the case of interest, save as specified in Condition 7(fds)}he case may be, at the specified office

of any Paying Agent outside the United States by a cheque payable in the currency in which such
payment is due drawn on, or, at the option of the Holder, by transfer to an account denominated in
that currency with, a bank in the principal financial centre of that currency and, in the case of Euro,
by cheque drawn down or by transfer to, a Euro account to which Euro may be credited or
transferred as specified by the payee.

RegisteredNotes

0] Payments of principal in respect of Registered Notes will be made against presentation and
surrender of the relevant Certificates at the specified office of any of the Transfer Agents or
of the Registrar and in the manner provided in paragraph (ii) below.

(i) Interest on Registered Notes will be paid to the person shown on the Register (i) where in
global form, at the close of the business day (being for this purpose a day on which
Euroclear and Clearstream, Luxembourg are open for business) before the relevant due date,
and (ii) where in definitive form, at the close of business on the fifteenth day before the due
date for payment thereof (thecord Datgd. Payments of interest on each Registered Note
will be made in the currency in which such payments are due by cheque drawn on a bank in
the principal financial centre of the country of the currency concerned and mailed to the
Holder (or to the first named of joint Holders) of such Note at its address appearing in the
Register maintained by the Registrar. Upon application by the Holder to the specified office
of the Registrar or any Transfer Agent before, the Record Date and subject as provided in
Condition 7(a) above, such payment of interest may be made by transfer to an account in the
specified currency designated by the Holder with a bank in the principal financial centre of
the country of that currency.

Paymentsin the United States

Notwithstanding the foregoing, if any Bearer Notes are denominated in U.S. Dollars, payments in
respect thereof may be made at the specified office of any Paying Agent in New York City in the
same manner as aforesaid if (i) the Issuer shall have appointed Paying Agents with specified offices
outside the United States with the reasonable expectation that such Paying Agents would be able to
make payment of the amounts on the Notes in the manner provided above when due, (ii) payment in
full of such amounts at all such offices is illegal or effectively precluded by exchange controls or
other similar restrictions on payment or receipt of such amounts and (iii) such payment is then
permitted by United States law, without involving, in the opinion of the Issuer, any adverse tax
consequence to the Issuer.

PaymentsSubjectto Law, etc

All payments are subject in all cases to (i) any applicable fiscal or other laws, regulations and
directives in the place of payment, but without prejudice to the provisions of Condition 8 and (ii) any
withholding or deduction required pursuant to an agreement described in Section 1471(b) of the U.S.
Internal Revenue Code of 1986 (tBede) or otherwise imposed pursuant to Sections 1471 through
1474 of the Code (or any regulations or agreements thereunder or official interpretations thereof) or
an intergovernmental agreement between the United States and another jurisdiction facilitating the
implementation thereof (or any law implementing such an intergovernmental agreement). No
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(€)

(M)

commission or expenses shall be charged to the Noteholders or Coupon holders in respect of such
payments.

Appointment of Agents

The Fiscal Agent, the Paying Agents, the Registrar, the Transfer Agents and the Calculation Agent
initially appointed by the Issuer and their respective specified offices are listed below. The Fiscal
Agent, the Paying Agents, the Registrar, the Transfer Agents and the Calculation Agent act solely as
agents of the Issuer and the Guarantor and do not assume any obligation or relationship of agency or
trust for or with any Holder. The Issuer and the Guarantor reserve the right at any time to vary or
terminate the appointment of the Fiscal Agent, any other Paying Agent, the Calculation Agent, the
Registrar or any Transfer Agent and to appoint additional or other agents provided that the Issuer
and the Guarantor will at all times maintain (i) a Fiscal Agent, (i) a Registrar in relation to
Registered Notes, (iii) a Transfer Agent having a specified office in at least two major European
cities (including Luxembourg so long as the Notes are admitted to trading on the Regulated Market
of the Luxembourg Stock Exchange and listed on the official list of the Luxembourg Stock
Exchange and the rules of such exchange so require) in relation to Registered Notes, (iv) a
Calculation Agent where the Conditions so require one, (v) Paying Agents having a specified office
in at least two major European cities (including Luxembourg so long as the Notes are admitted to
trading on the Regulated Market of the Luxembourg Stock Exchange and listed on the official list of
the Luxembourg Stock Exchange and the rules of such exchange so require), (vi) a Paying Agent
having a specified office in a city in Continental Europe outside the European Union and (vii) such
other agents as may be required by any other stock exchange on which the Notes may be listed.

In addition, the Issuer shall forthwith appoint a Paying Agent in New York in respect of any Notes
denominated in U.S. Dollars in the circumstances described in Condition 7(c) above.

Notice of any such change or any change of any specified office will promptly be given to the
Noteholders in accordance with Condition 14.

Unmatured Couponsand unexchangedTalons

0] Upon the due date for redemption of those Notes, Bearer Notes which comprise Fixed Rate
Notes, should be surrendered for payment together with all unmatured Coupons (if any)
appertaining thereto, failing which an amount equal to the face value of each missing
unmatured Coupon (or, in the case of payment not being made in full, that proportion of the
amount of such missing unmatured Coupon which the sum of principal so paid bears to the
total principal due) will be deducted from the Final Redemption Amount, Early Redemption
Amount or Optional Redemption Amount then due for payment. Any amount so deducted
will be paid in the manner mentioned above against surrender of such missing Coupon
within a period of 10 years from the Relevant Date for the payment of such principal
(whether or not such Coupon has become void pursuant to Condition 9).

(i) Upon the due date for redemption of any Bearer Note comprising a Floating Rate Note,
unmatured Coupons relating to such Note (whether or not attached) shall become void and
no payment shall be made in respect of them.

(i) Upon the due date for redemption of any Bearer Note, any unexchanged Talon relating to
such Note (whether or not attached) shall become void and no Coupon shall be delivered in
respect of such Talon.

(iv) Where any Bearer Note which provides that the relative Coupons are to become void upon
the due date for redemption of those Notes is presented, where applicable, for redemption
without all unmatured coupons and any unexchanged Talon relating to it, and where any
Bearer Note is presented, where applicable, for redemption without any unexchanged Talon
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relating to it, redemption shall be made only against the provision of such indemnity as the
Issuer may require.

(V) If the due date for redemption of any Note is not a due date for payment of interest, interest
accrued from the preceding due date for payment of interest or the Interest Commencement
Date as the case may be, shall only be payable against presentation, where applicable (and
surrender if appropriate) of the relevant Bearer Note or Certificate representing it, as the
case may be. Interest accrued on a Note which only bears interest after its Maturity Date
shall be payable on redemption of such Note against presentation, where applicable, of the
relevant Note or Certificate representing it, as the case may be.

(9) Talons

On or after the Interest Payment Date for the final Coupon forming part of a Coupon sheet issued in
respect of any Bearer Note, the Talon forming part of such Coupon sheet may be surrendered at the
specified office of the Fiscal Agent in exchange for a further Coupon sheet (and if necessary another
Talon for a further Coupon sheet) (but excluding any Coupons which may have become void
pursuant to Condition 9).

(h) Non-BusinesdDays

If any date for payment in respect of any Note or Coupon is not a business day, the Holder shall not
be entitled to payment until the next following business day nor to any interest or other sum in
respect of such postponed payment. In this Condition B{sjness daymeans a day which is:

0] a day (other than a Saturday or a Sunday) on which banks and foreign exchange markets are
open for business: (A) in, as regards Bearer Notes, the relevant place of presentation (if
presentation is required) and (B) in such jurisdictions as shall be specifiedheacial
Centresin the relevant Final Terms; and

(i) (A) (in the case of a payment in a currency other than Euro) where payment is to be made by
transfer to an account maintained with a bank in the specified currency, on which foreign
exchange transactions may be carried on in the specified currency in the principal financial
centre of the country of such currency; or (B) (in the case of a payment in Euro) where
payment is to be made by payment to an account, a day on which the TARGET2 System is

operating.
0] Redenomination,Renominalisationand Reconventioning
0] Notice of redenominationf the country of the Specified Currency becomes, or announces

its intention to become, a Participating Member State, the Issuer may, without the consent of
the Noteholders and Couponholders, on giving at least 30 days' prior notice to the
Noteholders and the Paying Agents, designate a dat®étienomination Date, being an
Interest Payment Date under the Notes falling on or after the date on which that country
becomes a Participating Member State.

(i) RedenominationNotwithstanding the other provisions of these Conditions, with effect from
the Redenomination Date:

@) the Notes shall be deemed to be redenominated into Euro in the specified
denomination of Euro 0.01 with a principal amount for each Note equal to the
principal amount of that Note in the Specified Currency, converted into Euro at the
rate for conversion of such currency into Euro established by the Council of the
European Union pursuant to the Treaty (including compliance with rules relating to
rounding in accordance with European Community regulatigmeyided, however,
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that, if the Issuer determines, with the agreement of the Fiscal Agent that market
practice in respect of the redenomination into Euro 0.01 of internationally offered
securities is different from that specified above, such provisions shall be deemed to
be amended so as to comply with such market practice and the Issuer shall promptly
notify the Noteholders and Couponholders, each listing authority, stock exchange
and/or quotation system (if any) by which the Notes have then been admitted to
listing, trading and/or quotation and the Paying Agents of such deemed
amendments;

(b) if Notes have been issued in definitive form:

(A) all unmatured Coupons denominated in the Specified Currency (whether or
not attached to the Notes) will become void with effect from the date (the
Euro Exchange Dat@ on which the Issuer gives notice (tHeuro
Exchange Noticé to the Noteholders that replacement Notes and Coupons
denominated in Euro are available for exchange (provided that such Notes
and Coupons are available) and no payments will be made in respect
thereof;

(B) the payment obligations contained in all Notes denominated in the Specified
Currency will become void on the Euro Exchange Date but all other
obligations of the Issuer thereunder (including the obligation to exchange
such Notes in accordance with this Condition 7) shall remain in full force
and effect;

(© new Notes and Coupons denominated in Euro will be issued in exchange for Notes
and Coupons denominated in the Specified Currency in such manner as the Fiscal
Agent may specify and as shall be notified to the Noteholders in the Euro Exchange
Notice; and

(d) all payments in respect of the Notes (other than, unless the Redenomination Date is
on or after such date as the Specified Currency ceases to be a sub-division of the
Euro, payments of interest in respect of periods commencing before the
Redenomination Date) will be made solely by Euro cheque drawn on, or by credit or
transfer to a Euro account (or other account to which Euro may be credited or
transferred) maintained by the payee with a bank in a city in a country in which
banks have access to the TARGET2 System.

(i) Interest Following redenomination of the Notes pursuant to this Condition 7, where Notes
have been issued in definitive form, the amount of interest due in respect of the Notes will
be calculated by reference to the aggregate principal amount of the Notes held (or, as the
case may be, in respect of which Coupons are presented for payment) by the relevant holder.

(iv) Interpretation In this Condition:

Participating Member State means a member state of the European Union which adopts
the Euro as its lawful currency in accordance with the Treaty; and

Treaty means the Treaty establishing the European Community, as amended.
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8. Taxation
€)) Additional Amounts

All payments of principal and interest in respect of the Notes and the Coupons by or on behalf of the
Issuer or (as the case may be) the Guarantor under the Deed of Guarantee will be made without
withholding or deduction for, or on account of, any present or future taxes, duties, assessments or
governmental charges of whatever nature imposed or levied by or on behalf of The Netherlands or
the Kingdom of Spain or any authority therein or thereof having power to tax (e&ekirmg
Authority ), unless the withholding or deduction of such taxes, duties, assessments or governmental
charges is required by law or required pursuant to an agreement described in Section 1471(b) of the
Code. In that event, the Issuer or, as the case may be, the Guarantor will pay such additional
amounts as may be necessary in order that the net amounts received by the Noteholders and the
Coupon holders after such withholding or deduction shall equal the respective amounts of principal
and interest which would have been received in respect of the Notes or (as the case may be)
Coupons, in the absence of such withholding or deduction; except that no additional amounts shall
be payable with respect to any payment in respect of any Note or Coupon or (as the case may be)
under the Deed of Guarantee:

0] to, or to a third party on behalf of, a Holder of a Note or Coupon who is liable for taxes,
duties, assessments or governmental charges in respect of such Note or Coupon by reason of
his having some connection with the Kingdom of Spain other than the mere holding of the
Note or Coupon; or

(i) presented for payment more than 30 days after the Relevant Date except to the extent that
the relevant Holder thereof would have been entitled to such additional amounts on
presenting the same for payment on the thirtieth such day; or

(i) to, or to a third party on behalf of, a Holder or Noteholder in respect of whom the Issuer (or
an agent acting on behalf of the Issuer) has not received such information as may be
necessary to allow payments on such Note to be made free and clear of withholding tax or
deduction on account of any taxes imposed by a Tax Jurisdiction, including when the Issuer
(or an agent acting on behalf of the Issuer) does not receive such information concerning
such Noteholder's identity and tax residence as may be required in order to comply with the
procedures that may be implemented to comply with the interpretation of Foral Decree
205/2008 and Royal Decree 1065/2007 eventually made by the Spanish Tax Authorities;

(iv) present for payment in The Netherlands or, as applicable, the Kingdom of Spain;

(v) where such withholding or deduction is imposed on a payment to an individual resident of
Luxembourg pursuant to the Luxembourg Law dated 23 December 2005 introducing a
withholding tax in full discharge of income tax on certain interest income; or

(vi) where such withholding or deduction is required pursuant to an agreement described in
Section 1471(b) of the Code or otherwise imposed pursuant to Sections 1471 through 1474
of the Code (or any regulations or agreements thereunder or official interpretations thereof)
or an intergovernmental agreement between the United States and another jurisdiction
facilitating the implementation thereof (or any law implementing such an intergovernmental
agreement).

(b) Tax Credit Payment
If any additional amounts are paid by the Issuers or, as the case may be, the Guarantor under this

Condition for the benefit of any Holder and such Holder in its sole discretion, determines that it has
obtained (and has derived full use and benefit from) a credit against, a relief or remission for, or
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(d)

(€)

repayment of, any tax, then, if and to the extent that such Holder in its sole opinion, determines that
(i) such credit, relief, remission or repayment is in respect of or calculated with reference to the
additional amounts paid pursuant to this Condition; and (ii) its tax affairs for its tax year in respect of
which such credit, relief, remission or repayment was obtained have been finally settled, such Holder
shall, to the extent that it can do so without prejudice to the retention of the amount of such credit,
relief, remission or repayment, pay to the Issuer or, as the case may be, the Guarantor such amount
as such Holder shall in its sole opinion, determine to be the amount which will leave such Holder
(after such payment) in no worse after tax position than it would have been in had the additional
payment in question not been required to be made by the Issuer or, as the case may be, the
Guarantor.

Tax Credit Clawback

If any Holder makes any payment to the Issuer or, as the case may be, the Guarantor pursuant to this
Condition and such Holder subsequently determines in its sole opinion, that the credit, relief,
remission or repayment in respect of which such payment was made was not available or has been
withdrawn or that it was unable to use such credit, relief, remission or repayment in full, the Issuer
or, as the case may be, the Guarantor shall reimburse such Holder such amount as such Holder
determines in its sole opinion, is necessary to place it in the same after tax position as it would have
been in if such credit, relief, remission or repayment had been obtained and fully used and retained
by such Holder, such amount not exceeding in any case the amount paid by the Holder to the Issuer
or, as the case may be, the Guarantor.

Tax Affairs

Nothing in Conditions 8(b) and (c) above shall interfere with the right of any Holder to arrange its
tax or any other affairs in whatever manner it thinks fit, oblige any Holder to claim any credit, relief,

remission or repayment in respect of any payment made under this Condition in priority to any
credit, relief, remission or repayment available to it nor oblige any Holder to disclose any

information relating to its tax or other affairs or any computations in respect thereof.

Definitions

As used in these ConditionRelevant Datein respect of any Note or Coupon means the date on
which payment in respect thereof first becomes due or if any amount of the money payable is
improperly withheld (or refused) the date on which payment in full of the amount outstanding is
made or (if earlier) the date on which notice is duly given to the Noteholders in accordance with
Condition 14 that, upon further presentation of the Note (or relative Certificate) or Coupon being
made in accordance with the Conditions, such payment will be made, provided that payment is in
fact made upon such presentation. References in these Conditions to (i) “principal” shall be deemed
to include any premium payable in respect of the Notes, Final Redemption Amounts, Early
Redemption Amounts, Optional Redemption Amounts, Amortised Face Amounts and all other
amounts in the nature of principal payable pursuant to Condition 6 or any amendment or supplement
to it; (ii) “interest” shall be deemed to include all Interest Amounts and all other amounts payable
pursuant to Condition 5 or any amendment or supplement to it; and (iii) “principal” and/or “interest”
shall be deemed to include any additional amounts which may be payable under this Condition.

Prescription

Claims against the Issuer and, as the case may be, the Guarantor for payment in respect of the Notes
and Coupons (which, for this purpose shall not include Talons) shall be prescribed and become void
unless made within ten years (in the case of principal) or five years (in the case of interest) from the
appropriate Relevant Date in respect thereof.
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10.

Eventsof Default

If any of the following events (each &vent of Defaulf) occurs and is continuing, the Holder of a
Note of any Series may give written notice to the Fiscal Agent at its specified office that such Note
is immediately repayable, whereupon the Early Redemption Amount of such Note, together with
accrued interest to the date of payment, shall become immediately due and payable:

(@)

(b)

()

(d)

(e)

Non-Paymentdefault is made for more than 14 days (in the case of interest) or seven days
(in the case of principal) in the payment on the due date of interest or principal in respect of
any of the Notes; or

Breach of Other Obligationghe Issuer or the Guarantor does not perform or comply with
any one or more of its other obligations under or in respect of the Notes, the Agency
Agreement or the Deed of Guarantee which default is incapable of remedy or is not
remedied within 30 days after notice of such default shall have been given to the Fiscal
Agent by any Noteholder; or

Cross-Default (i) subject as provided below, any Relevant Indebtedness incurred by the
Issuer or the Guarantor or any Relevant Subsidiary becomes (or becomes capable of being
declared) due and payable prior to its stated maturity otherwise than at the option of the
Issuer or the Guarantor, as the case may be, or, provided that no event of default on such
Relevant Indebtedness, however described, has occurred, at the option of any person entitled
to such Relevant Indebtedness, or (i) any Relevant Indebtedness of the Issuer or of the
Guarantor or of any Relevant Subsidiary is not paid when due or, as the case may be, within
any applicable grace period, or (iii) the Issuer, the Guarantor or any Relevant Subsidiary
fails to pay when due any amount payable by it under any present or future guarantee for, or
indemnity in respect of any Relevant Indebtedness, provided that the aggregate amount of
the Relevant Indebtedness, guarantees and indemnities in respect of which one or more of
the events mentioned above in this Condition 10(c) have occurred equals or exceeds
€125,000,000 or its equivalent in other currencies.

Paragraph (c) shall not apply to Relevant Indebtedness which:

(A) (1) was incurred before 27 July 2007; and (2) becomes (or becomes capable of being
declared) due and payable prior to its stated maturity solely as a result of an event of
default occurring under Relevant Indebtedness of an entity which is not a Relevant
Subsidiary; or

(B) (1) is Relevant Indebtedness of a Relevant Subsidiary; and (2) becomes (or becomes
capable of being declared) due and payable prior to its stated maturity solely as a
result of an event of default triggered by the acquisition of that Relevant Subsidiary
by the Guarantor (or any of its Subsidiaries),

provided that none of these exceptions shall be applicable if such Relevant Indebtedness (1)
has become (or is declared to become) due and payable, and (lIl) is not paid in full when so
due and payable; or

Enforcement Proceedingany distress, attachment, execution or other legal process which

is material in the context of the issue and offering of the Notes is levied, enforced or sued on
or against any part of the property, assets or revenues of the Issuer or the Guarantor or any
of the Guarantor's Subsidiaries and is not discharged or stayed within 90 days; or

Security Enforced:any mortgage, charge, pledge, lien or other encumbrance, present or
future, created or assumed by the Issuer or the Guarantor or any of the Guarantor's
Subsidiaries which is material in the context of the issue and offering of the Notes becomes
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(f)

(9)

(h)

(i)

0)

(k)

enforceable and any step is taken to enforce it (including the taking of possession by or the
appointment of a receiver, administrative receiver, manager or other similar person); or

Insolvency.etc (i) the Issueror the Guarantoror any RelevantSubsidiarybecomesopr is

adjudicatedo be, insolventor is adjudicatedo be unableto pay its debtsasthey fall due,
(i) anadministratoror liquidator of the Issueror the Guarantoror any RelevantSubsidiary
or the whole or any part of the undertaking,assetsand revenuesof the Issuer or the

Guarantoror any RelevantSubsidiaryis appointed(or applicationfor any suchappointment
is made),(iii) thelssueror the Guarantoror any RelevantSubsidiarytakesany actionfor a

generalreadjustmentor defermentof its obligations or makesa generalassignmentor

arrangemenbr compositionwith or for the benefit of its creditorsgenerallyor declaresa

moratoriumin respectof its indebtednessr guaranteegyiven by it, or (iv) any other
proceedingis commencedwhich requiresthe application of priorities provided by any
applicableSpanisHaws;or

Winding-up an order is made or an effective resolution passed for the winding-up or
dissolution or administration of the Issuer or the Guarantor or any Relevant Subsidiary, or
the Issuer or the Guarantor or any Relevant Subsidiary shall cease or through an official
action of its board of directors threaten to cease to carry on all or a substantial part of its
business or operations, except for the purpose of and followed by a reconstruction,
amalgamation, reorganisation, merger or consolidation (i) on terms approved by an
Extraordinary Resolution of the Noteholders or (ii) in the case of a Relevant Subsidiary,
whereby the undertaking or assets of the Relevant Subsidiary are transferred to or otherwise
vested in (A) the Issuer or the Guarantor or another Relevant Subsidiary or (B) any other
person provided, in this case, that the undertaking or assets are transferred to that person for
full consideration on an arm's length basis and the proceeds of the consideration are applied
as soon as practicable by the Relevant Subsidiary in its business or operations or the
business or operations of the Issuer or the Guarantor or another Relevant Subsidiary or (iii)
in the case of the Issuer, whereby the undertakings or assets of the Issuer are transferred to
or otherwise vested in the Guarantor; or (iv) to comply with any mandatory requirements set
forth by any regulation, directives or rules issued by the Spanish government or the relevant
administrative authority in connection with the reorganisation of the Spanish electricity
sector; or

Authorisation and Consentsany action, condition or thing (including the obtaining or
effecting of any necessary consent, approval, authorisation, exemption, filing, licence, order,
recording or registration) at any time required to be taken, fulfilled or done in order (i) to
enable the Issuer and the Guarantor lawfully to enter into, exercise their respective rights
and perform and comply with their respective obligations under the Notes and the Deed of
Guarantee, (ii) to ensure that those obligations are legally binding and enforceable and (iii)
to make the Notes and the Deed of Guarantee admissible in evidence in the courts of the
Kingdom of Spain is not taken, fulfilled or done; or

lllegality: it is or will become unlawful for the Issuer or the Guarantor to perform or comply
with any one or more of its obligations under any of the Notes or the Deed of Guarantee; or

Analogous Eventsany event occurs which under the laws of any relevant jurisdiction has an
analogous effect to any of the events referred to in any of the foregoing paragraphs
including, but not limited togoncurso;or

Guarantee the Guarantee is not (or is claimed by the Guarantor not to be) in full force and
effect; or
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)] Nationalisation any step is taken by any person with a view to the seizure, compulsory
acquisition, expropriation or nationalisation of all or a material part of the Guarantor or any
of its Relevant Subsidiaries.

In this Condition, “Relevant Indebtedness”, “Relevant Subsidiary” and “Subsidiary” shall have the
respective meanings given to them in Condition.4(b)

11. Meetings of Noteholdersand Modifications
(€)) Meetings of Noteholders

The Agency Agreement contains provisions for convening meetings of Noteholders to consider any
matter affecting their interest, including modification by Extraordinary Resolution of the Notes
(including these Conditions insofar as the same may apply to such Notes). An Extraordinary
Resolution duly passed at any such meeting shall be binding on all the Noteholders, whether present
or not and on all relevant Couponholders, except that any Extraordinary Resolution pragesed,

alia, (i) to amend the dates of maturity or redemption of the Notes or any date for payment of
interest thereon, (ii) to reduce or cancel any premium payable on redemption of the Notes, (iii) to
reduce the rate or rates of interest in respect of the Notes or to vary the method or basis of
calculating the rate or rates or amount of interest or the basis for calculating the Interest Amount in
respect thereof, (iv) if a Minimum and/or a Maximum Interest Rate or Redemption Amount is shown
hereon, to reduce any such Minimum and/or Maximum, (v) to change any method of calculating the
Final Redemption Amount, the Early Redemption Amount or the Optional Redemption Amount,
including the method for calculating the Amortised Face Amount, (vi) to change the currency or
currencies of payment or specified denomination of the Notes, or (vii) to modify the provisions
concerning the quorum required at any meeting of Noteholders or the majority required to pass the
Extraordinary Resolution, will only be binding if passed at a meeting of the Noteholders (or at any
adjournment thereof) at which a special quorum (provided for in the Agency Agreement) is present.

These Conditions may be amended, modified, or varied in relation to any Series of Notes by the
terms of the relevant Final Terms in relation to such Series.

(b) Modification of Agency Agreement

The Issuer and the Guarantor shall only permit any modification of, or any waiver or authorisation of
any breach or proposed breach of or any failure to comply with, the Agency Agreement, if to do so
could not, in the opinion of the Issuer or the Guarantor (as the case may be), reasonably be expected
to be prejudicial to the interests of the Noteholders.

12. Replacementof Notes, Certificates, Couponsand Talons

If a Note, Certificate, Coupon or Talon is lost, stolen, mutilated, defaced or destroyed, it may be
replaced, subject to applicable laws and stock exchange regulations, at the specified office of the
Fiscal Agent (in the case of the Bearer Notes, Coupons or Talons) and the Registrar (in the case of
Certificates) or such other Paying Agent or Transfer Agent, as the case may be, as may from time to
time be designated by the Issuer for such purpose, and notice of whose designation is given to
Noteholders in accordance with Condition 14, in each case on payment by the claimant of the fees
and costs incurred in connection therewith and on such terms as to evidence, security and indemnity
(which may provide,inter alia, that if the allegedly lost, stolen or destroyed Note, Certificate,
Coupon or Talon is subsequently presented for payment or, as the case may be, for exchange for
further Coupons, there will be paid to the Issuer on demand the amount payable by the Issuer in
respect of such Notes, Certificates, Coupons or further Coupons) and otherwise as the Issuer may
require. Mutilated or defaced Notes, Certificates, Coupons or Talons must be surrendered before
replacements will be issued.
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Further Issues

The Issuer may from time to time without the consent of the Noteholders or Coupon holders create
and issue further notes having the same terms and conditions as the Notes and so that the same shall
be consolidated and form a single series with such Notes, and references in these Conditions to
“Notes” shall be construed accordingly.

Notices

Notices to the Holders of Registered Notes will be mailed to them at their respective addresses in the
Register and deemed to have been given on the fourth weekday (being a day other than a Saturday or
a Sunday) after the date of mailing. With respect to Registered Notes admitted to trading on the
Regulated Market of the Luxembourg Stock Exchange and listed on the official list of the
Luxembourg Stock Exchange (so long as such Notes are admitted to trading on the Regulated
Market of the Luxembourg Stock Exchange and listed on the official list of the Luxembourg Stock
Exchange and the rules of that exchange so require), any notices must also be published either on the
website of the Luxembourg Stock Exchangew{v.bourse.l} or in a leading daily newspaper

having general circulation in Luxembourg (which is expected to beukemburger Wort).

Notices to the Holders of Bearer Notes will be valid if published in a daily newspaper of general
circulation in London (which is expected to be #irancial Times). With respect to Bearer Notes
admitted to trading on the Regulated Market of the Luxembourg Stock Exchange and listed on the
official list of the Luxembourg Stock Exchange, any notice must be also published either on the
website of the Luxembourg Stock Exchangew{v.bourse.l} or in a leading daily newspaper
having general circulation in Luxembourg (which is expected to beukemburger Wort).If any

such publication is not practicable, notice will be validly given if published in another leading
English language newspaper of general circulation in Europe. Any such notice shall be deemed to
have been given on the date of such publication or, if published more than once or on different dates,
on the date of the first publication as provided above.

Coupon holders shall be deemed for all purposes to have notice of the contents of any notice to the
Holders of Bearer Notes in accordance with this Condition.

Until such time as any definitive Notes are issued and so long as any Global Note is held in its
entirety on behalf of Euroclear and/or Clearstream, Luxembourg there may, be substituted for such
publication as aforesaid the delivery of the relevant notice to Euroclear and/or Clearstream,
Luxembourg for communication by them to the Noteholders. Any such notice shall be deemed to
have been given to the Noteholders on the seventh day after the day on which the said notice was
given to Euroclear and/or Clearstream, Luxembourg, as appropriate.

Notices to be given by any Noteholder shall be in writing and given by lodging the same, together
with the relative Note or Notes, with a Paying Agent. Whilst any of the Notes are represented by a
Global Note, such notice may be given by any Noteholder to such Paying Agent via Euroclear
and/or Clearstream, Luxembourg, as the case may be, in such manner as such Paying Agent and
Euroclear and/or Clearstream, Luxembourg, as the case may be, may approve for this purpose.

Substitution of the Issuer

The Issuer and the Guarantormay at any time, without the consentof the Noteholdersor the
Couponholderssubstitutefor the Issuer(x) the Guarantoror (y) any companywhich is wholly-

ownedby the Guarantor(the Substitute) uponnoticeby the lssuer,the Guarantorandthe Substitute
to be given in accordancewith Condition 14 and, in the caseof Notesadmittedto trading on the
RegulatedMarket of the Luxembourg Stock Exchangeand listed on the official list of the
LuxembourgStockExchangeto suchexchangeprovidedthat:
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0] no Event of Default has occurred in respect of the Notes;

(i) no payment in respect of the Notes or the Coupons or the Deed of Guarantee (as the case
may be) is at the relevant time overdue;

(i) the Substitute shall, by means of a deed poll in the form scheduled to the Agency Agreement
as Schedule 8 (thBeed Pol), agree to indemnify each Noteholder and Couponholder
against any tax, duty, assessment or governmental charge which is imposed on it by (or by
any authority in or of) the jurisdiction of the country of the Substitute residence for tax
purposes and, if different, of its incorporation with respect to any Note, Coupon, Talon or
the Deed of Covenant and which would not have been so imposed had the substitution not
been made, as well as against any tax, duty, assessment or governmental charge, and any
cost or expense, relating to the substitution;

(iv) where the Substitute is not the Guarantor, the obligations of the Substitute under the Deed
Poll, the Notes, Coupons, Talons and Deed of Covenant shall be unconditionally and
irrevocably guaranteed by the Guarantor by means of the Deed Poll;

(V) all action, conditions and things required to be taken, fulfiled and done (including the
obtaining of any necessary consents) to ensure that the Deed Poll, the Notes, Coupons,
Talons and Deed of Covenant represent valid, legally binding and enforceable obligations of
the Substitute and in the case of the Deed Poll of the Guarantor have been taken, fulfilled
and done and are in full force and effect;

(vi) the Substitute shall have become party to the Agency Agreement with any appropriate
consequential amendments, as if it had been an original party to it;

(vii)  legal opinions shall have been delivered to the Fiscal Agent from lawyers of recognised
standing in each jurisdiction referred to in (iii) above, in Spain and in England as to the
fulfilment of the requirements of this Condition 15 and the other matters specified in the
Deed Poll and that the Notes, Coupons and Talons are legal, valid and binding obligations of
the Substitute;

(viii)  each stock exchange on which the Notes are listed shall have confirmed that, following the
proposed substitution of the Substitute, the Notes will continue to be listed on such stock
exchange;

(ix) Standard & Poor's and/or Moody's and/or Fitch, as the case may be, shall have confirmed
that following the proposed substitution of the Substitute, the credit rating of the Notes will
not be adversely affected, save where the Substitute is the Guarantor;

) if applicable, the Substitute has appointed a process agent as its agent in England to receive
service of process on its behalf in relation to any legal proceedings in the courts of England
arising out of or in connection with the Notes; and

(xi) in the case of Notes admitted to trading on the Regulated Market of the Luxembourg Stock
Exchange and listed on the official list of the Luxembourg Stock Exchange, a prospectus
supplement is filed with such exchange.

(b) Upon the execution of the Deed Poll and the delivery of the legal opinions, the Substitute shall
succeed to, and be substituted for, and may exercise every right and power, of the Issuer under the
Notes and the Agency Agreement with the same effect as if the Substitute had been named as the
Issuer herein, and the Issuer shall be released from its obligations under the Notes and under the
Agency Agreement, and where the Substitute is the Guarantor, the Guarantor shall be released from
its obligations under the Guarantee.
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After a substitution pursuant to Condition 15@he Substitute may, without the consent of any
Noteholder, effect a further substitution. All of the provisions specified in Conditions 15(a) and
15(b) shall applynutatis mutandisand references in these Conditions to the Issuer shall, where the
context so requires, be deemed to be or include references to any such further Substitute.

After a substitution pursuant to Conditions 15(a) or 15(c) any Substitute may, without the consent of
any Noteholder, reverse the substitutioltatis mutandis.

The Deed Poll and all documents relating to the substitution shall be delivered to, and kept by, the
Fiscal Agent. Copies of such documents will be available free of charge at the specified office of
each of the Paying Agents.

Currency Indemnity

Any amount received or recovered in a currency other than the currency in which payment under the
relevant Note or Coupon is due (whether as a result of, or of the enforcement of, a judgment or order
of a court or any jurisdiction in connection with, the winding-up or dissolution of the Issuer or the
Guarantor or otherwise) by any Noteholder or Couponholder in respect of any sum expressed to be
due to it from the Issuer or the Guarantor shall only constitute a discharge to the Issuer or the
Guarantor, as the case may be, to the extent of the amount in the currency of payment under the
relevant Note or Coupon which the recipient is able to purchase with the amount so received or
recovered in that other currency on the date of that receipt or recovery (or, if it is not practicable to
make that purchase on that date, on the first date on which it is practicable to do so). If the amount
received or recovered is less than the amount expressed to be due to the recipient under any Note or
Coupon, the Issuer, failing whom the Guarantor, shall indemnify the Noteholder or Couponholder,
as the case may be, against any loss sustained by it as a result. In any event, the Issuer, failing whom
the Guarantor, shall indemnify the recipient against the cost of making any such purchase. For the
purposes of this Condition, it will be sufficient for the Noteholder or Couponholder, as the case may
be, to demonstrate that it would have suffered a loss had an actual purchase been made. These
indemnities constitute a separate and independent obligation from the Issuer's and the Guarantor's
other obligations, shall give rise to a separate and independent cause of action, shall apply
irrespective of any indulgence granted by any Noteholder or Couponholder and shall continue in full
force and effect despite any other judgment, order, claim or proof for a liqguidated amount in respect
of any sum due under any Note or Coupon or any other judgment or order.

Governing Law and Jurisdiction
Governing Law

The Notes, the Coupons and the Talons and all matters arising from or connected therewith,
including any non-contractual obligations arising from or connected therewith, are governed by and
shall be construed in accordance with, English law. The status of the Notes as described in Condition
3(a) and the status of the Guarantee as described in Condition 3(b)(ii) are governed by, and shall be
construed in accordance with, Spanish law.

English courts

The courts of England have exclusive jurisdiction to settle any dispudesiaite) arising from or
connected with any Notes, Coupons or Talons.

Appropriate forum

The Issuer agrees that the courts of England are the most appropriate and convenient courts to settle
any Dispute and, accordingly, that it will not argue to the contrary.
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(d) Rights of the Noteholdersto take proceedingsoutside England

Condition 17(b) (English courts) is for the benefit of the Noteholders only. As a result, nothing in
this Condition 17 prevents any Noteholder from taking proceedings relating to a Dispute
(Proceeding3 in any other courts with jurisdiction. To the extent allowed by law, Noteholders may

take concurrent Proceedings in any number of jurisdictions.

(e) ProcessAgent

The Issuer agrees that the documents which start any Proceedings and any other documents required
to be served in relation to those Proceedings may be served on it by being delivered to SPW
Investments Limited, 4th Floor, 1 Tudor Street, London, EC4Y OAH, United Kingdom or, if
different, its registered office for the time being or at any address of the Issuer in England at which
process may be served on it in accordance with Part 34 of the Companies Act 2006. If such person is
not or ceases to be effectively appointed to accept service of process on behalf of the Issuer, the
Issuer shall, on the written demand of any Noteholder addressed and delivered to the Issuer or to the
specified office of the Fiscal Agent appoint a further person in England to accept service of process
on its behalf and, failing such appointment within 15 days, any Noteholder shall be entitled to
appoint such a person by written notice addressed to the Issuer and delivered to the Issuer or to the
specified office of the Fiscal Agent. Nothing in this paragraph shall affect the right of any
Noteholder to serve process in any other manner permitted by law. This Condition applies to
Proceedings in England and not to Proceedings elsewhere.

18. Rights of Third Parties

No person shall have any right to enforce any term or condition of any Note under the Contracts
(Rights of Third Parties) Act 1999.
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USE OF PROCEEDS

The net proceeds of the issue of each Tranche of Notes will be on-lent or deposited with another member of
the Group (other than the Guarantor) and used either:

@) for the general corporate purposes of such Group member; or
(b) to finance and/or refinance, in whole or in part, Eligible Green Projects.
For the purpose of this section:

Eligible Green Projectsmeans Renewable Energy Projects and Transmission, Distribution and Smart Grid
Projects which meet a set of environmental and social criteria approved both by the Guarantor and by a
reputed sustainability rating agency, and are available on the Guarantor's wetsitébgerdrola.ey in the

investor relations section.

Renewable Energy Projectameans the financing of, or investments in the development, the construction,
repowering and the installation of renewable energy production units for the production of energy through:
(i) renewable non-fossil sources and (ii) hydro, geothermal, wind, solar, waves and other renewable energy
sources.

Transmission, Distribution and Smart Grid Projects means the financing of, or investments in the
building, the operation and the maintenance of electric power distribution, transmission networks and smart
metering systems, that contribute to: (i) connecting renewable energy production units to the general network
and (i) improving networks in terms of demand-size management, energy efficiency and access to
electricity.
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DESCRIPTION OF PROVISIONS RELATING TO THE NOTES WHILE IN GLOBAL FORM OR
WHILE REGISTERED IN THE NAME OF A NOMINEE FOR A CLEARING SYSTEM

1. Initial Issueof Notes

If the Global Notes are stated in the applicable Final Terms to be issued in NGN form or if the
Global Certificates are to be held under the NSS, they will be delivered on or prior to the original
issue date of the Tranche to a common safekeeperC@ihenon Safekeepér for Euroclear and
Clearstream, Luxembourg. If the Global Notes in NGN form or the Global Certificates held under
the NSS are intended to be eligible collateral for Eurosystem monetary policy, depositing the Global
Notes or the Global Certificates with the Common Safekeeper does not necessarily mean that the
Notes will be recognised as eligible collateral for Eurosystem monetary policy and intra-day credit
operations by the Eurosystem either upon issue, or at any or all times during their life. Such
recognition will depend upon satisfaction of the Eurosystem eligibility criteria.

If the Global Notes or the Global Certificates are stated in the applicable Final Terms to be issued in
NGN form or under the NSS, respectively, the clearing systems will be notified whether or not such
Global Notes or Global Certificates are intended to be held in a manner which would allow
Eurosystem eligibility and, if so, will be delivered on or prior to the original issue date of the
Tranche to the Common Safekeeper.

Global notes which are issued in CGN form and Global Certificates which are not held under the
NSS may be delivered on or prior to the original issue date of the Tranche to a Common Depositary.

If the Global Note is a CGN, upon the initial deposit of a Global Note with a common depositary for
Euroclear and Clearstream, Luxembourg (@@mmon Depositary) or registration of Registered

Notes in the name of any nominee for Euroclear and Clearstream, Luxembourg if the Registered
Note is not to be held under the NSS, or in the name of a nominee of the Common Safekeeper if the
Registered Note is to be held under the NSS, and delivery of the relevant Global Certificate to the
Common Depositary or Common Safekeeper, as the case may be, Euroclear or Clearstream,
Luxembourg will credit each subscriber with a nominal amount of Notes equal to the nominal
amount thereof for which it has subscribed and paid. If the Global Note is a NGN, the nominal
amount of the Notes shall be the aggregate amount from time to time entered in the records of
Euroclear or Clearstream, Luxembourg. The records of such clearing system shall be conclusive
evidence of the nominal amount of Notes represented by the Global Note and a statement issued by
such clearing system at any time shall be conclusive evidence of the records of the relevant clearing
system at that time.

Notes that are initially deposited with the Common Depositary may also be credited to the accounts
of subscribers with (if indicated in the relevant Final Terms) other clearing systems through direct or
indirect accounts with Euroclear and Clearstream, Luxembourg held by such other clearing systems.
Conversely, Notes that are initially deposited with any other clearing system may similarly be
credited to the accounts of subscribers with Euroclear, Clearstream, Luxembourg or other clearing
systems.

2. Relationship of Accountholderswith Clearing Systems

Each of the persons shown in the records of Euroclear, Clearstream, Luxembourg or any other
permitted clearing systemilternative Clearing Systen) as the holder of a Note represented by a
Global Note or a Global Certificate must look solely to Euroclear, Clearstream, Luxembourg or any
such Alternative Clearing System (as the case may be) for his share of each payment made by the
relevant Issuer to the bearer of such Global Note or the holder of the underlying Registered Notes, as
the case may be, and in relation to all other rights arising under the Global Notes or Global
Certificates, subject to and in accordance with the respective rules and procedures of Euroclear,
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3.2

Clearstream, Luxembourg, or such Alternative Clearing System (as the case may be). Such persons
shall have no claim directly against the relevant Issuer in respect of payments due on the Notes for
so long as the Notes are represented by such Global Note or Global Certificate and such obligations
of the relevant Issuer will be discharged by payment to the bearer of such Global Note or the holder

of the underlying Registered Notes, as the case may be, in respect of each amount so paid.

Exchange
Temporary Global Notes

Each temporary Global Note will be exchangeable, free of charge to the holder, on or after its
Exchange Date:

@) if the relevant Final Terms indicate that such Global Note is issued in compliance with
TEFRA C or in a transaction to which TEFRA is not applicable (as to which, see
Subscription and Salg, in whole, but not in part, for the Definitive Notes defined and
described below; and

(b) otherwise, in whole or in part upon certification as to non-U.S. beneficial ownership in the
form set out in the Agency Agreement for interests in a permanent Global Note or, if so
provided in the relevant Final Terms, for Definitive Notes.

Each temporary Global Note that is also an Exchangeable Bearer Note will be exchangeable for
Registered Notes in accordance with the Conditions in addition to any permanent Global Note or
Definitive Notes for which it may be exchangeable and, before its Exchange Date, will also be
exchangeable in whole or in part for Registered Notes only.

PermanentGlobal Notes

Each permanent Global Note will be exchangeable, free of charge to the holder, on or after its
Exchange Date in whole but not, except as provided under paragraph 3.3 below, in part for
Definitive Notes or, in the case of paragraph 3.3 below, Registered Notes:

@) if the permanent Global Note is an Exchangeable Bearer Note, by the holder giving notice to
the Fiscal Agent of its election to exchange the whole or a part of such Global Note for
Registered Notes; and

(b) 0] if the permanent Global Note is held on behalf of Euroclear or Clearstream,
Luxembourg or an Alternative Clearing System and any such clearing system is
closed for business for a continuous period of 14 days (other than by reason of
holidays, statutory or otherwise) or announces an intention permanently to cease
business or in fact does so; or

(i) if principal in respect of any Notes is not paid when due, by the holder giving notice
to the Fiscal Agent of its election for such exchange.

In the event that a Global Note is exchanged for Definitive Notes, such Definitive Notes
shall be issued in Specified Denomination(s) only. A Noteholder who holds a nominal
amount of less than the minimum Specified Denomination will not receive a Definitive Note
in respect of such holding and would need to purchase a nominal amount of Notes such that
it holds an amount equal to one or more Specified Denominations.
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Partial Exchangeof PermanentGlobal Notes

For so long as a permanent Global Note is held on behalf of a clearing system and the rules of that
clearing system permit, such permanent Global Note will be exchangeable in part on one or more
occasions (a) for Registered Notes if the permanent Global Note is an Exchangeable Bearer Note
and the part submitted for exchange is to be exchanged for Registered Notes, or (b) for Definitive
Notes if principal in respect of any Notes is not paid when due.

Transfer of NotesRepresentedoy Global Certificates

If the Notes are to be represented by a Global Certificate on issue, transfers of the holding of Notes
represented by the Global Certificate may only be made in part:

@) if the Notes represented by the Global Certificate are held on behalf of Euroclear or
Clearstream, Luxembourg or an Alternative Clearing System and any such clearing system
is closed for business for a continuous period of 14 days (other than by reason of holidays,
statutory or otherwise) or announces an intention permanently to cease business or does in
fact do so; or

(b) upon or following any failure to pay principal in respect of any Notes when it is due and
payable; or

(© with the consent of the relevant Issuer,

provided that, in the case of the first transfer of part of a holding pursuant to (a) or (b) above, the
holder of the Notes represented by the Global Certificate has given the Registrar not less than 30
days’ notice. Where the holding of Notes represented by the Global Certificate is only transferable in
its entirety, the Certificate is issued to the transferee upon transfer shall be a Global Certificate.
Where transfers are permitted in part, Certificates issued to transferees shall not be Global
Certificates unless the transferee so requests and certifies to the Registrar that it is, or is acting as a
nominee for, Clearstream, Luxembourg, Euroclear and/or an Alternative Clearing System.

Delivery of Notes

If the Global Note is a CGN, on or after any due date for exchange, the holder of a Global Note may
surrender such Global Note or, in the case of a partial exchange, present it for endorsement to or to
the order of the Fiscal Agent. In exchange for any Global Note, or the part thereof to be exchanged,
the relevant Issuer will (a) in the case of a temporary Global Note exchangeable for a permanent
Global Note, deliver, or procure the delivery of, a permanent Global Note in an aggregate nominal
amount equal to that of the whole or that part of a temporary Global Note that is being exchanged or,
in the case of a subsequent exchange, endorse, or procure the endorsement of, a permanent Global
Note to reflect such exchange or (b) in the case of a Global Note exchangeable for Definitive Notes
or Registered Notes, deliver, or procure the delivery of, an equal aggregate nominal amount of duly
executed and authenticated Definitive Notes and/or Certificates, as the case may be or if the Global
Note is a NGN, the relevant Issuer will procure that details of such exchange be prietaa in

the records of the relevant clearing system. In this Prospé&xfigjtive Notesmeans, in relation to

any Global Note, the definitive Bearer Notes for which such Global Note may be exchanged (if
appropriate, having attached to them all Coupons in respect of interest that have not already been
paid on the Global Note and a Talon). Definitive Notes will be security printed and Certificates will
be printed in accordance with any applicable legal and stock exchange requirements in or
substantially in the form set out in the Schedules to the Agency Agreement/Trust Deed. On exchange
in full of each permanent Global Note, the relevant Issuer will, if the holder so requests, procure that
it is cancelled and returned to the holder together with the relevant Definitive Notes.
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ExchangeDate

Exchange Datemeans, in relation to a temporary Global Note, the day falling after the expiry of 40
days after its issue date and, in relation to a permanent Global Note, a day falling not less than 60
days, or in the case of an exchange for Registered Notes five days, or in the case of failure to pay
principal in respect of any Notes when due 30 days, after that on which the notice requiring
exchange is given and on which banks are open for business in the city in which the specified office
of the Fiscal Agent is located and in the city in which the relevant clearing system is located.

Amendmentto Conditions

The temporary Global Notes, permanent Global Notes and Global Certificates contain provisions
that apply to the Notes that they represent, some of which modify the effect of the terms and
conditions of the Notes set out in this Prospectus. The following is a summary of certain of those
provisions:

Payments

No payment falling due after the Exchange Date will be made on any Global Note unless exchange
for an interest in a permanent Global Note or for Definitive Notes or Registered Notes is improperly
withheld or refused. Payments on any temporary Global Note issued in compliance with the D Rules
before the Exchange Date will only be made against presentation of certification as to non-U.S.
beneficial ownership in the form set out in the Agency Agreement. All payments in respect of Notes
represented by a Global Note in CGN form will be made against presentation for endorsement and,
if no further payment falls to be made in respect of the Notes, surrender of that Global Note to or to
the order of the Fiscal Agent or such other Paying Agent as shall have been notified to the
Noteholders for such purpose. If the Global Note is a CGN, a record of each payment so made will
be endorsed on each Global Note, which endorsement wipirinea facie evidence that such
payment has been made in respect of the Notes. If the Global Note is a NGN or if the Global
Certificate is held under the NSS, the relevant Issuer shall procure that details of each such payment
shall be enteregro ratain the records of the relevant clearing system and in the case of payments of
principal, the nominal amount of the Notes recorded in the records of the relevant clearing system
and represented by the Global Note or the Global Certificate will be reduced accordingly. Payments
under the NGN will be made to its holder. Each payment so made will discharge the relevant
Issuer’s obligations in respect thereof. Any failure to make the entries in the records of the relevant
clearing system shall not affect such discharge.

For the purpose of any payments made in respect of a Global Note, the relevant place of presentation
shall be disregarded in the definition of “business day” set out in Condition N@m-Business

Days.

All payments in respect of Notes represented by a Global Certificate will be made to, or to the order
of, the person whose name is entered on the Register at the close of business on the Clearing System
Business Day immediately prior to the date for payment, wiidearing System Business Day

means Monday to Friday inclusive except 25 December and 1 January.

Notices

So long as any Notes are represented by a permanent Global Note and such permanent Global Note
is held on behalf of a clearing system, notices to the holders of Notes of that Series may be given by
delivery of the relevant notice to the clearing system for communication by it to entitled
accountholders in substitution for publication as required by the Conditions or by delivery of the
relevant notice to the Holder of the permanent Global Note. Any such notice shall be deemed to have
been given to Noteholders on the seventh day after the day on which the said notice was given to the
clearing system. So long as the Notes are admitted to trading on the Regulated Market of the
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Luxembourg Stock Exchange and listed on the official list of the Luxembourg Stock Exchange and
the rules of such exchange so require, notices in respect of such Notes shall be published in a daily
newspaper having circulation in Luxembourg (which is expected to beutemburger Wortpr
published on the website of the Luxembourg Stock Exchamge&/(bourse.lu

Prescription

Claims against the relevant Issuer in respect of Notes which are represented by a permanent Global
Note will become void unless it is presented for payment within a period of ten years (in the case of
principal) and five years (in the case of interest) from the appropriate Relevant Date (as defined in
Condition 8).

Meetings

In respect of Notes issued by the relevant Issuer, the holder of a permanent Global Note or of the
Notes represented by a Global Certificate will be treated as being two persons for the purpose of any
guorum requirements of a meeting of Noteholders and, at any such meeting, as having one vote in
respect of each integral currency unit of the Specified Currency of Notes for which such Global Note
may be exchanged.

Purchaseand Cancellation

Cancellation of any Note surrendered for cancellation following its purchase will be effected by
reduction in the principal amount of the relevant Global Note.

Default

Each Global Note and Global Certificate provides that the holder may cause such Global Note, or a
portion of it, or one or more Registered Notes represented by such Global Certificate to become due
and repayable in the circumstances described in Condition 10 by stating in the notice to the Fiscal
Agent the principal amount of such Global Note or Registered Notes which is becoming due and
repayable. Following the giving of a notice of an Event of Default by or through a common
depository for Euroclear and Clearstream, Luxembourg or if the holder of a Global Note or
Registered Notes represented by a Global Certificate so elects, the Global Note or Registered Notes
represented by the Global Certificate will become void as to the specified portion and the persons
entitled to such portion as accountholders with a clearing system will acquire direct enforcement
rights against the relevant Issuer under the terms of the Deed of Covenant.

Issuers’ Option

No drawing of Notes will be required under Condition 6 in the event that the relevant Issuer
exercises any option relating to those Notes while all such Notes which are outstanding are
represented by a permanent Global Note. In the event that any option of the relevant Issuer is
exercised in respect of some but not all of the Notes of any Series, the rights of accountholders with
Euroclear or Clearstream, Luxembourg in respect of the Notes will be governed by the standard
procedures of Euroclear and/or Clearstream, Luxembourg and shall be reflected in the records of
Euroclear and/or Clearstream, Luxembourg as either a pool factor or a reduction in nominal amount,
at their discretion (as the case may be).

Noteholder’s Options
Any Noteholders’ option may be exercised by the holder of a Global Note giving notice within the

time limits specified in the Conditions to the Fiscal Agent or any Paying Agent (in the case of Bearer
Notes) or to the Registrar or the Transfer Agent (in the case of Registered Notes) of the principal
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amount of Notes in respect of which the option is exercised and at the same time, where the Note is a
CGN, presenting such Global Note for endorsement of exercise.

4.9 NGN nominal amount
Where the Global Note is a NGN, the relevant Issuer shall procure that any exchange, payment,
cancellation, exercise of any option or any right under the Notes, as the case may be, shall be entered

in the records of the relevant clearing systems and, upon any such entry being made, the nominal
amount of the Notes represented by such Global Note shall be adjusted accordingly.
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DESCRIPTION OF THE GUARANTEE

This is a description of the principal terms of the guarantee dated 22 June 2016 given by the Guarantor in
respect of this Guaranteed Euro Medium Term Note Programme. It does not restate the Deed of Guarantee
in its entirety.

1. Guaranteeand Indemnity
1(A) The Guarantor has unconditionally and irrevocably guaranteed:

Q) to each Noteholder the due and punctual payment of any and every sum or sums of money
which the relevant Issuer shall at any time be liable to pay under or pursuant to any Note as
and when the same shall become due and payable and has agreed unconditionally to pay to
such Noteholder, forthwith upon demand by such Noteholder and in the manner and
currency prescribed by the Conditions for payments by the relevant Issuer thereunder, any
and every sum or sums of money which the relevant Issuer shall at any time be liable to pay
under or pursuant to such Note and which the relevant Issuer shall have failed to pay at the
time such demand is made; and

(2) to each Relevant Account Holder the due and punctual payment of all amounts due to such
Relevant Account Holder under the Deed of Covenant as and when the same shall become
due and payable and has agreed unconditionally to pay to such Relevant Account Holder,
forthwith on demand by such Relevant Account Holder and in the manner and in the
currency prescribed by the Conditions for payments by the relevant Issuer thereunder, any
and every sum or sums of money which the relevant Issuer shall at any time be liable to pay
under or pursuant to the Deed of Covenant and which the relevant Issuer shall have failed to
pay at the time demand is made.

1(B) As a separate, additional and continuing obligation, the Guarantor has unconditionally and
irrevocably undertaken to each Noteholder and each Relevant Account Holder that, should any
amount referred to in Clause 1(A) not be recoverable from the Guarantor thereunder for any reason
whatsoever (including, without limitation, by reason of any Note, any provision of any Note, the
Deed of Covenant or any provision thereof being or becoming void, unenforceable or otherwise
invalid under any applicable law) then, notwithstanding that the same may have been known to such
Noteholder or Relevant Account Holder, the Guarantor will, as a sole, original and independent
obligor, upon first written demand under Clause 1(A), make payment of such amount by way of a
full indemnity in such currency and otherwise in such manner as is provided for in the Notes or the
Deed of Covenant (as the case may be) and indemnify each Noteholder and each Relevant Account
Holder against all losses, claims, costs, charges and expenses to which it may be subject or which it
may incur under or in connection with the terms and conditions of the Notes, the Deed of Covenant
or the Deed of Guarantee.

2. Taxesand Withholdings

In the event that any payments made by the Guarantor under the Deed of Guarantee are or become
subject to withholding or deduction for, or on account of, any present or future taxes, duties,
assessments or governmental charges of whatever nature imposed or levied by or on behalf of the
Kingdom of Spain or any authority therein or thereof having power to tax, the Guarantor has
undertaken to the Noteholders and the Relevant Account Holders that it will use its best endeavours,
subject to all applicable laws, regulations and guidelines and for so long as it is required to make any
such withholding or deduction, to effect payment under the Deed of Guarantee to the Noteholders
and Relevant Account Holders through the relevant Issuer, or in such other manner so as to ensure
that no such withholding or deduction is required.
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If payments made to the Noteholders or the Relevant Account Holders under the Deed of Guarantee
through the relevant Issuer or in such other manner so as to ensure that no such withholding or
deduction is required, are or become illegal or contrary to the then applicable regulations or
guidelines, the Guarantor has provided a covenant in favour of each Noteholder and each Relevant
Account Holder that it will duly perform and comply with its obligations expressed to be undertaken

in Condition 8.

3. Preservationof Rights

3(A) The obligations of the Guarantor contained in the Deed of Guarantee shall be deemed to be
undertaken as sole or principal debtor.

3(B) The obligations of the Guarantor contained in the Deed of Guarantee shall constitute and be
continuing obligations notwithstanding any settlement of account or other matters or things
whatsoever and, in particular but without limitation, shall not be considered satisfied by any partial
payment or satisfaction of all or any of the relevant Issuer’s obligations under any Note or the Deed
of Covenant and shall continue in full force and effect in respect of each Note and the Deed of
Covenant until final repayment in full of all amounts owing by the relevant Issuer thereunder and
total satisfaction of all the relevant Issuer’s actual and contingent obligations thereunder.

3(C) Neither the obligations of the Guarantor contained in the Deed of Guarantee nor the rights, powers
and remedies conferred upon the Noteholders, the Relevant Account Holders or any of them by the
Deed of Guarantee or by law shall be discharged, impaired or otherwise affected by:

Q) the winding-up or dissolutionofitbinding in the case of Iberdrola International) of the
relevant Issuer or analogous proceeding in any jurisdiction or any change in its status,
function, control or ownership; or

(2) any of the obligations of the relevant Issuer under any of the Notes or the Deed of Covenant
being or becoming illegal, invalid or unenforceable in any respect; or

3) time or other indulgence being granted or agreed to be granted to the relevant Issuer in
respect of its obligations under any of the Notes or the Deed of Covenant; or

4) any amendment to, or any variation, waiver or release of, any obligation of the relevant
Issuer under any of the Notes or the Deed of Covenant; or

(5) any other act, event or omission which, but for this Clause 3(C), would or might operate to
discharge, impair or otherwise affect the obligations of the Guarantor herein contained or
any of the rights, powers or remedies conferred upon the Noteholders, the Relevant Account
Holders or any of them by the Deed of Guarantee or by law.

3(D) Any settlement or discharge between the Guarantor and the Noteholders, the Relevant Account
Holders or any of them shall be conditional upon no payment to the Noteholders, the Relevant
Account Holders or any of them by the relevant Issuer or any other person on the relevant Issuer’s
behalf being avoided or reduced by virtue of any provisions or enactments relating to bankruptcy,
insolvency or liquidation for the time being in force and, in the event of any such payment being so
avoided or reduced, the Noteholders and the Relevant Account Holders shall each be entitled to
recover the amount by which such payment is so avoided or reduced from the Guarantor
subsequently as if such settlement or discharge had not occurred.

3(E) No Noteholder or Relevant Account Holder shall be obliged before exercising any of the rights,
powers or remedies conferred upon it by the Deed of Guarantee or by law:
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3(F)

3(G)

4(A)

4(B)

4(C)

4(D)

4(E)

Q) to make any demand of the relevant Issuer, other than (in the case of the Holder of a Bearer
Note) the presentation of the relevant Note; or

(2) to take any action or obtain judgment in any court against the relevant Issuer; or

3) to make or file any claim or proof in a winding-up or dissolution (ontbindm¢he case of
Iberdrola International) of the relevant Issuer and, save as aforesaid, the Guarantor hereby
expressly waives, in respect of each Note, presentment, demand and protest and notice of
dishonour.

The Guarantor has agreed that so long as any amounts are or may be owed by the relevant Issuer
under any of the Notes or the Deed of Covenant or the relevant Issuer is under any actual or
contingent obligations thereunder, the Guarantor shall not exercise rights which the Guarantor may
at any time have by reason of performance by the Guarantor of its obligations hereunder:

Q) to be indemnified by the relevant Issuer; and/or

(2) to claim any contribution from any other guarantor of the relevant Issuer’s obligations under
the Notes or the Deed of Covenant; and/or

3) to take the benefit (in whole or in part) of any security taken pursuant to, or in connection
with, any of the Notes or the Deed of Covenant issued by the relevant Issuer, by all or any of
the persons to whom the benefit of the Guarantor’s obligations are given; and/or

(4) to be subrogated to the rights of any Noteholder or Relevant Account Holder against the
relevant Issuer in respect of amounts paid by the Guarantor pursuant to the provisions of the
Deed of Guarantee.

The obligations of the Guarantor under the Deed of Guarantee will at all times rank as described in
Condition 3 of the Notes.

Law and Jurisdiction

Governing Law: The Guarantor has agreed that the Deed of Guarantee and all matters arising from
or connected with it are governed by and shall be construed in accordance with English law.

English courts: The Guarantor has agreed that the courts of England will have exclusive jurisdiction
to settle any dispute @ispute), arising from or connected with the Deed of Guarantee (including a
dispute regarding the existence, validity or termination of the Deed of Guarantee) or the
consequences of its nullity.

Appropriate forum : The Guarantor has agreed that the courts of England are the most appropriate
and convenient courts to settle any Dispute and, accordingly, that it will not argue to the contrary.

Rights of the Noteholders and Relevant Account Holderdt is agreed in the Deed of Guarantee

that Clause 4(B) (English courts) is for the benefit of the Beneficiaries (as defined in the Deed of
Covenant) only. As a result, it has been agreed that nothing in Clause 4 (Law and Jurisdiction)
prevents the Noteholders and Relevant Account Holders from taking proceedings relating to a
Dispute Proceeding$ in any other courts with jurisdiction. To the extent allowed by law, the
Noteholders and Relevant Account Holders may take concurrent Proceedings in any number of
jurisdictions.

Process agentThe Guarantor has agreed that the documents which start any Proceedings and any
other documents required to be served in relation to those Proceedings may be served on it by being
delivered to SPW Investments Limited, 4th Floor, 1 Tudor Street, London, EC4Y OAH, United
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Kingdom or, if different, its registered office for the time being or at any address of the Guarantor in
Great Britain at which process may be served on it in accordance with Part 34 of the Companies Act
2006. If such person is not or ceases to be effectively appointed to accept service of process on
behalf of the Guarantor, the Guarantor has agreed that it shall, on the written demand of any
Noteholder or Relevant Account Holder addressed and delivered to the Guarantor appoint a further
person in England to accept service of process on its behalf and, failing such appointment within 15
days, any Noteholder or Relevant Account Holder shall be entitled to appoint such a person by
written notice addressed to the Guarantor and delivered to the Guarantor. The Guarantor has agreed
that nothing in this paragraph shall affect the right of any Noteholder or Relevant Account Holder to
serve process in any other manner permitted by law. This clause applies to Proceedings in England
and to Proceedings elsewhere.

5. Contracts (Rights of Third Parties) Act 1999

A person who is not a party to this Deed has no rights under the Contracts (Rights of Third Parties)
Act 1999 to enforce any term of this Deed, but this does not affect any right or remedy of a third
party which exists or is available apart from that Act.
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DESCRIPTION OF IBERDROLA INTERNATIONAL
Generalinformation

Iberdrola International, a wholly-owned subsidiary of Iberdrola, was incorporated as a private company with
limited liability (besloten vennootschap met beperkte aansprakelijklosidl0 September 1992 under the

laws of the Netherlands. The registered office of Iberdrola International is at Rapenburgerstraat 179, D, 1011
VM Amsterdam, the Netherlands, with telephone number + 31 20 579 21 24. |berdrola International is
registered at the Dutch Chamber of Commekam{er van Koophandelinder number 33241226. Iberdrola
International was incorporated for an indefinite period. Iberdrola International prepares non-consolidated
annual financial statements only and does not prepare or publish interim financial statements.

Share capital

Iberdrola International’s issued and fully paid-up share capital is 388,000 euro, divided into 776 ordinary
shares of 500 euro each. The whole of the issued and paid-up share capital of Iberdrola International is
owned by Iberdrola. There are currently no arrangements in place, the operation of which may at a future
date result in a change of control of Iberdrola International. There are no measures in place to ensure that the
control of Iberdrola International by Iberdrola is not abused.

Business

Iberdrola International is a finance company which is authorised to raise funds by issuing debt instruments in
the capital and money markets as well as to raise funds in the bank market. The net proceeds from the
issuance of these instruments will be used to prepay maturing debt and for the general corporate purposes of
the Iberdrola Group. Iberdrola International is dependent on Iberdrola to service its obligations under these
instruments.

Management

The member=f Iberdrolalnternational’sboardof managemenfthe Board of Managemen) aredetailedin
thefollowing table:

Name Function

Mr. J.E. HardeVel ......coee e e Managing Directc
Y B = V7= Y o I = Managing Directc
YT R T o o] = Managing Directc
Mr. G. COlINCSAlAZA... ... Managing Directc

The business address of each member of the Board of Management is Rapenburgerstraat 179, D, 1011 VM
Amsterdam, the Netherlands.

No conflict of interest has been notified to Iberdrola International between the duties of the members of the
Board of Management and their private interests or other duties. None of the members of the Board of
Management performs any activities outside Iberdrola International that are significant with respect to
Iberdrola International.

Material contracts
The material contracts entered into by Iberdrola International (other than in its ordinary course of business)

which are relevant to its ability to meet its obligations in respect of the Programme are the Dealership
Agreement, the Agency Agreement and the Deed of Covenant.
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DESCRIPTION OF IBERDROLA FINANZAS
Generalinformation

Iberdrola Finanzas, a wholly-owned subsidiary of Iberdrola, was incorporated on 16 February 2005 as a
corporation $ociedad anénimjaunder the laws of Spain. The registered office of Iberdrola Finanzas is Plaza
Euskadi 5, Bilbao, Spain, with telephone number +34 94 415 1411. Iberdrola Finanzas is registered at
Volume 4525, Book 0, Sheet BI-41875, Folio 89, entry no. 1 in the Biscay Commercial Registry. Iberdrola
Finanzas was incorporated for an indefinite period.

Share capital

The issued and paid-up share capital of lberdrola Finanzas is 100,061,000 euro, divided into 100,061
ordinary registered shares of 1,000 euro each. The whole of the issued and paid-up share capital of Iberdrola
Finanzas is owned by Iberdrola. There are currently no arrangements in place, the operation of which may at
a future date result in a change of control of Iberdrola Finanzas. There are no measures in place to ensure
that the control of Iberdrola Finanzas by Iberdrola is not abused.

Business

The corporate purpose of Iberdrola Finanzas is the issuance of debt securities, whether on a subordinated
basis or not, which are to be traded on the Spanish and international markets. The net proceeds from the
issuance of the debt securities will be deposited with Iberdrola and used for the general corporate purposes of
the lberdrola Group. Iberdrola Finanzas is dependent on Iberdrola to service its obligations under these debt
securities.

Management

Iberdrola Finanzas is managed by a board of directors which are detailed in the following table:

Name Function

Y T AV = T (1 =40 == PP Chairmal

Mr. J.C. REDOHO LICEAG . cvvneeiii e e e Vice-Chairmal
Mr. G. COlINO SAlAZAL..........i i e Secretary

The business address of each director of Iberdrola Finanzas is Plaza Euskadi 5, Bilbao, Spain.

No conflict of interest has been notified to Iberdrola Finanzas between the duties of the directors of Iberdrola
Finanzas and their private interests or other duties. None of the directors of Iberdrola Finanzas performs any
activities outside Iberdrola Finanzas that are significant with respect to Iberdrola Finanzas.

Material contracts
The material contracts entered into by Iberdrola Finanzas (other than in its ordinary course of business)
which are relevant to its ability to meet its obligations in respect of the Programme are the Dealership

Agreement, the Agency Agreement, the Deed of Covenant and each public deed (escriturd gdieiea
into in respect of Notes issued under the Programme.
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DESCRIPTION OF IBERDROLA
Generalinformation

Iberdrola, S.A. Iperdrola) is a listed corporation which was incorporated in the Kingdom of Spain for an
indefinite period on 19 July 1901. Iberdrola is registered in volume 17 of the Companies Section, folio 114,
sheet 901 (current BI-167-A), entry no. 1 in the Biscay Commercial Registry. Its present name was adopted
at the General Shareholders’ Meeting held on 1 November 1992, formalised in a deed executed on 12
December 1992 and recorded with the Biscay Commercial Registry in volume BI-223 of the General
Companies Section, folio 156, sheet BI-167-A, entry no. 923, following the merger of Iberduero, S.A. and
Hidroeléctrica Espafiola, S.A.

Iberdrola (together with its subsidiaries, thserdrola Group and theGroup) is now one of the world’s
leading private electricity companies in terms of market capitalisation and the number of clients it serves.

Iberdrola’s registered offices are in Bilbao (Spain), at Plaza Euskadi, n°.5, 48009 Bilbao, with telephone
number +34 94 415 14 11.

Iberdrola is the parent company of a group of companies carrying out activities primarily in the electricity
and gas industries, in the Kingdom of Spain and other countries, with a significant presence in the United
Kingdom, the United States of America, Mexico and Brazil. With the scope and under the conditions
established in applicable regulations in each territory, the activities carried out in such industries may be
classified into regulated activities and liberalised activities.

Share capital and major shareholders

Iberdrola’s shares are listed on the Spanish stock exchange and admitted to listing on the Spanish electronic
stock market, energy sector, electricity sub-sector, and are included in the IBEX-35 index. In addition, since
23 June 2003, Iberdrola’s shares have been included in the FTSE EuroStoxx 100 index and, since 1
September 2003, in the EuroStoxx 50 index.

As at 31 December 2015, there were 6,336,870,000 shares in issue, all of which are fully subscribed and paid
up. The nominal value of each share is 0.75 euro. As at 31 December 2015, the closing price was 6.550 euro,
resulting in a market capitalisation of 41,506 million euro. All of Iberdrola’s shares are ordinary shares,
represented in book-entry form and the book-entry registry is kept by Sociedad de Gestién de los Sistemas
de Registro, Compensacién y Liquidacién de Valores, S.A. Unipersonal (Iberclear), domiciled at Palacio de
la Bolsa, Plaza de la Lealtad, 1, 28014 Madrid, Spain.

According to information available to Iberdrola, no single person (or group of persons) controls Iberdrola.
Nonetheless, based on publicly available information, at 31 December 2015 significant shareholders holding
more than 3 per cent. of Iberdrola’s ordinary share capital were (a) Qatar Investment Authority holding an
indirect interest through Qatar Holding Luxembourg Il, S.A.R.L. (with an interest of 9.467 per cent.) and
through DGIC Luxembourg, S.A.R.L. (with an interest of 0.259 per cent.); (b) Kutxabank, S.A. holding an
indirect interest through Kartera 1, S.L. (with an interest of 3.472 per cent.); (c) Norges Bank with a direct
interest of 3.018 per cent.; and (d) Blackrock, Inc. with an indirect interest of 3.023 per cent.

On the date of this Base Prospectus, the share capital of Iberdrola amounts to 4,680,000,000 euro,
corresponding to 6,240,000,000 shares, with a nominal value of 0.75 euro each, as a result of the reduction of
share capital on 26 April 2016 by means of redemption of owned shares approved by the General

Shareholders’ Meeting of Iberdrola held on 8 April 2016.

Iberdrola’s position within the Group
Regarding the regulatory framework in Spain, Section 8.1 of Law 24/2014, of December 26, on the

Electricity Industry (hereinafter, tHelectricity Industry Law ) characterises the operation of the system, the
operation of the market and the transmission and distribution of electricity as regulated activities in the
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electricity industry. Section 60.1 of Law 34/1998, of October 7, on the Hydrocarbon Industry (hereinafter,
the Hydrocarbon Industry Law ) characterises the activities of regasification, basic storage, transportation
and distribution of natural gas as regulated activities in the hydrocarbon industry. The production and sale of
electricity and natural gas are considered as deregulated activities.

The Restated Text of theode for the Separation of Activities of the Companies of the Iberdrola Group
Carrying out Regulated Activitiga Spain was approved by the Board of Directors of Iberdrola Espafia at a
meeting held on 10 December 2014 in compliance with the independence standards imposed in connection
with the management separation of regulated and deregulated activities within the groups operating in the
electricity and hydrocarbon industries. The Annual Report on Compliance with the Code of Separation of
Activities and the updated text of the Code are availablenat.iberdrola.es

Following this separation of activities, all historical debt of the Iberdrola Group remains at Iberdrola.
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The corporate structure of the principal subsidiaries of the Iberdrola Group as at the date of this Base
Prospectus is as follows:
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Business

The lberdrola Group is split into five strategic divisions (see table below). Additionally, Corporation
includes the costs of the Group’s structure (Single Corporation), of the administration services of the
corporate areas that are subsequently invoiced to the other companies through specific service agreements.
The Group’s principal activities are the generation and distribution of electricity but, as can be seen from the
table, the Group is also involved in other businesses, including engineering and gas retailing. The Group
operates primarily in Spain but also has significant other investments, particularly in the United Kingdom,
United States, Mexico and Brazil.

The economic and financial information of the Iberdrola Group is structured as follows:

Network Business

This includes the energy Transmission and Distribution businesses, as well as those of any other regulated
nature, originating in Spain, the United Kingdom, the United States and Brazil.

DeregulatedBusiness

This includes the energy Generation and Supply businesses, as well as the trading and gas storage businesse
in the United States, that the Iberdrola Group operates in Spain and Portugal, the United Kingdom and North
America.

RenewablesBusiness

Activities relating to renewable energies in Spain, the United Kingdom, the United States, Mexico, Brazil
and the rest of the world.

Other Businesses
This is a grouping of Engineering and Construction, the non-energy businesses.
Corporation

This encompasses the costs of the Iberdrola Group structure for the administrative services of the corporate
areas that are later billed to the other companies through specific service contracts.

Percentage of Group EBITDA for the financial year ended 31 December 2015 and 2014 based on the
Group’s audited accounts:

Division Description 2015 % 2014 %

Includes all of the energy and distributi

activities and any other regulated activity
originated in Spain, the United Kingdom, the
United States and Brazil

Network 49.3% 50.8%

Includes the electricity generation and s:i
businesses as well as gas trading and stofage
Deregulated businesses carried on by the Group in Spain, 31.8% 32.9%
Portugal, the United Kingdom and North
America
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Includes activities relating to renewal
Renewableq energies in Spain, the United Kingdom, the 21.5% 19.0%
United States and the rest of the world

Includes energy consulting, real estate

; . -0.1% -0.2%
engineering

Other

Corporatiol -2.5% -2.5%

General

As at 31 December 2015, the Group’s installed capacity was 44,574 MW. This represented an increase of 2.5
per cent. in installed capacity (43,468 MW in 2014).

The breakdown of the Group’s capacity by technology is shown in the following table:

Installed capacity (MW) 201t 201¢ % var. 2015-201¢
Hydroelectric 10,392 9,48¢ 9.6
Nuclea 3,16¢€ 3,16¢€ -
Thermal Coe 3,17¢ 3,17¢ -

Gas combined cyc 13,355 13,292 0.5
Cco-generatio 29¢ 29€ 1.0
Renewableenerg 14,18¢ 14,05C 1.0
Total 44,57 43,46¢ 25

The main changes during 2015 were:

- New capacity in hydro plants La Muela (882 MW) and San Pedro (24MW);

- Gas Combined Cycle expanding La Laguna (9 MW) and Tamazunchale (52 MW) in Mexico;

- Cogeneration: in Spain, (3MW) Energyworks Cartagena cogeneration; and

- Renewable energy: 66 MW in Pier Il and 70 MW in Dos Arbolitos in México.
Electricity generation decreased during 2015 by 1.6 per cent. compared with 2014 (130,594 GWh in 2015;
132,726 GWh in 2014). In 2015, the technologies that decreased their generation contribution were;
hydroelectric energy by 29.5 per cent., nuclear by 5.3 per cent., thermal coal by 4.5 per cent. and renewable

energy by 2.8 per cent. The technologies that increased generation contribution were combined cycle plants
by 13.7 per cent. and co-generation by 11.1 per cent.

Of the total electricity generated by the Iberdrola Group in 2015, 54,453 GWh were generated in Spain (a 8.3
per cent. decrease compared to 2014), 18,448 GWh in the United Kingdom (a 1.5 per cent. decrease
compared to 2014), 17,015 GWh in the United States (a 0.8 per cent. decrease compared to 2014), 38.866
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GWh in Mexico (a 8.4 per cent. increase compared to 2014), 441 GWh in Brazil (a 28.2 per cent. increase
compared to 2014) and 1,371 GWh in the rest of the world (a 9.9 per cent. increase compared to 2014).

The breakdown of the Group’s generation by technology is shown in the following table:

Net Production (GWh)| 201t 201¢ | % var. 2015-201¢
Hydroelectric 13,20F | 18,724 -29.5
Nuclea 23,082 | 24,37C -53
Thermal Coe 11,497 | 12,037 -4.5
Gas combined cyc 49,43¢€ | 43,49C 13.7
Cco-generatio 1,792 | 1,614 11.1
Renewable ener 31,581 | 32,491 -2.8
Total 13(,594|13z2,72¢ -1.6

The Iberdrola Group distributed a total of 176,359 GWh in 2015, a 0.7 per cent. increase compared to 2014,
Electricity customers under management reached 18.8 million as at 31 December 2015.

NETWORK

In 2015, the regulatedbusinessobtainedconsolidatedesultsof 1,935.0million euroafter tax, contributing
79.9percent.to theGroup’sconsolidatedesults.

Spain
The regulated business in Spain obtained consolidated results of 917.8 million euro after tax.

As at December 2015, Iberdrola had more than 10.8 million supply points and the total energy distributed
amounted to 94,113 GWh, a 2.2 per cent. increase compared with the same period of the previous year.

United Kingdom

The regulated business in United Kingdom obtained consolidated results of 648.8 million euro after tax.

As at 31 December 2015, Iberdrola distributed to more than 3.51 million customers. The volume of energy
distributed during the year 2015 was 34,009 GWh, representing a decline of 0.6 per cent. in relation to the
same period of the previous year.

United States

The regulated business in the United States obtained consolidated results of 192.8 million euro after tax.

As at 31 December 2015, Iberdrola USA had 2.2 million electricity supply points. The energy distributed
during the year was 32,047 GWh, with an increase of 0.4 per cent. compared with the same period of the

previous year.

The number of gas users in the United States as at 31 December 2015 was 0.99 million, with 31,652 GWh
supplied during the period, 4.8 per cent. more than for the same period of the previous year.
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Brazil
The regulated business in Brazil obtained consolidated results of 175.6 million euro after tax.

As at 31 December 2015, Iberdrola had 2.5 million electricity supply points (in addition, companies of the
group Neoenergia, a joint venture, which are not included due to the application of IFRS 11, have 10.6

supply points).
The decrease in power demand of Brazilian distribution companies was 4.4 per cent., and the number of
customers served by the distributors as at 31 December 2015 were 2.5 million and distributed 16,191 GWh

(in addition, companies of the group Neoenergia, which are not included due to the application of IFRS 11,
distributed 15, 960 GWh).

DEREGULATED

In 2015, the non-regulated business obtained consolidated results of 512.7 million euro after tax,
contributing 21.2 per cent. to the Iberdrola Group’s consolidated results.

Spain

The non-regulated business in Spain obtained consolidated results of 604.5 million euro after tax.

In 2015, the installed capacity of Iberdrola in Spain (excluding Renewables) totalled 19,745 MW.

During 2015, production under the Ordinary Regime (hydroelectric, nuclear, CCGT and coal) decreases by

8.8 per cent., totalling 47,157 GWh. The breakdown of the yearly production by type of technology is as
follows:

Production (GWh) 201t 201¢ % var. 2015-201¢

Hydroelectric 12,48¢ 18,02¢ -30.7
Nuclea 23,08: 24,37( -5.3
Thermal Coe 3,68¢ 2,51¢ 46.5
Gas combined cyc 2,29:¢ 6332 262.2
Cco-generatio 1,791 1,611 11.2
Total 43,33 47,157 -8.1

United Kingdom

The non-regulated business in the United Kingdom obtained consolidated losses of 208.6 million euro after
tax.

As at 31 December 2015, the installed capacity in the United Kingdom (excluding Renewables) amounted to
4,835 MW. The decrease is mainly the result of closure of Longannet in the first quarter of 2016 a thermal
coal facility of 2,400 MW and the impairment of 230 million euro after tax.

With respect to the production deriving from Iberdrola’s conventional generation in the United Kingdom,
this decreased in 2015 by 5.7 per cent. to 14,754 GWh, from 15,637 GWh in 2014.
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Mexico
The non-regulated business in México obtained consolidated results of 197 million euro after tax.

The Iberdrola Group is the leading private electricity producer in Mexico, where its installed capacity
(excluding Renewables) has reached 5,048 MW.

In 2015, the electrical energy supplied was 38,128 GWh, 8.4 per cent. higher than the figure for 2014.
US & Canada

The non-regulated business in the United States and Canada obtained consolidated losses of 79.9 million
euro loss after tax.

The non-regulated business in the United States and Canada incorporates gas assets in the United States an
Canadian assets.

RENEWABLES

In 2015, the renewabledusinessobtainedconsolidatedesultsof 511.2million euroafter tax, contributing
21.1percent.to theGroup’sconsolidatedesults.

As attheendof 2015,therenewabledusinesdlivision (asdescribedabove)reportedaninstalledcapacityof
14,184MW, with anoperatingcapacityof 14,183MW.

Of the14,186MW installedat the endof 2015,58.7 per cent.areplacedoutsideSpain,throughgeographical
diversificationprocessheingcarriedout by Iberdrola.

The geographicabplit of the wind is as follows: 5,508 MW for Spain,5,484 MW for the United States,
1.615MW for the United Kingdom (1,421 MW onshoreand 194 MW offshore)and1,175MW for the rest
of theworld.

OTHER BUSINESSESAND CORPORATION

In 2015, Other Businesses obtained consolidated results of 10.8 million euro after tax (0.4 per cent. to the
Group’s consolidated results), and Corporation obtained consolidated results of 548.1 million euro loss after
tax (-22.6 per cent. to the Group’s consolidated results).

Other Businesses fell due to (i) the lower margin of the Engineering business as a result of a decrease in
activity and (ii) due to the negative contribution and write-off of some real estate assets.

INDUSTRY REGULATION AND FUNCTIONING OF THE ELECTRICITY AND GAS SYSTEM

Both Iberdrola and some of the fully or proportionately consolidated subsidiaries engage in electricity

business activities in Spain and abroad (see the Appendix to the audited consolidated annual financial
statements of the Guarantor for the financial year ended 31 December 2015 incorporated by reference
herein) that are heavily affected by the respective regulatory frameworks. The following sections are a
description of the main regulations affecting the lberdrola Group.

EuropeanUnion

Spain and United Kingdom as Member States of the European Union and all companies operating in them
must comply with the legislation of the European Union.

The target of the energy industry legislation is the completion of the internal gas and electricity markets, in
order to facilitate the exchange of this type of energy and allow any consumer in the European Union to deal
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freely with any supplier in the European Union. In this respect, there are two types of legislation, the
Directives, which set out common criteria to be observed in internal markets and which Member States
should transpose into national legislation and the Regulations, which establish directly applicable norms for
the supranational issues, often related to the transit of gas and electricity.

Another set of regulations that indirectly affects the energy sector are those arising from the energy and
climate policy agreed in 2007. They include three strategic aims of reducing greenhouse gas emissions
(GGE) by 20 per cent., targeting a renewable energy share of 20 per cent. and a 20 per cent. reduction in
consumption, all to be achieved by 2020. Four pieces of complementary legislation have been developed to
meet these targets by 2020: the reform of the EU Emissions Trading S¥teBTS), national targets for

non-EU ETS emissions, national renewable energy targets and carbon capture and storage.

Since 2009, work has been underway to implement the important regulation approved in 2009 related, first,
to internal gas and electricity markets and, second, to the promotion of renewables and the struggle against
climate change. It has been announced that these regulations are soon to be revised.

In October 2014, the European Council agreed new targets for 2030: a 40 per cent. reduction in GGE

compared to 1990, a share of 27 per cent. for renewable energy and a reduction in consumption of 27 per
cent. It also agreed to ensure that in 2020 the electricity exchange capacity among all EU Member States was
at least 10 per cent of the installed capacity. The legislation arising from these agreements has yet to be
developed.

The legislation on infrastructure is also relevant. The European Union has powers with regards to trans-
European networks, specifically those of energy. Various regulations and programmes have been created to
promote a greater connectivity among the Member States. Specifically, programmes like the trans-European
energy networksTEN-E), the European Energy Programme for Recov&fiRR) and the Connecting

Europe Facility CEF). In December 2014, the European Council approved the creation of a Strategic
Investment Plan for the European Union to mobilise Eur 315 billion in 2015 — 2017. It will be structured as a
European Fund for Strategic Investments for investments in infrastructure, including energy and renewable
energy networks. In January 2015, the European Commission submitted the proposal of a Regulation on the
European Fund for Strategic Investments to create the necessary legal framework. On 27 May 2015, an
agreement was reached between the Council, the Parliament and the European Commission on the proposed
Regulation.

On 25 February 2015, the European Commission launched A Framework Strategy for a Resilient Energy
Union with a Forward-Looking Climate Change Policy, that includes fifteen action points to be implemented
during the mandate of the current European Commission, including, among others, setting out the goals of an
energy union and the steps the Commission will take to achieve it, new legislation to redesign and overhaul
the electricity market, ensure the supply for electricity and gas, EU funding for energy efficiency, a new
renewables energy package and a structural reform of EU-ETS. On 18 November 2015, the European
Commission presented its first State of Energy Union reporting advances made in 2015 and steps to be
undertaken in 2016. A guidance on Governance of the Energy Union process was also provided.

On 15 July 2015, the European Commission has published a package of documents that anticipate legislative
action in the field of energy markets. Among the numerous published documents, the following are most
relevant to the Group:

- Communication on market design analysis of the EC on the functioning of the market and their
suggestions for improvement, which include removing price caps as well as a better integration of
renewables in the market. The EC raise also proposals on capacity mechanisms.

- Communication on retail market (New Deal for customejs analyzes the functioning of the retail
market and makes proposals for improvement to facilitate greater interaction with the client
(improvements in information issues and development of new products and agents). Linked to this
communication, the European Commission has published a document of “best practices” in self
consumption.
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— Reform of the ETS directive: legislative proposal to send to the European Parliament and the
Council for processing. Covers, inter alia, the Market Stability Res&t@&R], and the protection of
industrial sectors at risk of carbon leakage.

Other EU regulation

The following regulations of significance to the energy sector were approved in 2015:

— Commission Regulation (EL2015/1222f 24 July 2015 established a guideline on capacity allocation
and congestion management. This Regulation lays down detailed guidelines on cross-zonal capacity
allocation and congestion management in the day-ahead and intraday markets, including the
requirements for the establishment of common methodologies for determining the volumes of capacity
simultaneously available between bidding zones, criteria to assess efficiency and a review process for
defining bidding zones. This Regulation shall apply to all transmission systems and interconnections in
the Union except the transmission systems on islands which are not connected with other.

— On 9 October 2015 the Decision 2015/1814 of the European Parliament and of The Council concerning
the establishment and operation of a market stability reserve for the Union greenhouse gas emission
trading scheme and amending Directive 2003/87/EC was published. A market stability reserve shall be
established in 2018 and the placing of allowances in the reserve shall operate from 1 January 2019. It
was established to reduce the quantity of 900 million allowances from auctioning volumes during the
period 2014-2016, that shall not be added to the volumes to be auctioned in 2019 and 2020 but shall
instead be placed in the reserve. Each year, a number of allowances equal to 12 per cent. of the total
number of allowances in circulation, shall be deducted from the volume of allowances to be auctioned
by the Member States and shall be placed in the reserve over a period of 12 months beginning on 1
September of that year, unless the number of allowances to be placed in the reserve would be less than
100 million. In any year, if the total number of allowances in circulation is less than 400 million, 100
million allowances shall be released from the reserve and added to the volume of allowances to be
auctioned by the Member States.

— On 28 November 2015 the Directive 2015/2193 of the European Parliament and of The Council of 25
November 2015 on the limitation of emissions of certain pollutants into the air from medium
combustion plants was published. This Directive establishes the mandatory register of this units,
specific limit for certain components (sulphur dioxide, nitrogen oxides, ammonia and volatile organic
compounds) and rules to control other polluants (carbon monoxide). The maximum deadline of
adaptation contemplated in the Directive for certain existing plants is 2030.

In January 2016, the OJEU publishBelegated Regulation 2016/89 amending Regulation 347/2013,
concerning the Union’s list of projects of common interéisis an update of the first list of Projects of
Common Interest of 2013. New projects are added and others disappear (basically those for which
implementation has begun). This list was published for the first time by the European Commission on 18
November 2015, at the time of the State of the Energy Union Report.

INDUSTRY REGULATION IN SPAIN

The National Commission for Market and Competition CNMC is as a public body attached to the Ministry
of Economy and Competitiveness and is subject to parliamentary scrutiny. It has the functions of market
regulation and supervision.

Industry regulation and functioning of the electricity systemin Spain

The electricity sector is regulated by the Electricity Industry Law 24/2013, of 26 Decemberl20i13 (
24/2013.

The following summarises the principles that govern Law 24/2013.
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1. Separationof activities

The regulation prescribes a separation between the activities carried out in the competitive sector and
others that are considered to be regulated activities. Companies that carry out any activities defined
by the law as regulated (economic and technical management of the system, transmission and
distribution) must have these as their sole corporate purpose and cannot, therefore, engage in
unregulated activities (generation, retail or other activities unrelated to electricity or activities
abroad). However, a group of companies may carry out incompatible activities provided that these
are performed by different companies within it and meet independence criteria. In addition, it
prescribes a separation between regulated and deregulated activities for accounting purposes.

2. Competition in power generationactivity through the following measures
- The production of electricity is developed in a free competition environment.

- Generation dispatch is determined by the daily market. The producers of electricity, other than
special cases and exceptions provided for in the law, tender hourly bids for the selling price of
electricity of each of the production units owned by them. The operating order of the production
units is established on the basis of the lowest bids made until demand is satisfied in each
programming period and the energy produced in each programming period is remunerated at the
price matched between supply and demand. There is also the option of recourse to the intraday
markets (six every day), where operators can adjust their positions with respect to their daily
programmes. Meanwhile, the production facilities contribute to the provision of whatever
additional services may be necessary to guarantee adequate supply, obtaining additional
remuneration for such services.

- In addition to the market remuneration, the Ministry of Industry, Energy and Tourism may
establish remuneration entailing payment for capacity. In this regard, Orders ITC 2794/2007,
ITC 3860/2007 and ITC 3127/2011 regulate payments for capacity, which consist of an
investment incentive, an environmental incentive and an availability service. Royal Decree-Law
13/2012 temporarily modifies the investment incentive and the environmental incentive until a
new capacity payment system is developed.

- The installation of new generating facilities is deemed to be liberalised, without prejudice to the
obtainment of the necessary authorisations.

- Producers are entitled to use in their generating facilities the primary energy sources that they
deem most appropriate, subject to such restrictions with respect to the environment, as might be
provided for in current legislation.

- In December 2014 the Royal Decree 134/2010 related to incentivise the use of indigenous coal
come to an end.

- On 10 June 2014, Royal Decree 413/2014 on electricity generation by means of renewable,
cogeneration and waste facilities was published, confirming a new remuneration scheme for
these installations and enabling investors to achieve a “reasonable rate of return” on their
investments through the specific remuneration in addition to the electricity market price. The
new specific remuneration scheme consists of the sum of:

+ ‘“investment remuneration” (€/MW) to cover, where applicable, the investment costs that
cannot be recovered from the electricity sale in market; and

« ‘“operation remuneration” (€/MWh) to cover, where applicable, the difference between
the operating costs and income obtained from participation in the electricity market.
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- This new specific remuneration scheme will be calculated on the basis of a standard installation
during its useful regulatory lifetime and referenced to the activity carried out by an efficient and
well-run company according to the following standards:

» the revenues from the sale of power;
» the operation costs needed for the activity; and
« the value of the initial investment.

This remuneration regime will be based on a reasonable rate of return of the investments, defined on
the basis of the average yield on 10 year government bonds plus a differential, initially fixed at 300
basis points for the first regulatory period ending on 31 December 2019 (that is, 7.398 per cent.
before taxes).

Six year regulatory periods and three year regulatory sub-periods have been set. The remuneration
parameters related to the market price forecasts may be changed every three years, including the
deviations produced in the sub-period. The standard parameters of the installations may be changed
every six years, except for the standard initial investment value and the regulatory lifetime, which
will remain unchanged during the installations’ regulatory lifetime. The reasonable rate of return
may be changed by law every six years, but only for remuneration in the future. The return on
operation in circumstances where the operating cost of a technology is dependent on fuel prices may
be changed at least once a year. The last Order published regarding to update this operational costs is
the Order IET/1345/2015.

The standard value of the investment for new installations will be set through a competitive
tendering process. On the other hand, Royal Decree 413/2014 established that an order from the
Ministry of Industry, Energy and Tourism will establish a classification of standard installations in
terms of the technology, installed capacity or any another characteristic that may be considered
necessary for the application of this remunerative scheme. Hence, on 20 June 2014, the Ministry
published Order IET/1045/2014, of 16 June 2014 approving the remuneration parameters for
standard installations already in operation.

Finally, on 21 January 2016he Resolution of 18 January 2016 by the General Directorate of
Energy and Mining Policy was published, resolving the auction for the allocation of the specific
remuneration regime to new biomass-based electricity production facilities within the mainland
power system and to wind technology facilities, pursuant to the provisions of Royal Decree
947/2015, of 16 October. Royal Decree 947/2015 stipulates a call for the granting of the specific
remuneration regime to new biomass-based electricity production facilities within the mainland
power system and to wind technology facilities (200 MW of biomass and 500 MW of wind). The
allocation procedure and the remuneration parameters are set out in ministerial order IET/2212/2015,
and the auction was called by the State Secretariat for Energy’s Resolution of 30 November 2015.
Said auction was held on 14 January. All of the MW, both wind and biomass, were awarded, with
the peculiarity that in both technologies, the discount proved to be 100 per cent., so that no awardee
will receive remuneration for investment costs.

3. Guaranteeof the proper functioning of the system,by using the following measures

- System operation: Red Eléctrica de Espafia, S.A. carries on the transmission management and
system operation activities. As system operator, it is responsible for managing the adjustment
markets to guarantee a balance between energy demand and generation.

- Functioning of the market: With the creation of the Iberian Electricity Mark®IBEL ), since
July 2006 the Portuguese and Spanish forward markets have operated on an integrated basis, and
since July 2007 so have the short-term daily and intra-day markets. Currently the Iberian Market
Operator OMI) is responsible for the operation of MIBEL. OMI originated in the fusion of
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OMI-Spain, responsible for the management of the daily and intra-day markets, and OMI-
Portugal, responsible for the forward market.

4. Legislation applying to regulated activities

Law 24/2013 establishes that distribution and transmission are classified as regulated activities that
are not subject to the free competition and market regime.

Royal Decree-Law 9/2013 fixes the transitory methodology that will govern the transmission and
distribution activities until the new royal decrees related to transmission and distribution are
approved. It established that, for the revenue of these activities, an “efficient and well-run company”
will be considered applying uniform criteria throughout the Spanish territory. Further it established
that these economic regimes allow adequate revenue of a low-risk activity. The methodology used to
calculate the revenue for the distribution activity defines a “regulatory assets base” for the activity,
that evolves upwards according to the investments made and downwards according to the related
depreciation, in order to fix its revenue. In the application of these principles it established a rate of
return on assets linked to government bonds plus a spread.

Subsequently, Law 24/2013, published on 27 December 2013, introduced the following:

- Introduction of the &fficient and well-run compatigoncept, considering these activities as low
risk.

- The regulatory periods extend to six years.

- For regulatory purposes, the accrual and collection of the remuneration generated by the
installations that entered into operation in the year n starts in the year n+2.

- The assets in operation not fully depreciated will receive an investment remuneration
considering their net value for the financial remuneration. The financial remuneration rate will
be based on ten year government bonds plus an appropriate spread for a low risk activity.

On 30 December 2013 two royal decrees regulating the new remuneration methodology of the
transmission (Royal Decree 1047/2013) and distribution (Royal Decree 1048/2013) activities were
published, following the regulatory and tax measures that started in the second half of 2013.

The methodology set out in Royal Decree 1048/2013 is based on new standard investment and
operation costs. The aim is to reduce costs by introducing efficiency mechanisms and limitations
concerning the annual investment volume. The recalculation of the base remuneration will be carried
out during its first year of implementation, which includes the initial regulatory asset of the
companies. Investment limits are also established (sector's maximum 0.13 per cent. of gross
domestic product). The financial remuneration rate of the asset embodies the principles established
in Law 24/2013, referenced to ten year government bonds plus an appropriate spread for a low risk
activity.

Royal Decree 1048/2013 includes changes in the existing incentives; in quality (it may fluctuate
between +2 per cent. and -3 per cent. of the company’s remuneration) and losses (it may fluctuate
between +1 per cent. and -2 per cent.). A new incentive regarding fight against fraud has been
created, which may reach 1.5 per cent of the company’s remuneration. For the application of the new
remuneration model contained in Royal Decree 1048/2013, its regulatory development must be
published; until then, as established in Royal Decree 1048/2013, the remuneration scheme of Royal
Decree-Law 9/2013 will be maintained.

The remuneration system culminates with orders IET/2659/2015 for electricity transmission and

IET/2660/2015 for electicity distribution, published on 12 December 2015, which determine the type
installations and unit values to consider when calculating the remuneration for 2016 and following.
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5. Tariffs or accesgolls

Access tariffs are uniform across the country and are collected by the distributors, which act as the
collection agents of the electricity system.

Royal Decree-Law 14/2010, of 23 December 2010, extended the application of access tolls to
electricity producers of both the ordinary and the special regime, and established that the producers
would be regulated taking into consideration the energy fed into the grid. In addition, prior to further
tolls being implemented, Royal Decree-Law 14/2010 established that an access toll of Euro 0.5 per
MWh fed into the grid will be applied to producers that are connected to the grid.

Subsequently, Royal Decree 1544/2011, of 31 October 2011 implemented the aforementioned
regulation of access tolls for electricity producers.

On 1 February 2014, the ministry published Order IET/107/2014, of 31 January 2014, which revised
the electric power access tariffs for 2014 and included two main aspects: firstly, it changed the
weighting of the fixed part of the access tariffs (paid on the basis of the contracted capacity), and
secondly, the tariffs were increased to cover the growth of the regulated costs.

Law 32/2014, of 22 December 2014, on metrology, modifies Law 24/2013, clarifying that the legal
authority to establish the structure and conditions applicable to the access tariffs for transmission and
distribution networks corresponds to the government.

Finally, Order IET/2444/2014 continued access tolls established in 2014, and the pricing structure of
power and energy defined in 2014 and Order IET/2735/2015 establishes the access tolls for 2016.

6. Progressiveliberalisation of electricity supply and introduction of retailing activity

The supply of electric power is completely deregulated and all consumers must contract their supply
of electricity with a trader. From 1 July 2009, those consumers who fulfil certain criteria have been
able to opt to contract electricity with a ‘Last Resort’ TradduR), which from July 2014 became a
Reference TradelCOR), with the Last Resort RatdUR), now the Voluntary Price for the Small
Consumer PVPC). TUR has been retained for vulnerable consumers and those who do not fulfil the
requirements for the PVPC and who temporarily do not have a current contract with a free market
trader.

Law 3/2014, of 27 March 2014, obliges CORs to offer contracts in which the price of electric power
is fixed for a specific period for consumers with a right to the PVPC.

Royal Decree 216/2014, of 28 March 2014, established the methodology for calculating the PVPC
and their legal regimen for contracting. It determines the structure of the PVPC that will be

applicable to low voltage consumers with a contracted capacity up to 10 kW. Similarly, it determines
the procedure for calculating the production cost of electric power on the basis of the hourly price in
the daily market during the billing period. In addition, as established by Law 3/2014, it provides the

option for consumers to contracting an electricity price fixed for a year with the reference trader.

This legislation provides the Spanish electricity sector with three forms in which traders can supply
power to consumers:

- Reference supply:

 PVPC: the method that has applied by default from 1 July 2014 if the consumer was
subject to the previous TUR.

« Annual fixed price in a regulated market offered by the reference trader.

- Contracting in the deregulated market with a trader.
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- Last Resort Supply: a form of supply applicable to vulnerable consumers and those who do not
fulfil the requirements for the PVPC and temporarily do not have a current contract with a free
market trader.

The Resolution of 2 June 2015 of the State Secretariat for Energy, approved six procedures
necessary for billing hourly to those consumers covered by the PVPC. This resolution establishes a
period of adaptation of IT systems until 1 October 2015. From this date onwards, all consumers
having an hourly meter should be billed according to the hourly consumption and price.

On 6 February 2016, the Supreme Court issued a judgment (dated on 3 November 2015) that cancels
the commercial fix margin used to stablish the PVPC, which is the Reference Trader’s remuneration.
The Supreme Court overturns the current value of 4 €/kW/year with effect from 1 April 2014 and
orders the Government to set a new value after stablishing a new methodology. Until then, the
current value will be used for billing as a temporary value, as it is set out in the Order IET /
2735/2015 electric tolls for 2016.

7. Price formation and tariff structure

Law 24/2013 regulates the aspects relating to the PVPCs, which are defined as the maximum prices
that the suppliers that assume the reference supply obligations will be able to charge.

They will be calculated as the sum of the following items:

- the production cost of electricity, based on market mechanisms, taking account of the average
price set in the production market during the billing period;

- the corresponding access tolls and fees; and
- the corresponding supply costs.
8. Social Tariff

Royal Decree-Law 9/2013 sets out the social tariff for consumers with certain social, consumption
and purchase power characteristics supplied at the TUR at their normal residence, and the financing
of the social tariff costs. This tariff is calculated as 75 per cent. of the PVPC. Until the social and
economic indicators are developed for application, the social tariff will apply to individuals in their
normal residence supplied under the last resort scheme with contracted capacity of less than 3 kW, to
large families or families whose members are all unemployed and to certain pensioners 60 years old
or older receiving minimum pensions.

Such costs shall be borne by the parent company of vertically integrated companies. The allocation
of the social tariff costs among such companies will be made according to the number of supplies
connected to the distribution network and the number of customers of the retail business of the

group.

Royal Decree 968/2014, of 21 November 2014, developed the methodology for fixing the percentage
shares of the amounts to be financed with regard to the social tariff. These percentages will be
calculated annually by the CNMC for each business group, as the relation between (i) the sum of the
annual averages of the number of feeds connected to the distribution networks of the distributors and
of the number of customers of the distributors in which the group participates, and (ii) the sum of all
the annual average values of feeds and customers of all the business groups that should be
considered for the effects of this sharing.

On 20 October 2015, the ministry published Order IET/2182/2015, of 15 October, which set the
percentage shares of the amounts to be financed with regard to the social tariff for 2015. According
to this order, Iberdrola should finance 38.25 per cent.
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10.

Load Manager
Royal Decree-Law 6/2010 introduced the load manager as another agent in the system.

Royal Decree 647/2011, which was approved in May 2011, regulates the functions of load
managers, defined agdmpanies that, as consumers, are authorised to resell electricity for power
recharging services. Load managers are the only subjects with character wholesale customer under
the terms provided for the applicable Community regulatidReyal Decree 647/2011 sets forth the
requirements and obligations of load managers. It also created a new super off-peak tariff applicable
to contracts of up to 15 kW, thereby creating a third hour period (from 1 a.m. to 7 a.m.) aimed at
encouraging the charging of electric vehicles in this period.

Emissionallowances

Regarding environment regulations, the issue of CO2 emissions allowances is critical. This concerns
the obligation placed on industry and electricity companies by Directive 2003/87/CE to deliver an
emission allowance for each ton of CO2 emitted by a plant, and the cap is reduced over time so that
total emissions fall. In 2020, emissions from sectors covered by the EU ETS will be 21 per cent.
lower than in 2005.

In 2009, within the European Union’s Green Package for energy and climate change, Directive
29/2009 was approved, introducing changes and extending the European Union emissions trading
system beyond 2012. Phase 3 (2013-20), significantly different from previous phases, is based on
rules which are far more harmonised than before. The main changes in the Directive were: the
default method of allocating allowances is auctioning, not free allocation, although transitional free
allocation is envisaged in some cases; extension of the periods of compliance to be followed by
consecutive periods in which the amount of rights is determined on an European Union-wide scale;
it also provides that allowances can be carried over one period to the next (called “banking”). As a
result of the new rules, since 2013, Iberdrola has no longer had the right to receive any free
allocation.

The auctioning of allowances is governed by the EU ETS Auctioning Regulation. This covers the
timing, administration and other aspects of auctioning to ensure it is conducted in an open,
transparent, harmonised and non-discriminatory manner. Two auction platforms are in place:
European Energy Exchang&EX) (common platform for the large majority of countries
participating in the EU ETS) and Futures EurofieE() (acts as the United Kingdom'’s platform).

The Member States’ shares in the auctioning volume in 2013 to 2020 are distributed as follows: (i)
80 per cent. on the basis of their share of verified emissions in 2005 or the average of the 2005-2007
period, (ii) 10 per cent. are allocated to the least wealthy EU member states as an additional source
of revenue to help them invest in reducing the carbon intensity of their economies and adapt to
climate change, and (iii) the remaining 2 per cent. is given as a ‘Kyoto bonus’ to nine EU Member
States, which by 2005 had reduced their greenhouse gas emissions by at least 20 per cent. of levels
in their Kyoto Protocol base year.

A surplus of emission allowances has built up in the ETS since 2009, largely due to the economic
crisis (which has reduced emissions more than anticipated) and high imports of international credits.
This has led to lower carbon prices and thus a weaker incentive to reduce emissions. The European
Commission is addressing this through short- and long-term measures. As a short-term measure the
Commission postponed in February 2014 the auctioning of 900 million allowances until 2019-2020
(backloading).

As a long-term solution, changes will be introduced to reform the ETS by establishing a MSR as of
2018, operating from 1 January 2019. The reserve will address the current surplus of allowances and
improve the system’s resilience to major shocks by adjusting the supply of allowances to be
auctioned. It will operate entirely according to pre-defined rules. The ‘backloading’ was also
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amended by MSR Decision, passed in October 2015: backloaded allowances will not return to the
market, instead they will be introduced in MSR.

11. Revenueshortfall

Electricity Industry Law 54/1997, of 27 November 1997, introduced the liberalisation of electricity
generation and retailing activities. The difference between the access tariff revenue established by
the government and real costs related to these tariffs resulted in a revenue shortfall which led to
problems and modifications in the functioning of the system.

To fund this shortfall, which is deferred through the recognition of long-term collection rights
recovered by the annuities incorporated in annual fees, a series of measures have been adopted.

The first measure was Royal Decree-Law 6/2009, of 30 April 2009, that set limits to the increase of
the deficit and defined a framework for the gradual sufficiency of the access tolls. It also addressed
the mechanism for funding the tariff deficit through a securitisation fund set up for this purpose
(electricity deficit redeeming fund=ADE)).

As measures adopted since 2009 proved to be insufficient throughout 2013, the government carried
out a process of regulatory and tax reform for the electricity sector. As a step prior to this reform,
Law 15/2012 established new tax measures and Royal Decree-Law 9/2013, was approved, adopting
urgent measures to guarantee the financial stability of the electric system methodology for the
calculation of the remuneration of the transmission and distribution activities, special regime and
capacity payments, among other measures.

Finally, Law 24/2013 is governed by the principle of economic and financial sustainability of the
electricity system, meaning that any regulatory measure which causes an increase in costs or a
reduction in income for the electricity system should incorporate an equivalent reduction of other
cost items or an equivalent increase in income that ensures the equilibrium of the system. Thus, the
possibility of new deficits accumulating, as have occurred in the past, is ruled out.

This principle is reinforced with the obligation to automatically review the tolls and fees if the
temporary imbalances between revenues and costs of the electricity system exceed the following
limits from 2014 onwards:

- 2 per cent of the income estimated for the system in a given year.

- The debt accumulated due to imbalances in preceding periods may not exceed 5 per cent of the
income estimated for the system in a given year.

The part of the imbalance that, without exceeding such limits, is not compensated by increases in
tolls and fees will be financed by the parties to the settlement system in proportion to the
remuneration that corresponds to them for their activities.

The amounts thus contributed will be returned in the corresponding settlements during the following
five years together with an interest rate equivalent to the market rate.

In contrast to the previous system, these imbalances will not be financed exclusively by large
companies and the collection rights corresponding to income deficits may not be assigned to the
Securitisation Fund of the Electricity System Debt after 1 January 2013.

With regard to the excess income that could arise, it will be used to compensate imbalances from

previous years and, as long as there are debts pending from previous years, the access tolls and fees
may not be revised downward.
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12.

13.

Royal Decree 680/2014, of 1 August 2014, regulates the procedure of budgeting, recognition,

settlement and control of the surcharges on the production of electric power in the isolated electricity

systems of the non-peninsular territories charged to the central state budget, thus developing the
provisions of Law 24/2013, which established that from 1 January 2014, 50 per cent of these

surcharges would be financed against the central state budget.

At the end all these measures have enabled the final statements of 2014 to be closed with a surplus
of €550.3 million. This surplus will not be used as an income in the regulated settlement of the
current financial year.

Self-consumption

Self-consumption is regulated for the first time in the Law 24/2013 and defined as the electric energy
provided by generation installations associated with a consumer. Self-consumers must pay the same
access tariff for the consumed energy as other customers. In addition, a mandatory register for self
consumption installations is created.

Later, Royal Decree - Law 9/2015 of 10 July modified Law 24/2013 to establish the possibility of
setting reductions in tolls, fees and costs for certain categories of consumers for which the maximum
contracted power consumption and generation installed shall not exceed 10 kW. This measure is
exceptionally and it will be implemented as long as the safety and economic and financial
sustainability of the system is ensured.

Finally, Royal Decree 900/2015 of 10 October regulated the administrative, technical and financial
conditions of the self-consumption modalities. It differentiated between two types of self-
consumption:

1. Supply with self-consumption: a consumer in a single electricity supply point or installation,
with an internal network of one or more installations to generate electricity for self-consumption.
In this case, the consumer is considered a single subject. The contracted power shall not exceed
100 kW and discharges of energy to the grid do not receive monetary compensation.

2. Production with self-consumption: a consumer in an electricity supply point or installation
associated with one or several production facilities duly registered in the administrative record of
energy production facilities. In this case there are two subj#lsesconsumer and the producer.

Regarding the economic regime, and until charges associated with system costs are approved, the
self-consumer must pay a fixed charge and a variable charge applicable to the self-consumed energy.
However, those consumers who fall into the supply with self-consumption modality and have
contracted power less than or equal to 10 kW will be exempt from the temporary charge for the self
consumed energy, from the insulated electrical systems (Canary islands, Ceuta, Melilla, Ibiza and
Formentera), and from cogeneration until 31 December 2019. Self-consumers also pay network tolls
for the use of the network, like other consumers.

Interruptibility

The interruptibility service for a consumer consists in the reduction of its contracted capacity in
response to a reduction order from the system operator. This order will be given taking account of
the needs that arise in the operation of the electricity system, according to criteria of security and
lowest cost.

The system operator will request the execution of the capacity reduction option, following economic
and technical criteria:

- Economic criteria: In situations where the application of the service has a lower cost than that
of the adjustment services of the system.
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- Technical criteria: As a rapid response mechanism in emergency situations in the operation of
the system.

To execute the option, the system operator will send a power reduction order to the service providers
who will reduce their active power demanded until the committed residual power values are
fulfilled.

The allocation of the interruptibility service will be carried out through an auction procedure
managed by the system operator, as established in Order IET/2013/2013, therefore guaranteeing the
effective provision of the service and its execution at the lowest cost for the electricity system.

The Resolution of 10 October 2014 of the State Secretariat for Energy, approves the characteristics
of the competitive auction procedure for the allocation of the interruptibility demand management
service for the 2015 electricity season (applicable from 1 January 2015 to 31 December 2015).
Among others aspects, this resolution defines the maximum amounts to be auctioned for each type of
product, the starting price, the period of delivery of the interruptible power and the date of each
auction for the allocation of the interruptibility demand management service for the season (the
auctions took place from 17 November 2014 to 21 November 2014). Subsequently, an extraordinary
auction, approved by means of the Resolution of 17 December 2014, was carried out.

The Resolution of 9 July 2015 of the State Secretariat for Energy, approves the calendar of the
competitive auction for the allocation of the interruptibility demand management service for the
2016 electricity season. The auction took place between 3 August and 4 September 2015.

14. Energy efficiency

Energy efficiency is an essential aspect of the European 2020 strategy for sustainable growth and
one of the most effective forms of strengthening the security of energy supply and reducing
emissions of greenhouse gases and other pollutants. In this sense, the European Union has set itself
the target of achieving a 20 per cent improvement in energy efficiency by 2020.

Law 18/2014, of 15 October 2014, approving measures for growth, competitiveness and efficiency,
contains a set of mechanisms designed to achieve the energy saving targets established in the Energy
Efficiency Directive. To this end, it created the National Energy Efficiency Fund, managed by the
Institute for the Diversification and Saving of Enerdpys(ituto para la Diversificacién y Ahorro de

la Energig and financed by an annual contribution from all suppliers of gas and electricity,
wholesalers of oil products and of liquid petroleum gases, according to their sales. Order
IET/289/2015, of 20 February 2015, established the contribution obligations for 2015.

Law 8/2015, of 21 May 2015, modified Law 18/2014 and established that the obliged entities must
make an annual contribution from 2016 onwards to the National Energy Efficiency Fund in four
instalments: on 31 March, 30 June, 30 September and 31 December of each year. In addition, in order
to establish the annual contribution for each obliged entity, positive or negative adjustments can be
made, resulting from data provided by the obliged entities, such as sales and other variables, and
data set out by the relevant ministerial order of the previous year.

Finally, Order IET/359/2016 of 17 March 2016 established the contribution obligations for 2016.
Industry regulation and functioning of the gassystemin Spain
The natural gas sector in Spain has undergone significant changes in its structure and operation in the last
years, from a monopoly to a fully open market, driven mainly by the deregulation measures in European

Directives (2009/73/EC is currently in force) aimed at opening up markets and creating a single European
gas market.
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These liberalised principles have been incorporated and developed in Spanish law through the Hydrocarbon
Industry Law, which began the deregulation process and, more recently, through the Law 12/2007 and the
Royal Decree-Law 13/2012 which completed it.

The Hydrocarbon Industry Law laid the foundations for the new gas system, particularly with regard to the

separation of activities (regulated and deregulated), the introduction of third-party access to the regulated
network, the abolition of the former concessions for piped gas supply and their conversion into regulated
administrative permits, and the establishment of a timetable for progressive market deregulation.

In line with these principles, the gas system has been structured around two types of activities: regulated
activities (regasification, basic storage, transmission and distribution) and deregulated activities (trading and

supply).

The Hydrocarbon Industry Law provided for the legal separation of deregulated and regulated activities and
the segregation for accounting purposes of the various regulated activities. In addition, with the publication
of Law 12/2007, Spain moved a step closer to achieving functional separation between network activities
and deregulated activities and between network activities and technical system management. In 2012, Royal
Decree-Law 13/2012 was approved, transposing Directive 2009/73/EC, and established further measures of
separation in management of the transmission network.

Although the Hydrocarbon Industry Law established the general principles underpinning the new Spanish
gas system, the sector’s deregulation did not come into practice until 2001, following publication of Royal
Decree-Law 6/2000, on urgent measures to intensify competition in the goods and services markets, and
Royal Decree 949/2001, regulating third party access to gas installations and establishing an integrated
economic system for the natural gas sector.

The first of these decrees enacted certain elements of the Hydrocarbon Industry Law with the aim of
fostering measures that would facilitate the elimination of entry barriers for new supply companies. In
particular, it created the technical system manager (ENAGAS, S.A.), provided for a 25 per cent gas release
under the contract for natural gas brought from Algeria through the Maghreb pipeline, and brought forward
the timetable for deregulation.

The second, Royal Decree 949/2001, established firstly the specific terms and conditions for third-party
network access and, secondly, a remuneration system for regulated activities and a cost-based system of
tariffs, tolls and fees structured according to pressure levels and consumption bands.

The remuneration assigned to each company as well as the tariffs, tolls and fees are updated periodically by
ministerial orders and resolutions.

The economic system also established a settlement procedure that would allow for redistribution of revenues
collected in the form of tariffs, tolls and fees between the various regulated activities in accordance with the
remuneration method established. The body responsible for effecting this redistribution is the Ministry of
Industry, Energy and Tourism.

Other issues related to the regulation of the transmission, distribution and supply businesses, the
administrative authorisation procedures for natural gas facilities and the regulation of certain aspects of the
supply business are dealt with in Royal Decree 1434/2002.

As for the technical operation of the system, the operating regulations are established in Order ITC
3126/2005 enacting the gas system technical management rules. Inter alia, these regulations established that
each operator is individually responsible for maintaining its liquidity and enacts specific protocols for the
conduct of the technical system manager in exceptional operating circumstances.

Despite the sector’s progressive deregulation, prevailing regulations uphold the state’s obligation to ensure

the safety and continuity of supply. To this end, Royal Decree 1766/2007 stipulates that direct market
suppliers and consumers must maintain minimum security stocks equivalent to 20 days’ consumption. In
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addition, it limits the maximum percentage of gas supplies that may be sourced from a single country to 50
per cent.

The state also maintains responsibility for obligatory planning work for certain infrastructures (for example,
gas pipelines forming the core transmission network, the secondary transmission network, determining the
total liquid natural gas regasification capacity necessary to supply the system and core natural gas storage
facilities). For all other infrastructures, the state’s planning work is indicative only. In 2012, Royal Decree-
Law 13/2012 enacted a series of measures to halt the construction of new infrastructure in a context of
falling demand for gas.

As mentioned above, in Spain the deregulation process was completed with Law 12/2007 transposing
Directive 2003/55/EC. The two key changes enacted by this law were the elimination of regulated supply
and the functional separation between network activities and deregulated activities.

In the Spanish gas system, the market deregulation process was completed on 1 July 2008 with the
elimination of regulated supply for customers and the creation of last-resort supply. Currently, low-pressure

customers with annual consumption of less than 50,000 kwh who do not choose another supply option shall
be supplied by a last-resort supplier at a price calculated automatically. This additional rate is called the last
resort tariff.

Law 18/2014, on measures for growth, competitiveness and efficiency, previously Royal Decree-Law
8/2014, established the principle of economic and financial sustainability for the gas system. This principle is
reinforced with the obligation to automatically review tolls and fees if the annual imbalance between
revenues and costs of the gas system exceeds the following limits:

— 10 per cent. of the income receivable for the year; or

— 15 per cent. of the sum of the annual imbalance plus annual payments recognised and pending
amortisation.

The part of the imbalance that, without exceeding the above limits, is not compensated by the increase in
tolls and fees, will be financed by the parties to the settlement system in proportion to their remuneration.
The amounts contributed will be returned in the following five years and will earn an interest rate equivalent

to the market rate.

The deficit accumulated as at 31 December 2014 will be financed by the owners of the installations during a
period of 15 years.

On the other hand, the remuneration of the regulated activities will be based on the costs necessary for an
efficient and well-managed company to carry out the relevant activity, following the principle of performing
the relevant activity at the lowest cost for the gas system. In addition, the remuneration of regulated activities
will be on the basis of six-year regulatory periods. The first regulatory period ends on 31 December 2020.
Every three years adjustments may be made to the remuneration parameters within the gas system in the
event that there are significant changes in revenues or costs.

The remuneration system for distribution is based on the remuneration of the previous year, adjusted for
changes in productivity and new customers.

The remuneration system for transmission, storage facilities and regasification is based on the net value of
the associated assets. In addition, the associated operating and maintenance costs and premiums for
continuity of service are also factored in to calculate the remuneration system.

The Hydrocarbon Industry Law has been modified by Law 8/2015, 21 May 2015.

The main aspects introduced by Law 8/2015 regarding the gas system are:
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— The creation of an organised wholesale gas market.
— The designation of the operator of the regulated gas market.
— Some measures relating to minimum security stock levels are adopted.

— CORES (Corporacién de Reservas Estratégicas de Productos Petrolifsresabled to constitute,
maintain or manage natural gas and liquefied natural gas strategic stocks.

— With respect to the Efficiency Funétgndo Nacional de Eficiencia Energétjcthe law permits the
refund of contributions when necessary (in case of mistake, for example).

— A new fiscal regime is established, benefiting the landowners and regions (Comunidades Ajtbnomas
where the activities of exploration and production with conventional and non-conventional (including
fracking) techniques are developed.

— Inspections may be carried out by any natural gas installation company (not only distribution
companies).

Finally, Royal Decrete 984/2015 of 30 October 2015 regulated the organised wholesale gas market and the
third party access to the facilities of the natural gas system. This market will initially include the negotiation
of short-term standardised products by an electronic platform managed by the Market Operator (OMEL
MIBGAS-). In addition, this market will centralise the hiring capacity through an electronic platform
managed by the Technical System Operator (ENAGAS), with standardised products and auction procedures.

INDUSTRY REGULATION IN THE UNITED KINGDOM

The principal laws that govern Scottish Power LtdSsdttishPowe) activities are the Electricity Act 1989
(Electricity Act) and the Gas Act 1986@as Acl), as substantially amended and supplemented by numerous
subsequent enactments, including the Gas Act 1995, the Utilities Act 2000, the Energy Act 2004, the Energy
Act 2008, the Energy Act 2010, the Energy Act 2011, the Energy Act 2013 and various EU directives. These
specific energy laws are supplemented by UK and EU legislation relating to competition and consumer
protection.

1. The Requlatory Authorities

The principal regulatory authority for utilities is the Gas and Electricity Markets Authd&&MA ),
comprising a chairman and other members appointed by the Secretary of State for Energy and Climate
Change. GEMA is supported by the Office of Gas and Electricity Mark&EM). The main instrument

of regulation used by GEMA is the licencing regime which in most cases requires the various aspects of the
energy industry to be carried out under a licence to which standard conditions apply. In addition, there are a
number of statutory obligations, known as relevant requirements, which are enforced by GEMA as if they
were licence conditions.

GEMA's principal objective is to promote the interests of present and future consumers and promote
effective competition. Under the Energy Act 2010, the interests of such consumers must be taken as a whole,
including their interests in the reduction of greenhouse gases and in the security of the supply of gas and
electricity to them.

In furthering this objective GEMA must ensure that all reasonable demands for electricity and gas are met,

ensure that licence holders are able to finance the activities they are obliged to undertake, and contribute to
the achievement of sustainable development. Further provision concerning the duties of GEMA has been

made by the Energy Act 2013, but the provisions in question are yet to be implemented.

GEMA's functions include the granting of licences (and their revocation in certain limited circumstances),
the making of changes to licence conditions (including the operation of price controls for the monopoly
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network functions), the review of industry code modifications, operating schemes for promoting renewable
electricity and energy efficiency, and the enforcement of the industry’s obligations.

GEMA has the power to impose monetary penalties for past and ongoing breaches of licence conditions and
relevant requirements and it can order that redress is provided to consumers. Fines and redress orders for a
particular breach can in aggregate be up to 10 per cent of the licensee’s applicable turnover.

The principal Regulatory Authority for competition matters is the Competition and Markets Authority

(CMA). They can undertake general market investigations and, working concurrently with GEMA, can
investigate potential breaches of competition law in the utility field. Consumer protection matters are
enforced by the CMA, OFGEM and Local Authority Trading Standards departments.

Licences

Companies within the ScottishPower group hold licences for various functions including:

the supply of electricity;

- the generation of electricity;

— the distribution of electricity in the South Scotland area, in the Merseyside and North of Wales area,;
— the supply of gas;

— the shipping of gas (that is, arranging for the insertion, the transmission, and the removal of it from the
public network); and

— the transportation of gas to certain specific sites (such as proposed new gas fired power stations).

The third package of European Union Directives on electricity (2009/72/EC) established additional
restrictions to the ownership of transmission companies. On 19 June 2012, Scottish Power Transmission
Limited (SPTL) was certified by OFGEM, in accordance with the Directive’'s Article 9 (9), with the
European Commission approval, on the basis that SPTL's arrangements guarantee more efficient
independence than the ITO provisions under the Directive’'s Chapter V. As a result, the provisions relating
ownership separation do not apply to SPTL.

The conditions of licences regulate such matters as:
— for network licences: the quality of service and the charges that can be made.

— for supply to domestic consumers: consumer protection provisions including rules on standards of
conduct, simpler tariffs, provision of information, debt and disconnection, cost reflective pricing, in
relation to payment methods, information supply to customers and on fair trading.

— for most types of licence: rules requiring adherence to industry codes that set down the detailed
technical rules for operating the industry, and providing for OFGEM to determine whether proposed
changes to the codes should go ahead.

The Gas Act 1995 and Utilities Act 2000 introduced standard licence conditions to ensure that all holders of
a particular licence type are subject to the same conditions. Under the Electricity and Gas (Internal Markets)
Regulations 2011, modifications of individual or standard licencing terms no longer require the holders’
consent. However, affected licence holders and other parties can appeal to the CMA on both procedural and
substantial grounds, except where legislation allows the Secretary of State to modify licence conditions for
certain specified purposes (typically the delivery of industry-wide reforms). In most cases, these powers are
time limited. Changes to licence conditions can also be made without the right of appeal in pursuance of a
European Union obligation, using powers in the European Communities Act 1972.
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When OFGEM makes a decision on modifying an industry code which runs contrary to the views of the
relevant industry governance body, the decision can, with certain exceptions, be appealed to the CMA.

2. Competition Legislation

GEMA also has concurrent powers with the CMA to apply the Competition Act 1998, the Fair Trading Act
1973 and the Enterprise Act 2002 to the energy sector in Great Britain. Accordingly, GEMA can levy fines
of up to 10 per cent of turnover for breaches of the prohibitions of anticompetitive agreements or the abuse
of a dominant position.

Under the Enterprise Act, GEMA and the CMA have powers to initiate a market investigation where it
appears that competition has been prevented, restricted or distorted by any feature of a market, so far as it
relates to commercial activities connected with the generation, transmission and supply of gas and electricity
(and where it would not be appropriate to operate by the provisions of the Competition Act 1998 or using
any other powers). Such investigations assess whether aspects of a market restrict, distort or prevent
competition. If the CMA finds such adverse effects on competitibBCS) it is required to take
proportionate steps to remedy them. The CMA’s powers are extensive and can range from changes to
licences to forced divestments, if they are justified by the evidence and findings.

CMA marketinvestigationinto energy

A market investigation was initiated on 26 June 2014 by GEMA making a reference to the CMA. The
investigation is into the operation of retail gas and electricity markets for domestic and small business
consumers, and the wholesale markets that support such supply. On 7 July 2015, the CMA published its
provisional findings and a “remedies notice” containing suggested remedies. The provisional findings
concluded that competition in the wholesale gas and electricity markets works well and that the presence of
vertically integrated firms does not have a detrimental impact on competition. No strong case was found for
returning to the old “pool” system for the wholesale electricity market.

However a number of Adverse Effect on Competence were identified in the retail market, some due to over
regulation, but mainly focussed on the possibility that people on standard variable tariffs may be losing out
through lack of engagement in the market. The CMA has put forward a number of remedies for
consideration. Most are focussed on increasing competition in this segment, but they have also suggested
(while recognising the difficulties) a transitional safeguard regulated tariff to apply while other changes take
effect. This would be set above the “efficient” level of pricing, with the aim of mitigating the damage to
competition that might otherwise arise. The CMA has also made a number of wider proposals including
zonal charging for transmission losses, tighter control of non-competitive low carbon contracts, changes to
industry code governance, and reforms to regulatory policy including GEMA's duties.

On 17 March 2016, the CMA published its second Provisional Decision on Remedies. This dropped the
general proposal for price controls on standard variable tariffs but did propose a price control on prepayment
meters. Other features included a database remedy to enable rivals to market to customers who had been on
standard variable tariff for three years and a proposal to allow people with complex meters to access single
rate tariffs. The package also included the expected proposals to improve transparency in microbusiness
sales, improve the responsiveness of the industry code modification process, reduce regulatory tariff
restrictions, strengthen OFGEM'’s competition duties and introduce zonal losses charges.

Following an extension, the investigation must be complete by 25 June 2016.

EU Regulationon Energy Market Integrity and Transparency(REMIT)

GEMA also enforces REMIT in the United Kingdom. It has the power to levy unlimited fines for breaches
and since 13 April 2015 can initiate criminal prosecutions for breach of the market manipulation element of

REMIT against companies and the individual employees involved. In the case of individuals, the penalty can
include imprisonment for up to two years.
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Price controls

Prices for the sale of electricity and gas by utilities to final consumers are not currently controlled in the
United Kingdom. Subject to the CMA outcome, there is no controlled tariff for certain categories of
consumer, although all the major suppliers must offer special discounts for certain disadvantaged customers
under the Warm Homes Discount programme. The total cost of discounts of the Warm Home Discount
programme for ScottishPower in 2014-2015 was 6 pounds sterling per customer account (counting gas and
electricity separately) and, like any other cost, suppliers are free to pass on the cost to their tariffs. OFGEM
has implemented licence modifications requiring any price variation by payment method to be cost
reflective.

In 2014 and 2015, suppliers must pay 12 pounds sterling to each person who is a domestic electricity
customer on a specified date in each year, and the United Kingdom government in turn repays that sum from
taxpayer funds to the suppliers upon production of suitable evidence. This arrangement effectively takes the
cost, but not the administration, of the Warm Home Discount programme on to the public purse in those two

years. This requirement expires after 2015.

Similarly, there are currently no controls other than those established in the Competition Act 1998 and the
Transmission Constraint Licence ConditidCLC), on prices charged to commercial customers or on other
prices in the wholesale electricity and gas markets.

TCLC prohibits electricity generators from making excessive profits resulting from balancing actions.
OFGEM has published guidelines on the interpretation and application of the TCLC. Enforcement decisions
under the framework of the TCLC are subject to review by the Competition Appeal Tribunal, rather than the
review by the courts applicable to other GEMA enforcement decisions. The condition expires five years after
its enactment, having been implemented on 29 October 2012, and is renewable for another two years.

OFGEM has implemented electricity market liquidity obligations for large integrated supply and generation
businesses, including ScottishPower. These include obligations to facilitate trading with smaller companies
and also an obligation to market make in a number of wholesale products during two specified “windows” in
each business day. Although the prices of bids and offers are not regulated, the licence condition limits the
spread between them. There are rules designed to give some protection to obligated licensees in fast or
volatile markets. To date, no material costs have arisen from this obligation.

Following the Retail Market Review, OFGEM has implemented limits on the products that can be sold in the
domestic energy market. These include restrictions on the number and composition of tariffs (with a
maximum of four basic tariffs plus variations according to parameters such as form of payment, meter type
and region). The CMA has proposed removing these restrictions. There are also information requirements
and requirements for notifying customers of lower tariffs. OFGEM has also implemented rules of conduct
for customer treatment covering all aspects of the supplier-client relationship.

The networks are considered to be a natural monopoly. Their prices have therefore been controlled and this
is now achieved through the new RIIO framework (Revenue = Incentives + Innovation + Outputs). This
involves setting a revenue profile for an eight year period (with a limited revision after four years) based on
the regulator’s assessment of the costs of an efficient network operator and the likely capital programme
(aided by a business plan submitted by the company) in order to calculate the revenue needed to meet a
target return on investments. The formula uses a market index for setting the debt cost, and phases in (for
electricity) an asset depreciation period of 45 years, replacing the 20 year period used previously. Various
incentives have been added to the formula which also takes account of inflation in order to calculate the
permissible revenues for the network.

Under the RIIO framework, there is a greater emphasis on outputs and innovation, as well as on the role that
network companies can play in developing a sustainable energy sector.

In the transmission business, SPTL's new RIIOT1 framework became effective from April 2013. In
distribution, the new RIIO controls for the ScottishPower network in the south of Scotland and in the
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Manweb area were accepted on 3 March 2015 by ScottishPower Energy Networks and came into force on 1
April 2015. An appeal made to the CMA by British Gas Trading Ltd, alleging that the controls are too
generous, was determined by the CMA on 29 September 2015, rejecting most of the British Gas appeal, but a
small adjustment was allowed, which affected the prices set for 2016/17 and later years. The net effect on
ScottishPower’s distribution licensees is a revenue reduction of GBP 19 million over the 8 year RIIO ED1
period. The parallel appeal by NPG had no impact on the ScottishPower licensees.

OFGEM has brought forward proposals for competitively tendering the construction of large, new and
separable transmission projects. This may lead to a few transmission developments being taken forward by
others.

3. Other issues
Other key elements of the regulatory regime in the United Kingdom include:
The Renewables ObligatiofRO)

The United Kingdom government intends to source 30 per cent. of electricity from renewable sources by
2020. To this end, the RO Orders (which apply separately to different parts of the United Kingdom within a
unified scheme) place obligations on suppliers of electricity to source an increasing proportion of their
electricity from renewable sources (based on the expected level of renewable energy production in each year
plus a 10 per cent. spread in order to prevent certificate prices from falling sharply). Suppliers meet their
obligations by presenting sufficient Renewables Obligation CertificR&E) or by paying an equivalent
amount into a fund.

The proceeds of the fund are paid back to those suppliers that have presented ROCs in proportion to the
number of ROCs presented. Since April 2009, the RO has been banded so that differing technologies receive
different levels of support depending on the expected costs. The revision of this framework concluded in
2012 and, as a result, projects starting after 1 April 2013 (or later for some technologies) will receive revised
levels of support.

The RO will close for new projects no later than 31 March 2017; its replacement is a new aid scheme of
Contracts for DifferencesCFDs) which are part of the Electricity Market ReforlBMR). For solar
photovoltaic generation plants above 5 MW, the RO closed in April 2015. The Government has also
proposed to close the RO in April 2016 for onshore wind and solar photovoltaic plants at 5SMW or below, in
both cases subject to grace periods. The RO will remain in place for facilities entering the scheme before the
relevant closure date; payments will continue until 31 March 2027 for projects that started generation before
1 April 2009 and for 20 years after entry into the RO for later projects. The Energy Act 2013 envisages
changing the RO in due course to payment of a premium on substantially similar terms.

Electricity Market Reform (EMR)

The United Kingdom government's EMR programme was substantially implemented during 2014. The
principal elements are:

— anew incentive scheme, based on CFDs to support low carbon generation; and
— a capacity mechanism to support security of supply (market-wide auction mechanism).

The CFD allocations will take place within the constraints of a budget for low carbon support measures
known as the Levy Control FramewolkdF). An initial tranche of contracts were approved during 2014 by

the United Kingdom government as part of a transitional “Final Investment Decision Enabling Process”. The
first allocation round took place on 4 February 2015 in two “pots”; one for established technologies (mainly

onshore wind and solar) and a second one for less established technologies (mainly offshore wind).
ScottishPower’s 714 MW East Anglia ONE offshore Wind Farm achieved a contract in the auction at a price
of GBP 119/MWh.
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In its Budget on 16 March 2016, the Government announced that there would be three CFD rounds of
contracts for offshore wind farms by May 2020, with a total subsidy budget of up to £730m a year. The first
CFD auction round, with a budget of £290 m, is likely to take place late in 2016 and will be capped at
£105/MWh. The aim would be to bring the price down to £85/MWh for plants commissioning in 2026. The
Budget also confirmed continuation of the £18/tonne freeze in the carbon floor price tax into 2020/21,
though this figure would be indexed to the RPI for that year.

Annual capacity mechanism auctions took place in December 2014 and 2015, for capacity delivery in winter
2018 and 2019/20 respectively. The auctions cleared at prices of GBP 19.40 and GBP 18.00 per kW/year.

On 1 March 2016, DECC announced a consultation on proposals to reform the capacity market by
strengthening the penalties for non-delivery of promised plant and increasing the volume procured. The
Government also announced that there would be further consideration of the air quality aspects of embedded
diesel generation. DECC also announced that Ofgem was looking in parallel at the cost reflectivity of some
of the benefits for embedded generation, which may be distorting the outcomes of the capacity auctions.

Revised figures for spending under the LCF were published on 25 November 2015 alongside the Autumn
Statement. These indicated that the available funds to the end of the decade were projected to be overspent.
While the announcements on early closure of the Renewables Obligation and other measures can be
expected to limit costs, the Government has not at this stage come forward with revised projections that take
these policy changes into account. On 16 March 2016 new calculations were presented for the existing LCF,
showing a c. £0.3 billion reduction in the projected overspend in 2020/21 to £1.1bn. This is within the
£1.5bn permitted headroom.

EU-ETS and United Kingdom Carbon Price Support

As in all EU Member States, generators in the United Kingdom participate in the EU-ETS. Since 2013, the
government is required to auction all allocations to the power sector. The Climate Change Act 2008 set out a
trajectory towards reducing CO2 emissions from 1990 levels by at least 80 per cent. by 2050, with interim
reduction targets. The Carbon Price Support mechanism is a United Kingdom tax imposed on fossil fuels
used for electricity generation at differential rates which simulate a charge on the CO2 emissions. It was
intended to smooth the path of carbon prices in the United Kingdom power sector in the event of instability
in the EU-ETS, by topping up the EU-ETS price to a pre-set trajectory. In practice, the EU-ETS price is
much lower than expected and in order to mitigate the impact on electricity prices, the United Kingdom
government has capped the Carbon Price Support tax at 18 GBP/tonne CO2 until at least 2020.

Climate ChangeLevy(CCL) exemption

As announced in Summer Budget 2015 the exemption for renewable electricity from the Climate Change
Levy (a tax on non-domestic electricity users) ended on 1 August 2015. This has removed a small additional
revenue stream for renewable generators though its value was expected to decline in any event around 2020.

The Energy CompanieObligation (ECO)

Energy suppliers who supply over 250,000 domestic customers are required to achieve energy efficiency
improvements among their customers. As with any other cost, the costs of making those improvements can
be factored by suppliers into tariffs, subject to the need to remain competitive in the market. ECO ran from 1

January 2013 to 31 March 2015. A separate phase runs from 1 April 2015 to 31 March 2017. The

Government has said that from April 2017, ECO will be replaced by a cheaper scheme costing c. GBP 640
million a year. Details are yet to be announced.
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Coal closure

In November 2015, Secretary of State Amber Rudd announced plans to consult on requirements for all coal
power stations without CCS to close by 2025. The detail of any proposed measures here is not yet available,
but the impact on ScottishPower is assessed to be limited, given the planned closure of Longannet.

Pollution Control:

The Integrated Pollution Prevention and ContiBPC), the Large Combustion Plant DirectivedQPD) and

the Industrial Emissions DirectivdHD) cover the regulatory regime for controlling the pollution from
certain industrial activities, including thermal combustion generation, and impose limits on various
categories of emissions. In particular, the LCPD limits the emission of sulphur dioxide, oxides of nitrogen
and particles from power stations, whereby operators of such plant had the option of meeting those
requirements or accepting a limited hours derogation prior to closure by the end of 2015. The IED puts in
place a similar regime for 2016 and beyond, with more stringent standards. The IED is transposed into
United Kingdom law through the Pollution Prevention and Control (Scotland) Regulations 2012 and
amendments to the Environmental Permitting (England and Wales) Regulations 2010. These controls are
enforced by the Environment Agency or, in Scotland, the Scottish Environmental Protection Agency.
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INDUSTRY REGULATION IN THE USA

1. Electricity and natural gasdistribution

Some of the most important specific regulatory processes that affect AVANGRID Networks, Inc.
(AVANGRID Networks) include the Maine distribution tariff stipulation, the Maine transmission Federal
Energy Regulatory CommissioRERC) Return on EquityROE) case, Reforming Energy VisioREV) of

New York.

The revenues of AVANGRID Networks are essentially regulated, being based on tariffs established in
accordance with administrative procedures set by the various regulatory bodies. The tariffs applied to
regulated activities in the United States are approved by the regulatory commissions of the different states
and are based on the cost of providing service. The revenues of each regulated utility are set to be sufficient
to cover all its operating costs, including energy costs, finance costs and the costs of equity, the last of which
reflect the company’s capital ratio and the reasonable return on equity.

Energy costs that are set on the New York and New England wholesale markets are passed on to consumers.
The difference between energy costs that are budgeted for and those that are actually incurred by the utilities
is offset by applying compensation procedures that result in either immediate or deferred tariff adjustments.
These procedures apply to other costs, which are in most cases exceptional (effects of extreme weather
conditions, environmental factors, regulatory and accounting changes, treatment of vulnerable customers,
etc.) that are offset in the tariff process. Any delivery profit from New York that means a service company
exceeds its profitability objectives (usually due to a better than expected cost efficiency), is shared among
the service company and its clients; resulting in a decrease in the future tariff.

Each of the eight supply companies in AVANGRID Networks, must comply with regulatory procedures that
differ in form but in all cases conform to the basic framework outlined above. As a general rule, tariff
reviews cover various years (three in New York) and provide for reasonable returns on equity, protection and
automatic adjustments for exceptional costs incurred and efficiency incentives.

1.1 Maine
Central Maine Power (CMP) Distribution rate stipulation

On 1 May 2013, CMP submitted its required distribution rate request to the Maine Public Utilities
Commission PUC). After a 14-month review process, on 3 July 2014, CMP filed a rate stipulation
agreement on the majority of the financial matters with the PUC. The stipulation agreement was approved by
the PUC on 25 August 2014. The stipulation agreement also noted that certain tariff design matters would be
litigated, which was ruled on by the PUC on 14 October 2014.

The tariff stipulation agreement provided for an annual CMP distribution tariff increase of 10.7 per cent.
(USD 24.3 millions). The rate increase was based on a 9.45 per cent ROE and 50 per cent. equity capital.
CMP was authorised to implement a revenue decoupling mechaRiBM )( which protects CMP from
variations in sales due to energy efficiency and weather. CMP also adjusted its storm costs recovery
mechanism whereby it is allowed to collect in tariffs a storm allowance and to defer actual storm costs when
such storm events exceed USD 3.5 million. CMP and customers share on a 50/50 basis the storm costs that
exceed a certain balance, with CMP’s exposure limited to USD 3.0 million annually. Storm costs and RDM
adjustments are reconciled annually and tariff rates are adjusted accordingly to recover or return adjustment
balances.

CMP'’s distribution stipulation provided for a separate regulatory filing for a new customer billing system
replacement. In accordance with the stipulation agreement, a new billing system is needed and CMP made its
filing on 27 February 2015 and is requesting a separate rate recovery mechanism. On 20 October 2015, the
PUC issued an order approving a stipulation agreement authorizing CMP to proceed with the customer
billing system investment. The approved stipulation allows CMP to recover the system costs effective with
its implementation, currently expected in mid-2017.
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The tariff stipulation does not have a pre-determined tariff term; CMP has the option to file for new
distribution tariffs at its own discretion.

The tariff stipulation does not contain service quality targets or penalties. The rate stipulation also does not
contain any earning sharing requirements.

Transmission — FERC ROE proceeding

CMP’s transmission tariffs are determined by a tariff regulated by the FERC and administered by
Independent System Operator New Englal8DENE). Transmission rates are set annually pursuant to a
FERC authorised formula that allows for recovery of direct and allocated transmission operating and
maintenance expenses, as well as the return on assets invested. Prior to October 16, 2014, the FERC
provided a base ROE of 11.14 per cent and additional ROE incentives applicable to assets based upon
vintage, voltage and other factors.

— Complaint I: In September 2011 the Massachusetts Attorney general filed a complaint with the FERC
saying that the New England transmission ROE was too high and should be lowered by 1.94 per cent.,
to a value of 9.2 per cent. On 16 October 2014, the FERC issued an order in the ROE case which
concluded:

. The “base” ROE was set at 10.57 per cent. effective since 16 October 2014.

. There is a ROE cap on total ROE (base ROE plus incentive ROEs) of 11.74 per cent., also
effective since 16 October 2014.

. FERC changed its dscounted cash flow approach from a single-step to a two-step. FERC
determined that the long-term growth rate used in the two-step discounted cash flow analysis
should be the gross domestic product deflator estimated at 4.39 per cent. This aspect of their
decision results from the “paper hearing” that FERC initiated in its June 2014 decision.

. During 2014 and 2015, CMP provided refunds for the period from October 2011 to December
2012 with a base ROE of 10.57 per cent. and an ROE cap of 11.74 per cent.

— Complaint Il — Filed on 27 December 2012. On 19 June 2014 the FERC issued an order setting this
case for settlement and hearing, and set the refund effective date as of 27 December 2012.

. The parties entered settlement negotiations which ended in late October 2014 when the parties
were unable to reach agreement.

. Hearings before a FERC administrative law judge took place between 25 June 2015 and 2 July
2015.
— Complaint Ill — Filed in August 2014, reiterates the same position as in Complaint Il. FERC

consolidated Complaints Il and Ill. See Complaint Il for information.

CMP reserved for refunds in 2013 and 2014. The 2013 reserve was USD 6.6 million associated with
Complaint I. In 2014, CMP recorded an additional reserve of USD 29.9 million associated with Complaints
I, I, and III.

On March 22 a FERC administrative law judge issued an initial decision on the New England ROE finding
that the existing base ROE for each of the periods at issue was unjust and unreasonable but that “anomalous
capital market conditions” were at play that warranted a higher base ROE than proposed by
complainants. The administrative law judge recommended a base ROE of 9.59 per cent. with a maximum
ROE of no more than 10.42 per cent. for the second, December 2012 complaint. For the 2014 complaint, he
recommended a base ROE of 10.90 per cent. with an incentive cap of 12.19 per cent. The decision is subject
to commission approval, which could happen by the end of 2016/early 2017.
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1.2New York

New York State Electric & Gas Corporation (NYSEG) and Rochester Gas and Electric Corporation
(RG&E) Tariff Plans:

— On 16 September 2010, the New York Public Service Commisbl¥®$C) approved a new tariff
plan for electric and natural gas service provided by the companies effective between 26 August 2010
and 31 December 2013. The tariff plans contained continuation provisions beyond 2013 if NYSEG and
RG&E did not request new tariffs to come into effect, in which case the then current base tariffs would
stay in place.

— The revenue requirements were based on a 10 per cent. allowed ROE applied to an equity ratio of 48
per cent. If annual earnings exceed the allowed return, a tiered Earnings Sharing MecB&h\EHm (
would capture a portion of the excess for the benefit of customers. The ESM is subject to specified
downward adjustments if the companies fail to meet certain reliability and customer service measures.
Key components of the tariff plan include electric reliability performance mechanisms, natural gas
safety performance measures, customer service quality metrics and targets, and electric distribution
vegetation management programmes that established threshold performance targets. There will be
downward revenue adjustments if the companies fail to meet the targets. The companies met all of the
service quality targets through 2014 but missed a customer service metric in 2015 due to severe
weather in February 2015.

— The 2010 rate plans established RDMs intended to remove company disincentives to promote
increased energy efficiency. Under the RDM, electric revenues are based on revenue per customer
class rather than billed revenue, while natural gas revenues are based on revenue per customer. Any
shortfalls (excesses) between billed revenues and allowed revenues will be accrued for future recovery
(refund).

2015 NY Rate Filings

On 20 May 2015, NYSEG and RG&E filed electric and gas rate cases with the NYPSC. The companies are
requesting rate increases for NYSEG electric, NYSEG gas and RG&E gas. RG&E electric is proposing a
rate decrease.

NYSEG electric is requesting USD 126 million (7 per cent. overall) in additional annual delivery revenue to
recover prior storm costs, move to a full cycle vegetation management trim programme in line with best
industry practice, and earn an adequate return on its investment. RG&E electric is proposing a USD 10
million rate decrease (1 per cent. overall) reflecting the return to customers of monies collected during its
2010 rate plan associated with management efficiencies and costs lower than set levels. NYSEG gas and
RG&E gas are requesting additional revenues of USD 38 million (8 per cent. overall) and USD 20 million (5
per cent. overall), respectively.

The companies are requesting a 10.06 per cent. return on equity and a 50 per cent. equity ratio. The rate
filings are for one year but the companies have indicated their interest in pursuing a multi-year settlement.

The NYPSC staff and other parties filed testimony in September 2016 opposing the rate increase requests.
The NYPSC staff proposed a delivery increase of USD 11.8 million for NYSEG electric and delivery rate
decreases for RG&E electic of USD 23.4 million, delivery decrease of USD 2.8 million for NYSEG gas and

a delivery decrease of USD 2.9 million for RG&E gas. The NYPSC staff proposed an 8.7 per cent. ROE and
a 48 per cent. equity ratio. NYPSC staff also proposed to offset the NYSEG electric storm deferral balance
of USD 262 million with excess depreciation reserve amounts which NYPSC staff claims is USD 665
million at NYSEG electric and USD 129 million at RG&E electric. The NYPSC staff stated it was open to
discussing a multi-year rate plan for the companies.

Other parties including the Division of Consumer Protection, Utility Intervention Unit, the New York State
Office of General Services, Multiple Intervenors, Nucor Steel Auburn, Inc., Pace Energy and Climate
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Center, WalMart Stores, Upstate New York Laborers’ District Council, Greenidge Generation, LLC and
International Brotherhood of Electical Workers, Local Union 10 also filed direct and responsive testimony
opposing certain aspects of the companies rate requests.

In October 2015, the companies filed rebuttal testimony opposing the NYPSC staff adjustments including
their proposal to offset deferred storm costs with excess depreciation reserve values. The companies also
updated their rate request values to USD 166 million for the two electric businesses and USD 59 million for
the two gas businesses.

By notice in October 2015, the parties agreed to commence settlement negotiations. The companies agreed
to extend the suspension period through August 2016 in order for settlement discussions to take place. The
companies suspension agreement was subject to a make-whole provision. Settlement negotiations have
occurred since October and have continued into February 2016.

On 19 February 2016, NYSEG and RG&E submitted to the NYPSC its three year settlement agreement,

known as a “Joint Proposal,” addressing its electric and gas rate plan. Public statement hearings are
ongoing. NYPSC Commissioners are expected to deliberate on the plan on 19 May 2016 and the plan is set
to become effective on 1 May 2016 (new tariffs 1 June 2016 ).

Reforming the Energy Vision

— April 2014, the NYPSC commenced a proceeding titled REV, which is an initiative to reform New
York State’s energy industry and regulatory practices. REV has followed several simultaneous paths,
including a formal Track 1 dealing with market design and platform technology and Track 2 dealing
with regulatory reform. REV’s objectives include the promotion of more efficient use of energy,
increased utilisation of renewable energy resources such as wind and solar in support of New York
State’s renewable energy goals, and wider deployment of “distributed” energy resources, such as micro
grids, on-site power supplies, and storage.

— Track 1 of the REV initiative involves the examination of the role that distribution utilities will have in
the enablement of market-based deployment of distributed energy resources to promote load
management, system efficiency, and peak load reductions. NYSEG and RG&E are participating in all
aspects of the REV initiative with other New York utilities as well as providing their unique
prospective. NYPSC staff has conducted public statement hearings across New York State regarding
REV.

— Various other REV-related proceedings have also been initiated by the NYPSC, each of which is
following its own schedule. These proceedings include the clean energy fund, demand response tariffs,
community choice aggregation, large scale renewables, and community distributed generation.

— Track 2 of the REV initiative is also underway, and through a NYPSC staff whitepaper review process,
is examining potential changes in current regulatory, tariff, market design and incentive structures
which could better align utility interests with achieving New York State and NYPSC policy objectives.
New York utilities will also be addressing related regulatory issues in their individual rate cases.

— The process to develop the clean energy standard, that seeks to achieve a 50 per cent. clean energy by
2030, is currently in progress.

Ginna reliability support service agreement

— R.E. Ginna Nuclear Power Plant, LLGNIPP), which is a subsidiary of Constellation Energy Nuclear
Group, LLC CENG), owns and operates the R.E. Ginna Nuclear Power Riamhd Facility), a 581
MW single-unit pressurised water reactor located in Ontario, New York. In May 2014, the New York
Independent System OperatbY{ISO) produced a reliability study, confirming that the Ginna Facility
needs to remain in operation to avoid bulk transmission and non-bulk local distribution system
reliability violations in 2015 and 2018.
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— On 11 July 2014, GNPP filed a petition requesting that the NYPSC initiate a proceeding to examine a
proposal for the continued operation of the Ginna Facility. GNPP asserted that “[ijn the two preceding
calendar years (i.e., 2012 and 2013), it had sustained cumulative losses at the Facility of nearly USD
100 million (including the allocation of CENG corporate overhead)” and that “CENG has not been
compensated for any operational risk or an appropriate return on its investment over this period.”
Based on the results of the 2014 reliability study, GNPP requested that: 1) the NYPSC determine that
the continued operation of the Ginna Facility is required to preserve system reliability; and 2) the
NYPSC issue an order directing RG&E to negotiate and file a Reliability Support Services Agreement
(RSSA) for the continued operation of the Ginna Facility.

— In the November 2014, the NYPSC ruled that GNPP had demonstrated that the Ginna Facility is
required to maintain system reliability and that its actions with respect to meeting the relevant
retirement notice requirements were satisfactory. The NYPSC also accepted the findings of the 2014
reliability study and stated that it established “the reliability need for continued operation of the Ginna
Facility that is the essential prerequisite to negotiating an RSSA.” As such, the NYPSC ordered RG&E
and GNPP to negotiate an RSSA.

— On 13 February 2015, RG&E submitted to the NYPSC an executed RSSA between RG&E and GNPP.
RG&E requested that the NYPSC: 1) accept the RSSA, and 2) approve cost recovery by RG&E from
its customers of all amounts payable to GNPP under the RSSA utilising the cost recovery surcharge
mechanism.

— On 21 October 2015, RG&E, GNPP, New York Department of Public Service, Utility Intervention
Unit and Multiple Intervenors filed a joint proposal with the NYPSC for approval of the RSSA, as
modified (theJoint Proposal). The Joint Proposal provides a term of the RSSA from 1 April 2015
through 31 March 2017. RG&E shall make monthly payments to GNPP in the amount of USD 15.42
million RG&E will be entitled to seventy percent (70 per cent.) of revenues from GNPP’s sales into the
NYISO energy and capacity markets, while GNPP will be entitled to thirty percent (30 per cent.) of
such revenues. The signatory parties recommend that the Commission authorise RG&E to implement a
rate surcharge (thmate surcharge or RSSA surchargg effective 1 January 2016 to recover amounts
paid to GNPP pursuant to the RSSA. RG&E’s payment obligation to GNPP shall not begin until the
rate surcharge is in effect and FERC has issued an order authorizing the FERC settlement agreement in
the settlement docket. RG&E will use deferred rate credit amounts (regulatory liabilities) to offset the
full amount of the deferred collection amount (including carrying costs), plus credit amounts to offset
all RSSA costs that exceed USD 2.25 million per month, not to exceed a total use of credits in the
amount of USD 110 million, applicable through 30 June 2017. To the extent that the available credits
are insufficient to satisfy the final payment from RG&E to GNPP then the RSSA surcharge may
continue past 31 March 2017 to recover up to USD 2.25 million per month until the final payment has
been recovered by RG&E from ratepayers. The commission has not ruled on the settlement agreement
and the companies expect a ruling in the second quarter 2016.

— On 9March 2016, FERC conditionally approved the settlement agreement to keep GNPP nuclear plant
operating through March 2017, protecting the New York power grid from reliability challenges that
would arise if the plant were to retire for economic reasons. The commission ruled that the reliability
support services agreement between the GNPP and RG&E approved 23 February 2015 by the NYPSC
was just and reasonable.

NY Transco

— Affiliates of National Grid, Central Hudson and NYSEG/RG&E, along with an affiliate of Con Edison
and Orange and Rockland Utilities, are part of a new organisation, New York TranscaNM.C (
Transco). NY Transco is focused on developing electric transmission to meet future electricity needs
of all New Yorkers and will develop and New York transmission projects upon receipt of all necessary
regulatory approvals.
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— NY Transco members are requesting regulatory approval for a group of transmission projects expected
to cost USD 1,700 million, with NYSEG / RG&E allocated an equity contribution of USD 183 million
over the period 2015 through 2018. Additional projects may be developed in the future. Equity
investments will be expressly contingent on receiving necessary regulatory approvals and acceptable
economic returns. The investment will be made through an Iberdrola USA Networks affiliate, Iberdrola
USA Networks NY Transco, constituted on 3 November 2014.

— NY Transco filed with FERC in early December 2014. The filing requests a formula base ROE of 10.6
per cent., plus 150 basis points ROE incentives. The filing also requests recognition of construction
work in process, abandoned plant, regulatory asset for pre-commercial costs and 60 per cent. leverage
for five years. Various patrties, including the NYPSC, have protested the filing at FERC. NY Transco
anticipates a FERC decision in 2015.

— On 2 April 2015, the commission issued an order grantinigr alia, applicants’ request for a 50 basis

point adder for NY Transco’'s membership in the NYISO regional transmission organiZatian,(

subject to the adder being capped within the zone of reasonableness after a determination of where
within that zone its base level ROE should be set. The commission also set the formula rate and base
ROE issue for hearing and settlement judge procedures. In addition, the commission rejected the
applicants’ cost allocation method for the Transmission Owner Transmission SolufieAsS)

Projects because it would allocate costs to the Long Island Power AuthdRgy X and the New York

Power Authority NYPA) that they did not voluntarily agree to pay.

— Following several months of negotiations, on 5 November 2015, applicants, on behalf of the settling
parties, filed the settlement with the commission, which reflects the agreement of the settling parties to
resolve all outstanding issues associated with the TOTS Projects, including issues related to the TOTS
Projects that were set for hearing and issues pending on rehearing before the commission in Docket
No. ER15-572-000. The settling parties agreed that the FERC Docket No. ER15-572-000 shall remain
open but held in abeyance with respect to the applicants’ AC Projects, as they may be modified during
the NYPSC/NYISO selection process. Within 30 days after the NYISO'’s viability and sufficiency
assessment, the settling parties will agree in good faith on a date not more than three (3) months later to
resume settlement negotiations in Docket No. ER15-572-000 to resolve the rates, terms, and conditions
to be approved by the commission for the applicants’ AC Projects. On or after that date, the applicants
will file a new Section 205 filing to address the cost allocation methodology to be applied to the AC
Projects. On 5 November 2015, NY Transco filed an offer of partial settlement with the parties. The
settlement addressed the financial terms which were components of NY Transco’s revenue requirement
for the proposed TOTS Projects including: (i) a base ROE of 9.5%, (ii) a 50 basis point ROE addition,
(iii) a capital structure equity ratio up to 53.0%, and (iv) cost allocation under the NYISO open access
transmission tariff QATT) for the TOTS Projects. The Settlement resolved all issues requested for
rehearing in Docket No. ER15-572-000 with respect to the TOTS Projects. The projects to be
developed by NY Transco that were proposed in the New York Commission’s Alternating Current
Transmission proceedings were not subject to the terms of this settlement. The partial settlement was
approved through a letter order by the FERC on 17 March 2016.

— The Fraser to Coopers Corners Project (one of the TOTS Projects being developed by NYSEG) was
transferred from NYSEG to NY Transco on 24 May 2016. On 1 June 2016, NYSEG officially released
the series capacitor bank to the NYISO for operational control achieving a 1 June 2016 in-service date.
Also, 1 June 2016 marked the beginning of NYISO billing of NY Transco revenue requirement for the
three TOTS Projects (Fraser to Coopers Corners, Staten Island Unbottling, and Ramapo Rock Tavern).

2. Electricity generationfrom renewableenergyresources
In the United States, numerous state governments and the federal government have adopted measures anc
implemented numerous regulations designed to foster the development of electricity production from

renewable resources. State programmes have generally come in the form of: 1) Renewable Portfolio
Standards RPS9 that usually require utilities to generate or purchase a minimum amount of renewable
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electricity; and 2) tax incentives. To date, the federal government has primarily supported renewable energy
development through tax credits for production and investment as well as accelerated tax depreciation.

Twenty-nine states and the District of Columbia have adopted mandatory RPS requirements, which vary
across the states but will generally range from 15-33 per cent of the generation by 2025. The requirements
are typically implemented through a system of tradable renewable energy certificates that verify that a kWh
of electricity has been generated from a renewable resource. Several state legislatures have debated whethet
to repeal or roll back significantly their RPS requirements. In 2014 Ohio enacted legislation to freeze its RPS
programme until 2017. In 2015 Kansas replaced its mandatory RPS with a 20 per cent voluntary standard as
part of a compromise that retained existing property tax exemptions. In contrast, California in 2015 enacted
legislation to increase the state RPS to 50 per cent and Oregon, in 2016, approved legislation raising
Oregon’s RPS to 50 per cent. by 2040 and requiring elimination of virtually all coal generation from utilities’
portfolios by 2030. Most states also offer a variety of tax incentives to promote investment in renewable
energy resources. For instance, Washington and Colorado, among other states, exempt the sale and use of
renewable energy equipment from taxation, which reduces development costs substantially. Several states
reduce property tax requirements on renewable generation facilities through enterprise zones or similar
designations, while Minnesota has substituted a property tax in lieu of fix production tax. Other states, such
as Texas, boost the construction of electrical infrastruc@oenpetitive Renewable Energy Zon@so ease

the transportation of renewable electricity towards load points.

In 1992 the US Congress enacted legislation that established a production taXP@i€jiof( 15 USD/MWh

(adjusted for inflation) for the production of electricity from wind power facilities for the first ten years of a
project’s operation. This programme has been renewed on several occasions and has been expanded to
include the production of electricity from several other renewable resources, including biomass, geothermal,
solid urban wastes and hydroelectric power. In 2005 Congress established a 30 per cent. investment tax
credit (TC) for solar power projects. The PTC, which is currently valued at 23 USD/MWh, was extended
and phased out by Congress on 18 December 2015. Developers that start construction on a wind project
before 2017 will qualify for the full credit, while those starting construction between 2017 and 2019 will
gualify for a reduced-value credit. These qualifying facilities may also elect to take a 30 per cent. ITC rather
than the PTC. Solar ITC was also extended and phased out by Congress on 18 December. Developers that
start construction on a solar project before 2020 will qualify for a 30 per cent. ITC. Projects for which
construction begins after 2019 are eligible for a lower ITC. The purposes of the PTC and ITC are to make
electricity production from renewable resources more competitive relative to fossil fuel and nuclear power
facilities.

In addition to the PTC and ITC, renewable energy facilities are eligible for accelerated five-year tax
depreciation on their investments. This programme is known as the modified accelerated cost recovery
system. As a result of legislation enacted in 2008, 2009, 2013 and 2014, many facilities placed in service
between 2008 and 2014 qualified for bonus depreciation which allowed a 50 per cent depreciation deduction
in the year a facility was placed in service. In December Congress enacted legislation to extend and phase
out bonus depreciation. Companies can, throughout 2017, deduct 50 per cent. of certain capital investments
during the year the investment is made. If the investment occurs in 2018, companies can deduct 40 per cent.
and if it occurs in 2019 only 30 per cent. of deduction is allowed.

The Treasury Department is expected to soon release guidance detailing how it will determine eligibility for
the tax credits for renewable energy projects.

With respect to interstate transmission networks, the FERC has adopted a series of requirements on
transmission operators to improve access and reduce costs for variable generation like wind and solar power.
FERC Order 764 is driving changes in scheduling practices and other activities that will increase forecasting
accuracy and reduce needed reserves, resulting in lower technology integration costs.

The Environmental Protection AgenciERA) on 3 August 2015 released final versions of two regulation
aimed at reducing electric sector CO2 emissions. The first regulation (pursuant to Section 111 (d) of the
Clean Air Act) requires either states, or (where a state fails to comply) fossil fuel electric generators, to
reduce existing emissions. EPA estimates the rule will reduce U.S. CO2 emissions by 32 per cent. from 2005
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levels. The second regulation (pursuant to Section 111(d) of the Clean Air Act) imposes specific CO2
emissions limits on new and substantially modified fossil electric generating facilities. Both rules are
expected to increase the demand for both renewable electric generation and additional transmission capacity.

The U.S. Court of Appeals for the D.C. Circuit on 21 January 2016 rejected a request by certain states, coal
companies and utilities to halt implementation of the EPA'’s regulation pending the completion of litigation,
but on 9 February the Supreme Court reversed the lower court’s decision and granted the stay which will
remain in effect while the court addresses the merits of the litigation. The DC Circuit Court has received
briefs from multiple parties and is scheduled to hear the case beginning 2 June.

INDUSTRY REGULATION IN MEXICO

The Mexican electric regulatory framework is currently under a deep transformation, due to the energy
reform that began at the end of 2013 with the amendment of the Mexican Constitution, continued with the
issuance of a set of new laws and rulings for hydrocarbons and electricity and is now at the level of
regulatory provisions being issued thus transforming the energy sector as a whole. Although the energy
reform is aimed mainly at the hydrocarbons sector, it will also offer new business opportunities in the

generation, transmission, distribution and management of electricity infrastructure. This transformation has
the purpose of opening up the energy sector to private investment in the activities that were previously
reserved to the government.

Activities like petroleum treatment and refinement; natural gas processing; exporting and importing
hydrocarbons and petroleum products; the transport, storage, distribution, compression, liquefaction,
decompression, re-gasification, marketing and sale to the public of natural gas, hydrocarbons, petroleum
products and petrochemicals, along with the management of integrated systems are now open to private
investment, and governed by the Hydrocarbons Uasy le Hidrocarburos

As a consequence of this constitutional reform, nine laws were enacted during 2014 and 25 regulations were
either created or reformed. Concurrently with the COP 21 in Paris, the Mexican Congress and Senate passed
the Energy Transition LawLéy de Transicién EnergetitdLTE), which creates binding obligations for

clean energy generation and emission reductions targets for the future, which brings a strong legal
framework to the development of clean energy projects in Mexico.

On 30 March 2016, the Energy Regulatory Commissf@RE) published in the Mexican Official Gazette
(DOF) Resolution RES/174/2016, establishing the general administrative provisions for the functioning of
the system of management of clean energy certificates and fulfiiment of obligations. The flexibility
mechanism already announced in the Energy Transition Law is established, stipulating that obliged
participants may defer settlement of up to 50 per cent. for up to two years when there is not enough of a
market for clean energy certificates. The deadline for enrolling in the obliged participants system, CRE'’s
application where all obliged participants should be registered, will be 30 November 2017. The obligation
for a clean energy certificat€EC) is 5 per cent. consumption for 2018, and 5.8 per cent. for 2019.

Through transitory provisions, the previous regulatory framework will continue being applicable to
Iberdrola’s existing businesses and facilities, which provides stability and legal certainty in the Mexican
regulatory context.

1. The Electric Reform

The Mexican Constitution, as amended in December 2013, states that planning and control of the national
electricity grid is performed by the Mexican government, and that the transmission and distribution of
electricity (T&D ) is a public service subject to governmental authority, regulatory control and open access.
Power generation - except nuclear - and power commercialisation are now wholly open to private
investment.

Regarding the T&D, the Mexican government may grant contracts to private companies to perform services,
including owning and operating infrastructure under the terms established by the Law.
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The Electricity Industry Law (Ley de la Industria Eléctii¢alE) regulates activities in the electricity sector

in Mexico. According to the LIE, the private companies can now generate and sell electricity under an
organised wholesale electric market, and also invest in T&D infrastructure, under specific public — private
associations and other legal structures described therein.

2. Energy Secretariat

As part of the energy reform, the Energy SecretaB&ENER), has been empowered to coordinate the
centralised planning and coordination of the energy policy, both for hydrocarbon and electric subsectors.
SENER is also in charge of guaranteeing the implementation of the laws derived from the reform including
the LTE issued recently for the transition to clean energy and emission reduction.

During the first half of 2015, SENER issued the mandatory requirement of CEC for year 2018, with a target
of 5 per cent. of the total consumption. During the second half of 2015, SENER published the wholesale
electricity market (Mercado Eléctrico MayoristsllEM ) guidelines and called for the first long term auction

for CECs, capacity and energy, to be completed by the first half of 2016.

Regarding the coordination and planning of the national electric grid, SENER issued the National Electric
Grid Development ProgrammPRODESEN).

3. Regulatory Commissions

As part of the energy reform in Mexico, the country enacted the new Regulatory Bodies Law in August 2014
that established that the regulatory bodies in charge of coordinating activities in the energy field are the
National Hydrocarbons CommissioBNH) and the CRE.

With this law, the CRE and the CNH are granted the most power and authority as regulatory bodies in the
energy sector. They have their own legal status, as well as budgetary, technical and governance autonomy.
Both commissions have a similar governance authority of seven commissioners and an executive secretary.

The CNH and the CRE hold substantial power and authority over the hydrocarbons and electricity industry
regulation.

CRE has existed since 1995 as a public body with power and authority to grant permits and publish
administrative provisions in the fields of electricity, gas transport and some regulated tariffs for natural gas
and liquefied petroleum gas.

As a result of the energy reform, CRE powers were increased significantly to transportation and
commercialisation of hydrocarbon and derivatives, such as gasoline, crude oil, diesel fuel oil, etc.

Regarding the electricity sector, CRE regulates the issuance of future changes to the MEM, defines the terms
and conditions of auctions and bidding processes, supervises the MEM operation, rules the transactions
between generators and energy providers, authorises the contract and auction models, regulates reliability,
capacity requirements and operational costs, determines the regulated tariffs and contract models for services
involving transmission, distribution and basic supply of electricity, authorises models proposed by National
Agency for Energy ControlGENACE) related to technical specifications for connecting power stations and
users, intelligent networks, etc. Other roles of CRE include permitting, market participant and CECs registry,
resolution of controversies, and enforcing fines related to non-compliance of market participants.

Regarding the hydrocarbon sector, the CRE regulates and promotes the development of transportation,
storage, distribution, compression, liguefaction and regasification activities. It must also supply the public
with fuel, natural gas, liquefied petroleum gas, oil wells, petrochemicals as well as transport by pipelines,
storage, distribution and supply of renewable energies to the public.
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The CNH has the fundamental objective of regulating and supervising the exploration and extraction of
hydrocarbons. It is responsible for technical administration as well as the promotion, tendering and
undersigning of contracts for this activity.

4. The Mexican Systemand CENACE

Mexico has created the CENACE as a decentralised public body with authority to perform the operational

control of the national electricity grid and the electric market. CENACE has full autonomy and acts under

the authority of SENER and CRE, in order to control the participation of generators and suppliers in the

market, acquire and provide electricity and capacity on a competitive basis, summon and manage the
auctions of capacity, energy and CECs and issue interconnection and metering criteria.

CENACE guarantees open access to the transport and distribution facilities to all market participants, public
and private.

CENACE also operates and oversees the preparation of proposals for planning and expansion of the entire
national electricity grid through PRODESEN, which is then approved and issued by SENER.

During the first half of 2015, CENACE received from CFE all the relevant assets related to its roles, issued
its internal organisational by-laws, delivered the draft of the PRODESEN to SENER and issued the first
version of interconnection criteria.

During the second half of 2015, CENACE issued the bidding package for the first long term auction for
capacity, CECs and energy.

5. Long-term auctions

On 30 March 2016, the first long-term auction was awarded, covering approximately 85 per cent. of the
clean energy needs and CECs of the basic services supplier (currently CFE). Awardees included 18 bids
corresponding to 11 companies. In this first auction, capacity needs were not covered and will be
accumulated for the next auction.

6. CFE’s law

Through the enactment of the CFE law in August 2014, the CFE has changed from being a state-owned
production companyefnpresa paraestafplto being a productive company, owned exclusively by the
Mexican federal government (empresa productiva del ejtdd®w new CFE has budgetary and governance
autonomy from the government, with a board of directors formed by members of the incumbent secretariats
(SENER, Hacienda, etc.) and independent board members. Its organisation, administration, operation,
control, evaluation and accountability is detailed in CFE’s law, as well as the compensations, acquisitions,
leases, services works, goods, responsibilities, state dividends, budget, debt and a special regime for its
subsidiaries and affiliated production companies.

On 11 January 2016, the SENER published the terms for the strict legal separation that establishes what the
CFE must comply with to engage in the generation, transportation, distribution, sales and supply of primary
inputs in the DOF. On 28 January, the CRE granted the CFE permission to provide the basic supply service.
Subsequently, on 29 March the CFE published in the DOF the resolutions establishing the creation of
subsidiary production companieEnipresas Productivas SubsidiaridsPS) for generation, the supply of

basic services, transportation and distribution. One of the generation companies created will have the rights
of administration of contracts corresponding to the 29 plants owned by independent energy producers with
installed capacity of 12,952 MW. All the EPS shall commence operations by no later than 28 June 2016
unless the SENER decides on a different date.

7. Transmissionand distribution
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As per the LIE, the government will continue performing the T&D activities for electricity as a strategic
regulated public service through state-owned production comp&E ©r their subsidiaries. CFE’s legal
separation will allow it to create these entities as regulated open access companies. The LIE provides
opportunity for T&D activities and related services to be subcontracted with private companies through
public-private agreements, so that financing, installation, maintenance, management, operation, expansion,
rehabilitation, surveillance and preservation of the required infrastructure can be performed as services
provided to the T&D regulated companies.

8. Generationand Supply

The LIE provides that generation and supply can be performed by any private or public entities subject to the
compliance of permitting and market rules. Generation plants 0.5 MW or larger require a permit from the
CRE.

The LIE provides that electric supply requires a permit and can be either basic supply (less than 1 MW
commencing August 2016) at regulated tariffs or qualified supply through the wholesale electricity market at
liberalised conditions for consumer with a demand of 1 MW or more.

From time to time SENER may revise and reduce the threshold of 1 MW for the possibility of qualifying
consumers for the liberalised conditions. However, becoming a qualified consumer is optional and only
mandatory for new costumers.

9. Geothermal energy

The Geothermal Energy Law and its corresponding ruling regulate the exploration and use of underground
geothermal resources to generate electricity. The private sector can participate through auctions to obtain
exploitation rights of geothermal resources. The Water Law was also amended in order to provide special
status to the “geothermal water” compatibly with the Geothermal Energy Law.

10. Wholesaleelectricity market

The LIE envisions the creation of the wholesale electricity maM&M ) where generators and suppliers
can interact to buy and sale the energy, capacity, ancillary services, CECs and financial transmission rights
according to market rules. CENACE will operate this market and control the national electricity grid.

The MEM is based on nodal marginal prices, next day and real time markets, at cost based pricing
mechanisms from the generators. CENACE will determine the transaction prices based on the bids and offers
it receives within the market.

On 27 January 2016, the short-term energy market for the Baja California interconnected system came into
effect, followed by the national interconnected system two days later. For its part, the Baja California
interconnected system did not begin to operate as the advance day market until 22 March.

11. National content
The LIE will not demand a minimum percentage of national content. However, it points out that SENER wiill
establish the minimum percentages and other conditions for national content in terms of contracts it
generates. The Mexican treasury secretary will establish the criteria to measure the level of domestic content
in the electricity sector.

12. Surfaceuseand occupancy
The LIE provides that T&D, being for public service, must be treated as strategic activities in terms of rights
of way. This allows greater access to the facilities and rights of way to the national electricity grid. The CRE
will issue provisions that will secure access to the power lines and fair compensation to the land owners.

13. Legacycontracts and permits
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All the permits and contracts granted and executed under the repealed Public Power ServiceRERy (

will remain under the same terms and conditions, and can be amended as provided there. Once the MEM
starts operating, the holders of these legacy contracts - self supply and independent power ptB&)cers (

will have the alternative to migrate partially or completely to the new LIE, provided that the existing IPP will
remain in effect to the end of their contractual term prior to the migration and that Legacy Connection
Contracts CIL ) of the self-supply projects will not be renewed upon their termination.

Permit requests for self-supply, co-generation, small-scale production, imports or exports made before
August 2014 will be resolved under the LSPEE terms and conditions, provided that their facilities start
operating before 31 December 2019.

14. Electricity tariffs

Commencing 2016, the CRE will assume the responsibility of issuing the regulated electricity tariffs
(transport, distribution, basic supply and last reserve supply). Tariffs will be based on the recovery of
generation costs, capacity, connection services, transport and distribution costs, clean energy certificates and
other recoverable costs and collection targets. It is expected that these tariffs will use the same or similar
formulas as the previous regime during a transitory period from 2016 to 2018. The adjustments starting in
2016 will be based primarily on the legal separation of CFE entities and the contracts for basic supply based
on regulated profitability of CFE subsidiaries. As the main mechanism to promote the reduction of non
technical losses arising from customer’s fraud, CRE will impose collection targets on the distribution
companies.

15. Natural Gas Transportation System

As part of the energy reform, the former owner of the Natural Gas Transportation SY&EtEX ) has been

split in the following subsidiaries: PEMEX exploration and production, PEMEX industrial transformation,
PEMEX perforation, PEMEX logistics, PEMEX co-generation and services, PEMEX fertilisers and PEMEX
ethylene, as provided under the PEMEX Law enacted in August 2014.

This law transformed PEMEX into a state-owned production company which performs business activities
and aims to profitability goals.

Concurrently with this transformation, the natural gas transportation system has been transferred from
PEMEX to the National Operator of the Natural Gas Pipeline GZENAGAS) in order to promote an

open market for transportation, distribution and commercialisation of the gas. According to the principle of
asymmetrical regulation, PEMEX cannot integrate transportation and commercialisation of gas under the
same company anymore.

CENAGAS has issued the 5 year strategic natural gas development programme. As part of this programme,
and in order to promote the reduction of fuel oil consumption, CFE has called for several bidding processes
to contract natural gas transportation service from pipelines to be owned by private companies. It is expected
that the vast majority of these pipelines will be operational by 2018, thus increasing the natural gas fired

power generation, and reducing CO2 emissions from the fuel oil based generation. Simultaneously, the
government is promoting multiple gas pipelines intended to expand the existing gas transportation system
through CENAGAS.

The natural gas transport and storage systems incorporated into the new integrated tariff scheme must meet
the criteria of forming part of an interconnected system, thus providing benefits, improving the safety,
continuity, redundancy levels and efficiency of integrated systems.

The legacy transportation permits for self-supply and the long term natural gas supply contracts with Pemex
required by the electric plants will remain in effect and will not be adversely affected by these changes in the
regulatory framework.

INDUSTRY REGULATION IN BRAZIL
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Tarifary Events

Electricity distribution activity carried out by joint ventures, such as Companhia de Eletricidade do Estado da
Bahia, S.A. Coelbgd, Companhia Energética do Rio Grande do Norte, SGasdrr), Companhia
Energética de Pernambuco, S@e(pe) and Elektro Electricidade e Servicos, S.Blektro), which operate

in Sao Paulo and Mato Grosso do Sul, is subjected to federal regulation in Brazil.

The Brazilian regulatory framework is based on a system of price cap that is revised every four or five years,
depending on each company’s concession contract and is updated annually by the regulator. Coelba and
Cosern have a five-year term and Celpe and Elektro have a four-year term.

Tariffs are updated annually by the Brazilian National Energy AgeA&NEEL ), through the annual
adjustment process that considers inflation, an ex-ante efficiency factor and variations on non-manageable
costs components, such as energy purchase costs and transmission tolls.

Tariffs have two components:

— Component A: corresponding to energy purchases, power transmission services contracts and to other
costs that are out of a distributor company administration and passed through to the end tariff.

— Component B:determined as the sum of (i) the return on the non-depreciated regulatory remuneration
base (regulatory WACC (as defined below) applied to the replacement cost of non depreciated
distribution installations and other assets), (ii) the return on capital (a depreciation index applied to the
gross asset base) and (iii) the operation and maintenance expenses, and the expense for the
uncollectible turnover (the regulator defines late payment rates depending on the kind of grant). This
last subcomponent is calculated through a benchmarking model which compares all power distributors
in the country and determinates efficient cost levels.

In June of 2014, ANEEL opened the first debate on the fourth cycle of tariff review in a public hearing,
discussing proposals to change the methodology used to calculate operating costs, cost aVeéap@a) (
regulatory asset basBAB), along with uncollectable revenues and distribution losses.

In May 2015, methodologies dealing with fourth tariff review cycle were approved and applied to Elektro in
its tariff review in August 2015. The main points, in summary, are:

— WACC: Approved regulatory WACC for fourth cycle is 8.09 per cent. real after taxes. This is higher
than third cycle’s 7.5 per cent.

— Operating expense (OPEX)The OPEX to be used in the first year of the cycle was confirmed and
represents a positive margin to efficient companies.

— Non-technical lossesin the case of efficient companies, the target will be defined by the historical
average instead of the historical minimum.

— Uncollectable revenuesbenchmarking approach defines the uncollectable, wherein it is used the bad
debt database of 49-60 months. Pass through of uncollectable revenues related to sector fees and tariff
flags revenues. The result represented an improvement from what was proposed.

— Third-party assets (special obligations)inclusion of a fee to operate third-party assets. This is an
important improvement compared with previous cycles.

— X Factor: The approved Xp for the sector is 1.53 per cent. (versus 1.91 per cent. from ANEEL’s first
proposal).

— RAB and Non-Electrical Assets The new methodology for RAB was not applied in Elektro’s review
but will be applied to Neoenergia S.A.’s distribution companies. According to the new methodology,
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the values of assets’ additional cos®Aj (mainly labor) and minor component€@M) are now
given by a reference price database. Also, non-electrical assets’ methodology had a data update and it
is expected to better reflect companies’ costs.

On 25 August 2015, ANEEL approved Elektro’s fourth tariff review, which raised its tariffs by 4.2 per cent.
on average (0.68 per cent. for residential clients and 9.32 per cent. for industrial clients). Some of the main
points of the fourth cycle are: (1) RAB recognizing all investments, (2) a higher remuneration rate
(increasing from 7.50 per cent. to 8.09 per cent., after taxes), (3) positive OPEX margins, (4) third party
assets’ remuneration, and (5) a smaller X-factor.

The aim of the annual review is to ensure that Component A’'s costs are passed on to consumers and that
Component B’s costs perform in line with inflation and with the pre-determined efficiency factor. An annual
tracking account mechanism is used to register Component A’'s unbalances, which should be passed through
to tariffs in the following tariff process.

Also regarding distribution system operatddSQ9 financial exposure due to a rise in costs in early 2015,
an extraordinary tariff review occurred in order to preserve financial and economical balance.

Energy Purchase

For the business of power generation, the review of the sector model introduced in 2004 brought new
guidelines for planning responsibilities and expansion generation fleet, significantly reducing risk of further
rationing. This expansion is being pursued via public tendering of generation projects in which the successful
bidder is the supplier that offers the lowest price in Brazilian Reals per MWh generated, in exchange the
successful bidder is awarded a concession or permit of 20 to 35 years (depending on the technology) to
operate a power station under a Power Purchase Agreenidhl &t a price that is an outcome of the tender.

Since 2013, Brazil has undergone some important structural changes in electricity regulation.

In Law 12.783 (the former Provisional Act 579) of 11 January 2013, the federal government made official a
decrease in electricity tariffs (which led to an extraordinary tariff revision applied on 24 January 2013) and
established standards for the renewal of concessions for generation, transmission and distribution expiring
between 2015 and 2017. This law allowed power companies to extend their concessions by early renewal of
their contracts under specific conditions. As a result of these new rules some generators decided not to renew
their concessions. The energy from generators that decided to renew concessions was allocated to DSOs
through quotas, which, however, were not sufficient to meet market needs. Additionally, some PPAs from
new energy auctions were suspended or postponed due to delay of construction schedules or revocation by
ANEEL.

Thus, mismatches between energy requirements (load) and resources (PPAs) led DSOs to purchase energy in
the spot market, raising their costs and significantly affecting their cash flow. In addition, hydrologic
conditions have been unfavourable since the final quarter of 2012, with low reservoir levels together with
poor performance of rainfalls and inflows, which increased substantially the spot price and thermoelectric
generation. The corollary was a significant increase in energy costs, which temporarily impacted earnings of
distributors.

Part of this rise in costs was compensated for using funds managed by government through an Energy
Development AccountGDE) and by means of loans underwritten by various financial institutions,
centralised in the Account for Regulated Environm&tdnta ACR). These resources were approximately

BRL 10 billion to cover non-recurring expenses incurred in 2013 and BRL 18.8 billion to cover those during
2014. The remaining part of non-recurring costs, which wasn'’t covered by these funds, was passed through
to consumers in the annual adjustment of the tariffs.

These financial resources helped to minimise distributors’ liquidity problems in 2013 and 2014, but

according to International Financial Reporting StandatBRSY), DSOs were not allowed to recognise
regulatory assets and liabilities on their balance sheets. ANEEL therefore opened Public Hearing 61/2014 to

SPA2466477/45 150112-0004 149



discuss whether distributors’ concession agreements should be amended allowing the compensation of
regulatory assets and liabilities at the end of the concession period, in order to allow for recognition in the

distributors’ financial statements. This amendment was signed by distributors in November 2014, and these
assets and liabilities are presently recognised according to IFRS.

During Public Hearing 64/2014, ANEEL discussed quotas allocation criteria, regarding the energy from
generators whose concessions had expired. Federal Decree 7805/2012 established the allocation of new
energy quotas in conformity with the size of the market (except the allocation that happened in 2013, which
didn’t follow this guideline in order to achieve equal tariff reductions between DSOs). As a result, ANEEL
approved an allocation criterion that favours exposure to the spot market in 2015 but that follows the
proportion of market size in the following years.

In 2015, minimum and maximum limits for spot prices were changed, after discussion within Public Hearing
54/2014. These values went from BRL 15.62 and BRL 822.83 per MWh in 2014 to BRL 30.26 and BRL
388.48per MWh respectively. This change allowed a significant reduction in the exposure of DSOs’ cash
flows.

On 15 May 2015, the Ministry of Mines and EnerME ) instructed ANEEL to promote an auction to bid

on 29 hydroelectric concessions located in the states of Goias, Parana, Sdo Paulo, Minas Gerais e Santa
Catarina. Provisional Measure n® 688 was published in August. It established an amount the successful
bidder of each set of power plants must pay to the government, although the government would reimburse
portions of such grant through the successful bidder's Annual Revenue GendR&t@® (

The auction was held on 25 November. China Three Gorges was the most successful bidder in terms of
guantity, acquiring the Jupia and llha Solteira plants. The auction had an average discount of 0.32 per cent.
and the average price was BRL 125MW/h, without additional costs and fees. This average price has not been
adjusted for the eventual return of the grant in the RAG. The government received a total of BRL 17 billion
through the abovementioned grants.

After great tensions related to the lack of rainfall in 2014 and early 2015 which also raised the imminent
possibility of rationing, storage reservoirs, especially those in the southeast and the midwest, were able to
recover and close the month of November at 27.55 per cent. of capacity. This was higher than the recorded
percentage for the same period in 2014. At the end of 2015, the storage reservoirs in Southeast and Midwest
were 29.4 per cent. of capacity.

Despite increase in rainfall, economic slowdown observed for three consecutive quarters had a significant
negative effects on the distribution market. Negative growth in the Brazilian GDP is expected in 2016.
Therefore, it is expected that the decline in the energy sector’'s market will continue, especially so if there is
a drop in industrial demand.

This may result in over-contracting (above 105 per cent.) for the distributors over the next year, as all energy
contracts for 2016 were already agreed by December 2013. These were based on projections that materially
differ from the actual situation. Therefore, despite the Company’s efforts to mitigate them, events and factors
outside the Company’s control, such as quotas and migration of customers, combined with unfavourable
market conditions, have resulted in over-contracting. Negotiations are currently underway between DSOs,
MME and ANEEL to counteract the unmanageable effects and neutralise the risks.

At the end of March 2016, ANEEL passed Resolution 706/2016. Whilst this resolution recognises that
distributors have involuntary exposure to these difficulties due to the allocation of electricity “quotas” from
generating plants that extended their concession pursuant to Law 12.783/2013, it considers this does not
generate any loss for the distributors as they can pass the cost on to customers

Other Regulatory Changes
On 29 December 2014, by virtue of Resolution 4947/2014, the introduction of the system of tariff flags was

approved to enter into effect starting in January 2015. The procedure provides for short-term adjustments to
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be made to tariffs through the use of triggering indicators in the energy cost component in final tariffs. Tariff
flags are determined on a monthly basis and their purpose is to mitigate the exposure of distributors’ cash
flows to high energy prices by reducing the difference between the price paid for energy by distributors and
the price paid by consumers to distributors through tariff.

In January 2016, ANEEL reviewed tariff category amounts for 2016 and the time when each one should be
activated. ANEEL also divided the red category into two levels to better reflect different generation
scenarios. Currently, the tariff categories are as follows:

» Greencategory:lt is activatedwhen the variable cost per unit (VCU) of the last coal-fired plant
dispatcheds lessthan211.28R$/MWh. It doesnot entailanyadditionalcostfor the customer.

* Yellow categorylt is activatedwhenthe VCU of the last coal-fired plant dispatcheds greaterthan
211.28 R$/MWh and less than 422.56 R$/MWh. It implies a surchargeof 15 R$/MWh for the
customer.

 Red1 category:lt is activatedwhenthe VCU of the last coal-fired plant dispatchedrangesfrom
422.56R$/MWhto 610.00R$/MWh. This impliesa surchargef 30 R$/MWh for the customer.

» Red?2 category:lt is activatedwhenthe VCU of the last coal-firedplant dispatcheds greaterthan
610.00R$/MWh. It impliesa surchargef 45 R$/ MWh for thecustomer.

Due to the improved water situation in the country and the corresponding lifting of energy security measures
in the recent months, it has been possible to dispatch from fewer coal-fired plants than necessary previously.
This has enabled a progression from the red category in February 2016 to the yellow category in March and
finally to green in April.

In order to equalise the impact of high energy costs for all DSOs in 2015, revenues due to tariff flags have
been shared among DSOs. Decree 8401/2015 created an account for centralising resources from tariff flags
and commanded that monthly ANEEL must calculate the required amount to be transferred among DSOs,
through this account. By Resolution 689/2015, ANEEL approved a new regulation to deal with flags
resources’ surplus. In the case when revenues are higher than costs, surplus is kept by distributors and then
returned to customers as lower tariffs in next tariffary event.

Resolution 687/2015 introduced changes in Resolution 482/2012, which regulates micro and mini distributed
generation DG). It defines micro and mini DG as a renewable or combined cycle power plant, limiting
micro DG to 75 kW, and mini DG to 3 MW for hydraulic generation, and 5 MW for renewables. By this
resolution, virtual energy compensation is now allowed between different consumption points. The amount
of compensation depends on the distance between generation and consumption points. It also introduced the
concept of “shared” energy contracts that allow consumers to form groups. These groups are able to invest in
a distributed generation plant and define the way this energy will be shared among its members.

On 27 August 2015, a public hearing was opened to set the Brazilian Large Industrial Energy Consumers and
Free Consumers Association'sABRACE) associates’ tariffs. According to CDECdnta de
Desenvolvimento energéticothe amount to be charged is calculated proportionally to the level of
consumption of all consumers, meaning that the largest consumers pay more. ABRACE disagreed with
CDE'’s calculation method and won an injunction that allowed it not to pay a part of the charge. The impacts
were retroactive to the injunction date, which was 3 July 2015. However, ANEEL is trying to appeal the
judicial decision. Whilst Brazilian Electricity DistributordaBRADEE) has filed an injunction to protect

DSOs from any effects, there is still no judicial decision, and therefore ABRACE's injunction still applies.
On 24 September; the results of the public hearing were discussed at ANEEL’s board meeting. The board
decided to publish a new tariff for ABRACE's associates, as per the injunction. The result of the
aforementioned public hearing will not have a material impact on Elektro’'s results, but can result in
temporary cash flow fluctuation.
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In 2015, several DSOs renewed concession contracts. At the end of May 2016, the senate will have to
approve or reject a provisional act that includes special conditions for Centrais Elétricas Brasileiras S.A.

(Eletrobras) concessions in the North region. ANEEL discussed this topic in a public hearing and drafted a

new contract. The DSOs accomplished the following criteria:

| - Efficiency of quality of service;

Il - Efficiency of economic and financial management;
lll - Operating and economic rationality; and

IV - Reasonable and affordable prices.

Non-compliance with annual targets may result in capital contribution obligations for the controlling
shareholders of the relevant DSO. Should a DSO fail to reach the annual targets for two consecutive years in
a five-year period, the relevant concession may be terminated. The concession will be auctioned if a current
concessionaire does not agree with the new conditions.

In 2015, a public hearing regarding the transfer of sub-transmission assets was opened. In this hearing, the
aim was to collect subsidies from agents according to ANEEL'’s proposal. The review was intended to last
until the end of the first half of 2016. However, many of the agents involved disagreed with ANEEL's
proposal and transmission agents continue to resist the transfer. As a result, the regulatory agency suspended
it to improve the proposal for debate. It was reopened on 26 April 2016. ANEEL analysed the contributions
made in the 1st phase of the public hearing, and introduced a new technical proposal. Some of the changes
were: (i) an update of the compensation for a transmission’s non-amortised assets, (ii) determination of what
assets are more suitable to be transferred, and (iii) transfer must be linked to the distributor’s tariff revision
process, in order to properly incorporate costs and investments.

With regard to structuring projects, the consortium responsible for the UHE Jirau plant, Energia Sustentavel
do Brasil S.A. ESBR), is immersed in legal proceedings with ANEEL and ABRADEE for the delay in the
project. This delay was caused by, among other reasons, workers’ strike and conflicts on construction sites.
In April 2015, ANEEL ruled that ESBR would only be excused for a 52 day delay, despite ESBR’s request
to excuse 535 days. A court decision in May 2015 excluded ESBR'’s responsibility, exempting the ESBR
from penalty and granting an excused delay of 535 days.

Due to the amendment to the UHE Jirau plant’s contract, there is more than one schedule for the completion
of the construction of the hydroplant, making any interpretation of legal decisions more complex.

In September, ANEEL filed an application for the suspension of the effects of the court ruling. ABRADEE
filed for a writ of mandamus to be enforced, pleading the invalidity of the UHE Jirau plant’'s sentence due to
the absence of the distributors, PPASs’ signatories and parties directly interested in the demarcation in the
proceedings, since the exemption of responsibility can expose them to the spot market. At the end of the
month, ABRADEE obtained an injunction to the court decision to protect distributors from the financial
effects.

ABRADEE'’s injunction was nullified in late November 2015, leaving distributors owing a debt of BRL 3.7
billion to ESBR. On 1 December another legal decision was issued. HoW&mgara de Comercializagéo

de Energia Elétricd CCEE) and ABRADEE have divergent approaches, the first one considering that the
UHE Jirau plant has credit and the second one considering that the UHE Jirau plant has a debt. ABRADEE
has already addressed ANEEL to assist in the interpretation of the decision.

Insurance

The Group maintains insurance which provides cover against a number of risks, including property damage,
fire, flood, third party liability and business interruption.
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However, this insurance does not completely eliminate operational risk, since it is not always possible to
transfer it to insurance companies and, in addition, cover is always subject to certain limitations.

Employees

In 2015 and 2014 the Iberdrola Group’s average workforce totalled 27,169 and 28,021 respectively.

The average number of employees in the consolidated Group is calculated on the basis of the percentage
ownership held by Iberdrola in the jointly controlled entities consolidated using proportionate consolidation
and the total number of employees of fully-consolidated subsidiaries.

Board of Directors of Iberdrola, S.A.

As at the date of this Base Prospectus, the Board of Directors is made up of the following 14 Directors:

Name Title Business  Date of first Date of last Type of Principle adtivity
address appointment appointment Director outside of the
Board of
Directors of the
Guarantor
Mr. Josélgnacio Chairman Bilbao, 21.05.2001 27.03.2015 Executive Chairmanof the
Sanchetala? andChief Plaza boardsof directors
Executive Euskadi5 of the country
Officer subholding

companief the
IberdrolaGroupin
the United
Kingdom

(ScottishPower
Limited) andthe
United Stateof
America
(Avangrid,Inc., a
NYSE-listed
company).

Mr. [fiigo Victor de Member Bilbao, 26.04.2006 08.04.2016 Otherexternal Memberof the
Oriol Ibarrd¥® Plaza Boardof Directors
Euskadi5 of Empresale
Alumbrado
EléctricodeCeuta,
S.A

Ms. InésMacho Member Bilbao, 07.06.2006 08.04.2016 External Professoof
Stadlef?® Plaza Independent  Economicsin the
Euskadi5 Economicsand

EconomicHistory
Departmenbf
Universidad
Autébnomade
Barcelona.

Mr. Braulio Medel Member Bilbao, 07.06.2006 08.04.2016 External Executivechair of
Camar& Plaza Independent  UnicajaBanco,
Euskadi5 S.A. andchair of
Fundacién
BancariaUnicaja
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Name

Ms. Samantha
Barbef’

Ms. MariaHelena
Antolin Raybaué®

Mr. Santiago
MartinezLage®

Mr. JoséLuis San
Pedro
Guerenabarreffa

Mr. AngelJesus
AcebesPaniagud®

Ms. Georginakessel
Martine#

Ms. DeniseMary
Holt®

Title

Member

Member

Member

Memberand
Chief
Operating
Officer

Member

Member

Member
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Business
address

Bilbao,
Plaza
Euskadi5

Bilbao,
Plaza
Euskadi5

Bilbao,
Plaza
Euskadi5

Bilbao,
Plaza
Euskadi5

Bilbao,
Plaza
Euskadi5

Bilbao,
Plaza
Euskadi5

Bilbao,
Plaza
Euskadi5

Date of first
appointment

31.07.2008

26.03.2010

26.03.2010

24.04.2012

24.04.2012

23.04.2013

24.06.2014

Date of last
appointment

08.04.2016

27.03.2015

27.03.2015

27.03.2015

27.03.2015

28.03.2014

27.03.2015

Type of
Director

External
Independent

External
Independent

External
Independent

Otherexternal

External
Independent

External
Independent

External
Independent

Principle activity
outsideof the
Board of
Directors of the
Guarantor

Chairof Scottish
Ensembleyice-
chairof Scotland’s
2020Climate
Group

Vice-chairof the
Boardof Directors
andmemberof the
Management
Committeeof
GrupoAntolin
Irausa, SA.

Chairof thelaw
firm Martinez
Lage,
Allendesalaza&
Brokelmann

Chairof theBoard
of Directorsof
IberdrolaEspafia,
S.A

Chairmanand
foundingpartnerof
GrupoMA
AbogadosEstudio
Juridico,S.L.

Independent
directorandchair
of the Audit
Committeeof
GrupoFinanciero
Scotiabank
Inverlat, and a
partnerof Spectron

E&I.

Independent
directorand
memberof theRisk
Committeeof
HSBCBankplc.,
chairand
independent
directorof M&S

FinancialServices
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Name Title Business  Date of first Date of last Type of Principle activity

address appointment appointment Director outside of the
Board of
Directors of the
Guarantor
Ltd.
Mr. José W. Member Bilbao, 17.02.2015 27.03.2015 External Partner of Gibson,
Fernande? Plaza Independent  Dunn & Crutcher,
Euskadi 5 member of the

board of directors
of the Council of
the Americas and
the Center for

American Progress.

Mr. Manuel Moreu Member Bilbao, 17.02.2015 27.03.2015 Other external Chairman of
Munaiz? ® Plaza Seaplace, S.L. and
Euskadi 5 the Engineering

Institute of Spain,
sole director of H.I.

de Iberia Ingenieria
y Proyectos S.L.
and Howard
Ingenieria 'y
Desarrollo S.L.

Mr. XabierSagredo = Member Bilbao, 08.04.2016 08.04.2016 Otherexternal  Chairof theBoard
Ormaz¥®’ Plaza of Trusteeof
Euskadi5 Bilbao Bizkaia
Kutxa Fundacién

Bancaria-Bilbao
BizkaiaKutxa
BankuFundazioa

(0] Executive Committee.

2) Audit and Risk Supervision Committee.

3) Appointments Committee.

4) Remuneration Committee

(5) Corporate Social Responsibility Committee

The Secretary of the Board of Directors is Mr. Julian Martinez-Simancas Sanchez, and the Deputy Secretary
of the Board of Directors is Mr. Santiago Martinez Garrido.

There are no potential conflicts of interest between the Board members’ duties to Iberdrola and their private
interests or other duties. All potential conflict of interest situations involving the Board members were
avoided by operation of the procedures set forth in the applicable rules and regulations described in section
IAGC D.6 of the Annual Corporate Governance Report 2015. These rules, and notably the Restated
Procedures for Conflicts of Interest and Related-Party Transactions, provide that Directors who become
involved in a conflict of interest (i) shall give written notice thereof to the Chairman or the Secretary of the
Board and (ii) shall not attend or participate in the deliberation and voting on those matters regarding which
the Director is involved in a conflict of interest. Additionally, transactions by the Company with Directors
and Significant Shareholders shall be subject to the approval of the Board and disclosed in the financial and
corporate governance information.
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Iberdrola’s Annual Corporate Governance Report 2015 is available on the intemetvaberdrola.com.

The Company website also provides further information about the Annual General Shareholders’ Meeting,

the updated composition of the Board of Directors and its Committees, as well as the curriculum vitae, other
activities developed and interest in the share capital held by each one of the members thereof. Iberdrola’s
website (www.iberdrola.esdoes not form part of this Base Prospectus.

ManagementStructure

The persons responsible for the day-to-day management of Iberdrola and their functions are as follows:

Function Managemen
Chairman & Chief Executive Officer (CE( Mr. José Ignacio Sanchez Ge
GroupChief Operating Office Mr. Francisco Martinez Coércol
Secretary of the Board of Direct Mr. Julian Martine-Simancas Sanch®
Chief Financiaand ResourceOfficer: Mr. José ‘ainz Armad:
Director of Administration and Contr Mr. Juan CarloiRebollo Liceag
Director of Legal Services: Mr. Santiago Martinez Garrido
Director of CorporateDevelopmen Mr. Pedro Azagra Blazqu
Director of Internal Audit Mr. Luis Javier Aranaz Zu:®
Q) Reporting to the Board of Directors.
2) Functionally controlled by the Board’s Audit and Risk Supervision Committee.

Material contracts

The material contracts entered into by Iberdrola (other than in its ordinary course of business) and which are
relevant to its ability to meet its obligations in respect of the Notes are the Dealership Agreement, the
Agency Agreement and the Deed of Guarantee.
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SUBSCRIPTION AND SALE

Subject to the terms and conditions contained in an amended and restated dealership agreement dated 22
June 2016 (as amended or supplemented from time to timBe#lership Agreemeny between the Issuers,

the Guarantor, the Arranger and the Permanent Dealers, the Notes will be offered on a continuous basis by
the relevant Issuer, to the Permanent Dealers. However, the Issuers have reserved the right to sell Notes
directly on their own behalf to Dealers which are not Permanent Dealers. The Notes may be resold at
prevailing market prices, or at prices related thereto, at the time of such resale, as determined by the relevant
Dealer. The Notes may also be sold by the relevant Issuer through the Dealers, acting as agents of such
Issuer. The Dealership Agreement also provides for Notes to be issued in syndicated Tranches which are
jointly and severally underwritten by two or more Dealers.

The relevant Issuer failing whom, the Guarantor, has agreed to indemnify the Dealers against certain
liabilities in connection with the offer and sale of the Notes. The Dealership Agreement may be terminated in
relation to all the Dealers or any of them by the relevant Issuer or, in relation to itself and the relevant Issuer
only, by any Dealer, at any time on giving not less than ten business days’ notice.

United Statesof America

Regulation S Category 2, TEFRA D (as defined below), unless TEFRA C (as defined below) is specified as
applicable in the relevant Final Terms. Rule 144A eligible if so specified in the relevant Final Terms.

The Notes and the Guarantee have not been and will not be registered under the U.S. Securities Act of 1933
(as amended) (th8ecurities Ac) and may not be offered or sold within the United States or to, or for the
account or benefit or, U.S. persons except in certain transactions exempt from the registration requirements
of the Securities Act. Terms used in this paragraph have the meanings given to them by Regulation S under
the Securities Act.

Notes in bearer form are subject to U.S. tax law requirements and may not be offered, sold or delivered
within the United States or its possessions or to a U.S. person, except in certain transactions permitted by
U.S. Treasury regulations. Terms used in this paragraph have the meanings given to them by the U.S.
Internal Revenue Code and Treasury regulations promulgated thereunder. The applicable Final Terms will
identify whether the provisions of U.S. Treasury regulation section 1.163-5(c)(2)(i)(C) (or substantially
identical successor U.S. Treasury regulation section including, without limitation, substantially identical
regulations issued in accordance with U.S. Internal Revenue Service Notice 2012-20 or otherwise in
connection with the U.S. Hiring Incentives to Restore Employment Act of 20EBRA C), the provisions

of U.S. Treasury regulation section 1.163-5(c)(2)(i)(D) (or substantially identical successor U.S. Treasury
regulation section including, without limitation, substantially identical regulations issued in accordance with
U.S.Internal Revenue Service Notice 2012-20 or otherwise in connection with the U.S. Hiring Incentives to
Restore Employment Act of 2010TEFRA D), or neither the provisions of TEFRA C nor TEFRA D
(TEFRA not applicable) will apply to the issuance of Notes.

Each Permanent Dealer has represented and agreed, and each further Dealer appointed under the Programm
will be required to represent and agree, that except as permitted by the Dealership Agreement, it will not
offer, sell or deliver the Notes of any identifiable Tranche, (a) as part of their distribution at any time (b)
otherwise until 40 days after completion of the distribution of such Tranche as determined, and certified to
the relevant Issuer, or the Fiscal Agent by such Dealer or, in the case of Notes issued on a syndicated basis,
the Lead Manager, except in accordance with Rule 903 of Regulation S under the Securities Act or, as
provided below, in accordance with Rule 144A thereunder, within the United States or to, or for the account
or benefit of U.S. persons, and it will have sent to each Dealer to which it sells Notes a confirmation or other
notice setting forth the restrictions on offers and sales of the Notes within the United States or to, or for the
account or benefit of U.S. persons.

In addition, until 40 days after the commencement of the offering, an offer or sale of Notes within the United
States by any Dealer (whether or not participating in the offering) may violate the registration requirement of
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the Securities Act if such offer or sale is made otherwise than in accordance with Rule 144A under the
Securities Act (if available).

Such Dealers as may be specified in the relevant Final Terms may offer and sell Notes in accordance with
Rule 144A under the Securities Adi44A Resal¢ subject to compliance with all applicable United States
selling restrictions.

In connection with any such 144A Resale, each relevant Dealer will be required to represent and agree that
(a) neither it nor any person acting on its behalf has made or will make offers or sales of Notes by any form
of general solicitation or general advertising (as those terms are used in Rule 502(c) under the Securities Act)
and (b) if required by law, it will deliver to each qualified institutional buyer purchasing a Note or Notes
from it a Base Prospectus.

Each Series of Notes may also be subject to such further United States selling restrictions as the relevant
Issuer and the relevant Dealer may agree and as indicated in the relevant Final Terms.

Public Offer Selling Restriction under the ProspectusDirective

In relation to each Member State of the European Economic Area which has implemented the Prospectus
Directive (each, &elevant Member Stat@, each Permanent Dealer has represented and agreed, and each
further Dealer appointed under the Programme will be required to represent and agree, that with effect from
and including the date on which the Prospectus Directive is implemented in that Relevant Member State (the
Relevant Implementation Daté it has not made and will not make an offer of Notes which are the subject

of the offering contemplated by the Base Prospectus as completed by the Final Terms in relation thereto to
the public in that Relevant Member State, except that it may, with effect from and including the Relevant
Implementation Date, make an offer of such Notes to the public in that Relevant Member State:

@) at any time to any legal entity which is a qualified investor as defined in the Prospectus Directive;

(b) at any time to fewer than 150 natural or legal persons (other than qualified investors as defined in the
Prospectus Directive) subject to obtaining the prior consent of the relevant Dealer or Dealers
nominated by the relevant Issuer for any such offer; or

(© at any time in any other circumstances falling within Article 3(2) of the Prospectus Directive,

provided that no such offer of Notes referred to in (a) to (c) above shall require the relevant Issuer or any
Dealer to publish a prospectus pursuant to Article 3 of the Prospectus Directive or supplement a prospectus
pursuant to Article 16 of the Prospectus Directive.

For the purposes of this provision, the expression an “offer of Notes to the public” in relation to any Notes in
any Relevant Member State means the communication in any form and by any means of sufficient
information on the terms of the offer and the Notes to be offered so as to enable an investor to decide to
purchase or subscribe the Notes, as the same may be varied in that Member State by any measure
implementing the Prospectus Directive in that Member State and the exprBssipectus Directive

means Directive 2003/71/EC (as amended, including by Directive 2010/73/EC) and includes any relevant
implementing measure in the Relevant Member State.

United Kingdom

Each Permanent Dealer has represented and agreed, and each further Dealer appointed under the Programm
will be required to represent and agree, that:

@) in relation to any Notes which have a maturity of less than one year, (i) it is a person whose ordinary

activities involve it in acquiring, holding, managing or disposing of investments (as principal or
agent) for the purposes of its business and (ii) it has not offered or sold and will not offer or sell any
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Notes other than to persons whose ordinary activities involve them in acquiring, holding, managing
or disposing of investments (as principal or as agent) for the purposes of their businesses or who it is
reasonable to expect will acquire, hold, manage or dispose of investments (as principal or agent) for
the purposes of their businesses where the issue of the Notes would otherwise constitute a
contravention of Section 19 of the Financial Services and Markets Act 20063td) by the
relevant Issuer;

(b) it has only communicated or caused to be communicated and will only communicate or cause to be
communicated any invitation or inducement to engage in investment activity (within the meaning of
Section 21 of the FSMA) received by it in connection with the issue or sale of any Notes in
circumstances in which Section 21(1) of the FSMA does not apply to the Issuers or the Guarantor;
and

(© it has complied and will comply with all applicable provisions of the FSMA with respect to anything
done by it in relation to any Notes in, from or otherwise involving the United Kingdom.

The Netherlands

Each Permanent Dealer has represented and agreed, and each further Dealer appointed under the Programm
will be required to represent and agree, that Zero Coupon Notes (as defined below) in definitive form issued
by Iberdrola International may only be transferred and accepted, directly or indirectly, within, from or into
The Netherlands through the mediation of the relevant Issuer or a member of Euronext Amsterdam N.V. in
accordance with the Dutch Savings Certificates Attef( inzake spaarbewijzerof 21 May 1985 (as
amended). No such mediation is required: (i) in respect of the transfer and acceptance of rights representing
an interest in a Zero Coupon Note in global form, or (ii) in respect of the initial issue of Zero Coupon Notes
in definitive form to the first holders thereof or (iii) in respect of the transfer and acceptance of Zero Coupon
Notes in definitive form between individuals not acting in the conduct of a business or profession, or (iv) in
respect of the transfer and acceptance of such Zero Coupon Notes within, from or into The Netherlands if all
Zero Coupon Notes (either in definitive form or as rights representing an interest in a Zero Coupon Note in
global form) of any particular Series are issued outside The Netherlands and are not distributed into The
Netherlands in the course of initial distribution or immediately thereafter. As used herein “Zero Coupon
Notes” are Notes that are in bearer form and that constitute a claim for a fixed sum against the relevant Issuer
and on which interest does not become due during their tenor or on which no interest is due whatsoever.

Each Permanent Dealer has represented and agreed, and each further Dealer appointed under the Programm
will be required to represent and agree, that it will not make an offer of Notes which are outside the scope of
the approval of this Base Prospectus as contemplated by the Final Terms relating thereto, to the public in the
Netherlands in reliance on Article 3(2) of the Prospectus Directive (as defined above under “Public Offer
Selling Restriction under the Prospectus Directive” above) unless (i) such offer is made exclusively to
persons or entities which are qualified investors as defined in the Dutch Financial Supervision Act or (ii)
standard exemption wording and logo are disclosed as required by Section 5:20(5) of the Dutch Financial
Supervision Act, provided that no such offer of Notes shall require the relevant Issuer or any Dealer to
publish a prospectus pursuant to Article 3 of the Prospectus Directive or supplement a prospectus pursuant to
Article 16 of the Prospectus Directive.

Spain

Neither the Notes nor this Base Prospectus have been approved or registered in the administrative registries
of the Spanish Securities Markets CommissiBoniisiéon Nacional del Mercado de Valoye8ccordingly,

the Notes may not be offered, sold or re-sold in Spain except in circumstances which do not constitute a
public offering of securities in Spain within the meaning of Article 35 of Royal Legislative Decree 4/2015,

of October 23, approving the recast text of the Spanish Securities Market Law (Real Decreto Legislativo
4/2015, de 23 de octubre, por el que se aprueba el texto refundido de la Ley del Mercado dé &mlores
amended and restated and Royal Decree 1310/2005 of 4 November on admission to listing of securities on
organised secondary markets and public offers of securities and the prospectus required in connection
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therewith (Real Decreto 1310/2005 de 4 de noviembre, por el que se desarrolla parcialmente la Ley del
Mercado de Valores, en material de admission a negociacién de valores en mercados secundarios oficiales,
de ofertas publicas de venta o suscripcion y del folleto exigible a tales efectos) as amended andnestated
supplemental rules enacted thereunder or in substitution thereof from time to time.

Japan

The Notes have not been and will not be registered under the Financial Instruments and Exchange Act of
Japan (Act No.25 of 1948, as amended:RHeA ). Each Permanent Dealer has represented and agreed, and
each further Dealer appointed under the Programme will be required to represent and agree, that it will not
offer or sell any Notes, directly or indirectly, in Japan or to, or for the benefit of, any resident of Japan (as
defined under Items 5, Paragraph 1, Article 6 of the Foreign Exchange and Foreign Trade Act (Act No. 228
of 1949, as amended) or to others for reoffering or resale, directly or indirectly in Japan or to, or for the
benefit of, any resident of Japan except pursuant to an exemption from the registration requirements of, and
otherwise in compliance with, the FIEA and other applicable laws, regulations and ministerial guidelines of
Japan.

General

No action has been taken in any jurisdiction that would permit a public offering of any of the Notes or
possession or distribution of the Base Prospectus or any other offering material or any Final Terms in any
country or jurisdiction where action for that purpose is required.

Each Dealer has agreed, and each further Dealer appointed under the Programme will be required to agree,
that, notwithstanding the specific selling restrictions set out herein, it will comply with all applicable
securities laws, regulations and directives in each jurisdiction in which it purchases, offers, sells or delivers
Notes or has in its possession or distributes the Base Prospectus, any other offering material, in all cases at
its own expense.

Each Dealer has undertaken, and each further Dealer appointed under the Programme will be required to
undertake, that it will obtain any consent, approval or permission required by it for the subscription, offer or
sale by it of any Notes or possession or distribution by it of the Base Prospectus or any other offering
material under the applicable laws and regulations in force in any jurisdiction to which it is subject or in or
from which it makes any subscription offer or sale.
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FORM OF FINAL TERMS
Final Terms datede(]

[Iberdrola International B.V.
(incorporated with limited liability in The Netherlands and having its corporate seat in Amstérdam)
/[Iberdrola Finanzas, S.A.U.
(incorporated with limited liability in the Kingdom of Spgin

Issue of

[Aggregate Nominal Amount of Tranche] [Title of Notes]
[Indicate in title if the Notes are green bonds, i.e. if issued to finance Eligible Green Brojects

Guaranteed by
Iberdrola, S.A.

Under the EUR 20,000,000,000
Euro Medium Term Note Programme

PART A —CONTRACTUAL TERMS

Terms used herein shall be deemed to be defined as such for the purposes of the Terms and Conditions of
Notes issued by [Iberdrola International B.V.])/[Iberdrola Finanzas, S.A.U.] set forth in the Base Prospectus
dated 22 June 2016 [and the supplement to the Base Prospectus@afedd] [®]] which [together]

constitute a base prospectus for the purposes of the Prospectus DirectiBagéhérospectus This

document constitutes the Final Terms of the Notes described herein for the purposes of Article 5.4 of the
Prospectus Directive and must be read in conjunction with such Base Prospectus [as so supplemented]. Full
information on the Issuer, the Guarantor and the offer of the Notes is only available on the basis of the
combination of these Final Terms and the Base Prospectus. The Base Prospectus and the Final Terms have
been published on the website of the Luxembourg Stock Exchamgevabourse.lu and are available for

viewing at [address] [and] [website] and copies may be obtained from [address].

The following alternative language applies if the first tranche of an issue which is being increased was
issued under a Base Prospectus with an earlier date. N.B. when using a post — 1 July 2012 approved Base
Prospectus to tap a previous issue under a pre — 1 July 2012 approved Base Prospectus, the final terms in
the post — 1 July 2012 Base Prospectus will take a different form due to the more restrictive approach to
final terms. The Conditions of the original issue being tapped should be reviewed to ensure that they would
not require the final terms documenting the further issue to include information which is no longer permitted
in final terms. Where the final terms documenting the further issue would need to include such information,
it will not be possible to tap using final terms and a drawdown prospectus (incorporating the original
Conditions and final terms) will instead need to be prepared.

Terms used herein shall be deemed to be defined as such for the purposes of the Terms and Conditions (the
Conditions) of Notes issued by [Iberdrola International B.V.])/[Iberdrola Finanzas, S.A.U.] set forth in the
Base Prospectus dated [14 June 2012/12 June 2013/25 June 2014/26 June 2015] which are incorporated by
reference in the Base Prospectus dated 26 June 2015. This document constitutes the Final Terms of the Notes
described herein for the purposes of Article 5.4 of the Prospectus Directive and must be read in conjunction
with the Base Prospectus dated 22 June 2016 [and the supplement to the Base Prospec®]} datieth |

[together] constitute[s] a base prospectus for the purposes of the Prospectus DirediasdtReospectus

save in respect of the Conditions which are extracted from the Base Prospectus dated [14 June 2012/12 June
2013/25 June 2014/26 June 2015] and incorporated by reference into the Base Prospectus dated 22 June
2016. Full information on the Issuer, the Guarantor and the offer of the Notes is only available on the basis
of the combination of these Final Terms and each Base Prospectus dated [14 June 2012/12 June 2013/25
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June 2014/26 June 2015] and 22 June 2016 [and the supplement to the Base Prospec®]$ ddiedpse
Prospectus and the Final Terms have been published on the website of the Luxembourg Stock Exchange at
www.bourse.luand are available for viewing at [address] [and] [website] and copies may be obtained from
[address].

(Include whichever of the following apply or specify as “Not Applicable” (N/A). Note that numbering should
remain as set out below, even if “Not Applicable” is indicated for individual paragraphs or sub-paragraphs
(in which case the sub-paragraphs of the paragraphs which are not applicable may be deleted). Italics
denote guidance for completing Final Terms.)

(When completing final terms or adding any other final terms or information consideration should be given
as to whether such terms or information constitute “significant new factors” and consequently trigger the
need for a supplement to the Base Prospectus under Article 16 of the Prospectus Directive.)

1. (i) [Series Number: [ 1
(ii) [Tranche Number: [ 1l

(i) Date on which the Notes will be The Notes will be consolidated, form a single
consolidated and form a single series and be interchangeable for trading purposes
Series: with the existing notes with Series numbe@ij pn

[the Issue Date/exchange of the Temporary Global
Note for interests in the Permanent Global Note,
as referred to in paragrap®][ below, which is
expected to occur on or aboudafd][Not

Applicable]

2. Specified Currency or Currencies: [ ]

3. Aggregate Nominal Amount admitted to | ]

trading:
0] [Series: [ 1]
(i) [Tranche: [ 1]

4, Issue Price: [ ] per cent. of the Aggregate Nominal
Amount [plus ®] corresponding to the accrued
interest for the period commencing on and
including [@] to, but excluding, the Issue Date].

5. 0] Specified Denominations: [®]

(i) Calculation Amount: [®]
6. 0] Issue Date: [ ]
(i) [Interest Commencement Date: ®][[Issue Date]/[Not Applicable]
7. Maturity Date: [Specify date or for Floating rate noteslaterest

Payment Date falling in or nearest to [specify
month and vyear]] NB: The Maturity Date
[should not be/may need to be not] less than one
year after the Issue Date)]
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8. Interest Basis:

9. Change of Interest Basis:

10. Put/Call Options:

[[®] per cent. Fixed Rate] (see item 12 below)

[[®] Month [LIBOR/EURIBOR] +/- [®] per cent.
Floating Rate] (see item 13 below)

[Zero Coupon] (see item 14 below)

(see paragraph [12]/[13]/[14] below)

[For the period from (and including) the Interest
Commencement Date, up to (but excluding) [date]
paragraph [12/13] applies and for the period from
(and including) [date], up to (and including) the

Maturity Date, paragraph [12/13] applies] [Not

Applicable]

[Put Option]

[Change of Control Put Option]

[Issuer Call]

[Residual Maturity Call Option]

[Substantial Purchase Event]

[(see paragraph [15]/[16]/[17]/[18]/[19] below]

[Not Applicable]

11. [[Date [Board] approval for issuance of [][and ][], respectively]]]
Notes [and Guarantee] obtained:

(N.B. Only relevant where Board (or similar)
authorisation is required for the particular tranche
of Notes or related Guarantee)]

PROVISIONS RELATING TO INTEREST (IF ANY) PAYABLE

12. Fixed Rate Note Provisions

(ii)

(i)
(iv)

Rate[(s)] of Interest:

Interest Payment Date(s):

Fixed Coupon Amount[(s)]:

Broken Amount(s):

[Applicable/Not Applicable]
(If not applicable, delete the remaining sub
paragraphs of this paragraph)

[ ] per cent. per annum
payable in arrear on each Interest Payment Date

[ ] in each year up to and including the
Maturity Date.

[ ] per Calculation Amount

[[ ] per Calculation Amount, payable on the

(Applicable to Notes in definitivelnterest Payment Date falling [infon] [ ]][Not

form)
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Applicable]
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v)

(vi)

Day Count Fraction: [Actual/Actual)/[Actual/ActuallSDA]/[Actual/365
(Fixed)]/[Actual/360]/[30/360]/[30E/360][30E/36
0(ISDA)]/[Actual/Actual(ICMA)]

Determination Dates: [ ] in each year][Not Applicable] (only
relevant where Day Count Fraction is Actual
(Actual (ICMA). In such a casdnsert regular
payment dates, ignoring issue date or maturity
date in the case of a long or short first or last
coupon. N.B. only relevant where Day Count
Fraction is Actual/Actual ([ICMA])

13. Floating Rate Note Provisions [Applicable/Not Applicable]

(i)

(ii)

(i)

(iv)

v)
(vi)

(vii)

(viii)

(If not applicable, delete theemaining sub
paragraphs of this paragraph)

Interest Period(s): [[®] [, subject to adjustment in accordance with
the Business Day Convention set out in (iv)
below/, not subject to any adjustment[, as the
Business Day Convention in (iv) below is
specified to be Not Applicable]]]

Specified Interest Payment Dates: [[®] in each year[, subject to adjustment in
accordance with the Business Day Convention set
out in (iv) below/, not subject to any adjustment][,
as the Business Day Convention in (iv) below is
specified to be Not Applicable]]]

Interest Period Date: [[®] in each year[, subject to adjustment in
accordance with the Business Day Convention set
out in (iv) below/, not subject to any adjustment][,
as the Business Day Convention in (iv) below is
specified to be Not Applicable]]][Not Applicable]
(Not applicable unless different from Interest
Payment Date)

Business Day Convention: [Floating Rate Convention/Following Business
Day Convention/Modified Following Business
Day Convention/Preceding Business Day
Convention][Not Applicable]

Business Centre(s): [ ] [Not Applicable]

Manner in which the Rate(spf [Screen Rate Determination]/[ISDA
Interest is/are to be determined: Determination]

Party responsible for calculating thg ]
Rate of Interest and Interest Amount
(if not the Fiscal Agent)

Screen Rate Determination:

- Reference Rate: [®] Month [LIBOR/EURIBOR]

SPA2466477/45 150112-0004 164



Reference Banks

Interest Determination

Date(s):
— Relevant Screen Page:
(ix) ISDA Determination:
Floating Rate Option:
Designated Maturity:
Reset Date:

)

Linear Interpolation:

(xi)
(xii)
(xiii)

(xiv)

Margin(s):
Minimum Rate of Interest:
Maximum Rate of Interest:

Day Count Fraction:

14. Zero Coupon Note Provisions

0] Amortisation Yield:
PROVISIONS RELATING TO REDEMPTION

15. Call Option

(i)
(ii)

Optional Redemption Date(s):

each Note:

Make-whole Amount;

(i)
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Optional Redemption Amount(s) of

[ ]

[ ]
(In the case of a LIBOR or EURIBOR based

option, the first day of the Interest Period)

[Applicable — the Rate of interest for the
[long/short] [first/last] Interest Period shall be
calculated using Linear Interpolatiospgcify for
each short or long interest periptiot
Applicable]

[+/-] [ ®] per cent. per annum
[ ] per cent. per annum

[ ] per cent. per annum

[ ]
[Actual/Actual)/[Actual/Actual

ISDA]/[Actual/365(Fixed)]/[Actual/360]/[30/360]
/[30E/360]/[30E/360(ISDA)][Actual/Actual(ICM
Al

[Applicable/Not Applicable]
(If not applicable, delete the remaining sub
paragraphs of this paragraph)

[ ] per cent. per annum

[Applicable/Not Applicable]
(If not applicable, delete the remaining sub
paragraphs of this paragraph)

[ ]
[l

Amount]

] per Calculation Amount][Make-Whole

[Applicable/Not Applicable]
(If not applicable, delete the remaining sub
paragraphs of this paragraph
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@) Reference Note:
Redemption Margin:
Financial Adviser:

Quotation Time:

(b) Discount Rate:
(© Make-whole Exemption
Period:
(iv) If redeemable in part:
@) Minimum Redemption
Amount:
(b) Maximum Redemption
Amount
(V) Notice periods:
16. Put Option

(i)
(ii)

Optional Redemption Date(s):

each Note:

(i)

Notice period:
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[[®]/Not Applicable]
(If not applicable, delete the remaining sub
paragraphs of this paragraph

[e]
[e]
[e]
[[ e}/Not Applicable]

[Not Applicable)/[From (and including) ¢ to
(but excluding) #]/the Maturity Date]]

Minimum period: [ ] days

Maximum period: [ ] daygN.B. When setting
notice periods, the Issuer is advised to consider
the practicalities of distribution of information
through intermediaries, for example, clearing
systems (which require a minimum of 5 clearing
system business days’ notice for a call) and
custodians, as well as any other notice
requirements which may apply, for example, as
between the Issuer and the Agent.)

[Applicable/Not Applicable]
(If not applicable, delete theemaining sub
paragraphs of this paragraph)

[ ]

Optional Redemption Amount(s) of[ ®] per Calculation Amount

Minimum period: [ ] days

Maximum period: [ ] days

(N.B. When setting notice periods, the Issuer is
advised to consider the practicalities of
distribution of information through
intermediaries, for example, clearing systems
(which require a minimum of 15 clearing system
business days’ notice for a put) and custodians, as
well as any other notice requirements which may
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17.

18.

19.

20.

21.

Changeof Control Put:

0] Optional Redemption Amount:

(i) Notice periods:

ResidualMaturity Call Option
Substantial PurchaseEvent
Final RedemptionAmount

Early RedemptionAmount

apply, for example, as between the Issuer and the
Agent [or Trustee])

[Applicable/Not Applicable]
(If not applicable, delete the remaining
subparagraphs of this paragraph

[[ ] per Calculation Amount
Minimum period: [ ] days
Maximum period: [ ] days

(N.B. When setting notice periods, the Issuer is
advised to consider the practicalities of
distribution of information through
intermediaries, for example, clearing systems
(which require a minimum of 15 clearing system
business days’ notice for a patnd custodians, as
well as any other notice requirements which may
apply, for example, as between the Issuer and the
Agenj]

[Applicable/Not Applicable]
[Applicable/Not Applicable]

[[ ] per Calculation Amount]

Early Redemption Amount(s) payable on [ ] per Calculation Amount

redemption for taxation reasons or on Evenld.B( If the Final Redemption Amount is 100 per
of Default and/or the method of calculatingent. of the nominal value (i.e. par), the Early
the same (if required or if different from thaRedemption Amount is likely to be par (but

set out in Condition 6):

consider). If, however, the Final Redemption
Amount is other than 100 per cent. of the nominal
value, consideration should be given as to what
the Early Redemption Amount should)be.

GENERAL PROVISIONS APPLICABLE TO THE NOTES

22.

@) Form of Notes:
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Bearer Notes:

[Temporary Global Note exchangeable for a
Permanent Global Note exchangeable for
Definitive Notes in the limited circumstances
specified in the Permanent Global Note.]

[Temporary Global Note exchangeable for
Definitive Notes]

[Permanent Global Note exchangeable for
Definitive Notes in the limited circumstances
specified in the Permanent Global Note.]

[Permanent Global Note exchangeable for

167



23.

24,

25.

Registered Notes in the circumstances specified in
the Permanent Global Note.]

[Bearer Notes may not be physically delivered in
Belgium, except to a clearing system, a depositary
or other institution for the purpose of their
immobilisation in accordance with article 4 of the
Belgian Law of 14 December 2005Ih¢lude for
Bearer Notes that are to be offered in Belgium

Registered Notes:

[Regulation S Global Note (U.S.$/®] nominal
amount) registered in the name of a nominee for
[DTC/a common depositary for Euroclear and
Clearstream, Luxembourg/a common safekeeper
for Euroclear and Clearstream, Luxembourg (that
is, held under the NSS)]]

[Rule 144A Global Note (U.S.$@] nominal
amount) registered in the name of a nominee for
[DTC/a common depositary for Euroclear and
Clearstream, Luxembourg/a common safekeeper
for Euroclear and Clearstream, Luxembourg (that
is, held under the NSS)]]

(b) New Global Note: [Yes] [No]
[only applicable to Bearer Notgs

Financial Centre(s) or other specia®] [Not Applicable]

provisions relating to Payment Dates:
(Note that this paragraph relates to the date and
place of payment, and not the end dates of interest
periods for the purposes of calculating the amount
of interest, to which sub-paragraphs 12(ii))

Talons for future Coupons to be attached to [Yes, as the Notes have more than 27 coupon
Definitive Notes: payments, Talons may be required if, on exchange
into definitive form, more than 27 coupon
payments are still to be made/No]

Consolidation provisions: [Not Applicable/The provisions in Condition 13
apply]

THIRD PARTY INFORMATION

[®] has been extracted fror®]. Each of the Issuer and the Guarantor confirm that such information has
been accurately reproduced and that, so far as it is aware, and is able to ascertain from information
published by @], no facts have been omitted which would render the reproduced information inaccurate
or misleading.]

Signed on behalf of the Issuer: Signed on behalf of the Guarantor:
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BY . BY .

Duly authorised Duly authorised
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PART B — OTHER INFORMATION

1. LISTING AND ADMISSION TO

TRADING
0] Listing: [Luxembourg]
(i) Admission to trading: [Application has been made for the Notes to be

admitted to trading on [the regulated market of the
Luxembourg Stock Exchangether relevant
regulated markdt with effect from [@].]
[Application is expected to be made for the Notes
to be admitted to trading on [relevant regulated
markef [Not Applicable.]

(Where documenting a fungible issue, indicate that
the original Notes are already admitted to
trading.)

(i) Estimate of total expenses related t®]
admission to trading:

2. RATINGS

Ratings: [The Notes to be issued [[have been]/[are expected
to be]] rated)/[The following ratings reflect ratings
assigned to Notes of this type issued under the
Programme generally]:

[insert details]] by [insert the legal name of the
relevant credit rating agency entity(ies) and
associated defined terms].

(The above disclosure should reflect the rating
allocated to Notes of the type being issued under
the Programme generally or, where the issue has
been specifically rated, that rating.)

[Insert the legal name of the relevant credit rating
agency entity is established in the European
Union and is registered under Regulation (EC) No.
1060/2009 (as amended). [As suitsgrt the legal
name of the relevant credit rating agency entity] is
included in the list of credit ratings agencies
published by the European Securities and Markets
Authority on its website in accordance with such
Regulation.]

[[Insert the legal name of the relevant non-EU
credit rating agency entity] is not established in
the European Union and is not registered in
accordance with Regulation (EC) No. 1060/2009
(as amended),. Ifisert the legal name of the
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relevant non-EU credit rating agency enlitis
therefore not included in the list of credit rating
agencies published by the European Securities and
Markets Authority on its website in accordance
with such Regulation]

[[Insert the legal name of the relevant non-EU
credit rating agency entity] is not established in
the European Union and has not applied for
registration under Regulation (EC) No. 1060/2009
(as amended) (th€RA Regulation). However,
the application for registration under the CRA
Regulation of [insert the legal name of the relevant
EU credit rating agency entity that applied for
registratior], which is established in the European
Union, and is registered under the CRA Regulation
[(and, as such is included in the list of credit rating
agencies published by the European Securities and
Markets Authority on its website in accordance
with such Regulation)], disclosed the intention to
endorse credit ratings of [insert the legal name of
the relevant non-EU credit rating agefcyVhile
notification of the corresponding final
endorsement decision has not yet been provided by
the relevant competent authority, the European
Securities and Markets Authority has indicated
that ratings issued in third countries may continue
to be used in the EU by relevant market
participants for a transitional period ending on 30
April 2012.]

[[Insert the legal name of the relevant non-EU
credit rating agency entity] is not established in
the European Union and has not applied for
registration under Regulation (EC) No. 1060/2009
(as amended) (thERA Regulation). The ratings
[[have been]/[are expected to be]] endorsed by
[insert the legal name of the relevant EU
registered credit rating agency entity] in
accordance with the CRA Regulation. [Insert the
legal name of the relevant EU-registered credit
rating agency entiflyis established in the European
Union and registered under the CRA Regulation.
[As such [nsert the legal name of the relevant EU
credit rating agency entity] is included in the list
of credit rating agencies published by the
European Securities and Markets Authority on its
website in accordance with the CRA Regulation.]]

[[Insert the legal name of the relevant non-EU
credit rating agency entity] is not established in
the European Union and has not applied for
registration under Regulation (EC) No. 1060/2009
(as amended) (theCRA Regulation), but it
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[is]/[has applied to be]certified in accordance with
the CRA Regulation[[ [EITHER:] and it is
included in the list of credit rating agencies
published by the European Securities and Markets
Authority on its website in accordance with the
CRA Regulation] [ [OR:] although notification of
the corresponding certification decision has not yet
been provided by the relevant competent authority
and [insert the legal name of the relevant non-EU
credit rating agency entity] is not included in the
list of credit rating agencies published by the
European Securities and Markets Authority on its
website in accordance with the CRA Regulation].]

[[Insert legal name of the relevant credit rating
agency] is established in the European Union and
has applied for registration under Regulation (EC)
No. 1060/2009 (as amended), although natification
of the corresponding registration decision has not
yet been provided by the relevant competent
authority [and ihsert the legal name of the
relevant credit rating agency] is not included in
the list of credit rating agencies published by the
European Securities and Markets Authority on its
website in accordance with such Regulation.] ]

[[Insert the legal name of the relevant non-EU
credit rating agency entity] is not established in
the European Union and has not applied for
registration under Regulation (EC) No. 1060/2009
(as amended) (th€RA Regulation). However,
the application for registration under the CRA
Regulation of [insert the legal name of the relevant
EU credit rating agency entity that applied for
registratior], which is established in the European
Union, disclosed the intention to endorse credit
ratings of [nsert the legal name of the relevant
non-EU credit rating agency ent]fy although
notification of the corresponding registration
decision has not yet been provided by the relevant
competent authority andngert the legal name of
the relevant EU credit rating agency entity not
included in the list of credit rating agencies
published by the European Securities and Markets
Authority on its website in accordance with the
CRA Regulation].]

3. INTERESTS OF NATURAL AND LEGAL PERSONSINVOLVED IN THE ISSUE

[So far as the Issuer is aware, no person involved in the offer of the Notes has an interest material
to the offer.] The [Managers/Dealers] and their affiliates have engaged, and may in the future
engage, in investment banking and/or commercial banking transactions with, and may perform
other services for, the Issuer [and the Guarantor] and [its/their] affiliates in the ordinary course of
business -Amend as appropriate if there are other intergsts
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4. FIXED RATE NOTES ONLY —YIELD
Indication of yield:

5. OPERATIONAL INFORMATION
ISIN Code:

Common Code:

(@]

[ ]
[ ]

Any clearing system(s) other than Euroclear [Not Applicgile/ name(s) and number(s) [and

and Clearstream Luxembourg and thaddress(es]]
relevant identification number(s):
Names and addresses of additional Paying | ]

Agent(s) (if any):

Intended to be held in a manner which

would allow Eurosystem eligibility:
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[Yes. Note that the designation “yes” simply
means that the Notes are intended upon issue to be
deposited with one of the International Central
Securities Depositaries (ICSDs), being Euroclear
and Clearstream, Luxembourg as common
safekeeper, [and registered in the name of a
nominee of one of the ICSDs acting as common
safekeeper, that is, held under the NS8¢lide
this text for registered notes which are to be held
under the NSSand does not necessarily mean that
the Notes will be recognised as eligible collateral
for Eurosystem monetary policy and intra-day
credit operations by the Eurosystem either upon
issue or at any or all times during their life. Such
recognition will depend upon the ECB being
satisfied that Eurosystem eligibility criteria have
been met.

[No. Whilst the designation is specified as “no” at
the date of these Final Terms, should the
Eurosystem eligibility criteria be amended in the
future such that the Notes are capable of meeting
them the Notes may then be deposited with one of
the ICSDs as common safekeeper [and registered
in the name of a nominee of one of the ICSDs
acting as common safekeepéarfude this text for
registered notds Note that this does not
necessarily mean that the Notes will then be
recognised as eligible collateral for Eurosystem
monetary policy and intra day credit operations by
the Eurosystem at any time during their life. Such
recognition will depend upon the ECB being
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6. DISTRIBUTION

@) Method of distribution:

(b) If syndicated, names of Managers:
(© Date of [Subscription] Agreement:
(d) Stabilisation Manager(s) (if an
(e)

Dealer:
® U.S. Selling Restrictions:
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satisfied that Eurosystem eligibility criteria have
been met.]]

[Syndicated/Non-syndicated]

[Not Applicable/give names]

(If the Notes are derivative securities to which
Annex Xl of the Prospectus Directive Regulation
applies, include names of entities agreeing to
underwrite the issue on a firm commitment basis
and names of the entities agreeing to place the
issue without a firm commitment or on a “best
efforts” basis if such entities are not the same as
the Managers.

[ ]

[Not Applicablegive name]

If non-syndicated, name of relevanfNot Applicablefive name]

[Reg. S Compliance Category [1/2/3T.EFRA
D/TEFRA C/TEFRA not applicable]]
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TAXATION

The following is a general description of certain tax considerations relating to the Notes. It does not purport
to be a complete analysis of all tax considerations relating to the Notes. Prospective purchasers of Notes
should consult their own tax advisers as to the consequences under the tax laws of the country of which they
are resident for tax purposes and the tax laws of The Netherlands and Spain of acquiring, holding and
disposing of Notes and receiving any payments under the Notes. This summary is based upon the law as in
effect on the date of this Base Prospectus and is subject to any change in law that may take effect after such
date.

Taxation in Luxembourg

The following information is of a general nature only and is based on the laws presently in force in
Luxembourg, though it is not intended to be, nor should it be construed to be, legal or tax advice. The
information contained within this section is limited to Luxembourg withholding tax issues and prospective
investors in the Notes should therefore consult their own professional advisers as to the effects of state, local
or foreign laws, including Luxembourg tax law, to which they may be subject.

Please be aware that the residence concept used under the respective headings below applies for
Luxembourg income tax assessment purposes only. Any reference in the present section to a withholding tax
or a tax of a similar nature, or to any other concepts, refers to Luxembourg tax law and/or concepts only.

This overview assumes that each transaction with respect to Notes is at arm’s length.
1. Withholding Tax and Self-applied Tax

Under Luxembourg tax law currently in effect, and subject to the exception below, there is no
withholding tax for Luxembourg residents on payments of principal or interest, nor on accrued but
unpaid interest, in respect of the Notes, nor is there any Luxembourg withholding tax payable on
payments received upon redemption, repurchase or exchange of the Notes.

According to the Law of 23 December 2005, as amended, interest payments on the Notes paid by a
Luxembourg paying agent will be subject to a withholding tax of 10 per cent1Qtheer cent.
withholding tax) if such payments are made to or for the immediate benefit of individuals resident

in Luxembourg. Responsibility for withholding such tax will be assumed by the Luxembourg paying
agent.

In the event that interest is paid to a Luxembourg resident individual (or to a residual entity securing
the payment for the benefit of such individual) by a paying agent established outside Luxembourg in
a Member State of the EU or the EEA or in certain dependent or associated territories of EU
Member States, the Luxembourg individual resident taxpayer may opt to self-declare and pay a 10
per cent. tax in accordance with the Law of 23 December 2005, as amendHal fdrecent. tay.

The 10 per cent. withholding tax and the 10 per cent. tax represent a final tax liability for the
Luxembourg individual resident taxpayers provided that, the payment is received in the course of the
management of private wealth.

2. FATCA

The Noteholders may be impacted by the FATCA provisions and/or the Luxembourg
intergovernmental agreement entered into by Luxembourg and the United States on 28 March 2014
as implemented into Luxembourg law by a law of 24 July 2015. FATCA compliance may require
the Issuer, an entity acting on behalf of the Issuer or a financial institution, to identify and disclose
the US holders of the Notes. Non-compliance with FATCA may entail a 30 per cent. US withholding
tax on US source income and other penalties.
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Taxation in the Netherlands

The following summary outlines the principal Netherlands tax consequences of the acquisition, holding,
settlement, redemption and disposal of the Notes, but does not purport to be a comprehensive description of
all Netherlands tax considerations in relation thereto. For purposes of Netherlands tax law, a holder of Notes
may include an individual or entity who does not have the legal title of these Notes, but to whom
nevertheless the Notes or the income thereof is attributed based on specific statutory provisions or on the
basis of such individual or entity having an interest in the Notes or the income thereof. This summary is
intended as general information only and each prospective investor should consult a professional tax adviser
with respect to the tax consequences of an investment in the Notes.

This summary is based on tax legislation, published case law, treaties, regulations and published policy, in
each case as in force as of the date of this Base Prospectus, and does not take into account any development
or amendments thereof after that date whether or not such developments or amendments have retroactive
effect.

Where this summary refers to the Netherlands, such reference is restricted to the part of the Kingdom of the
Netherlands that is situated in Europe and the legislation applicable in that part of the Kingdom. Where in
this summary English terms and expressions are used to refer to Netherlands concepts, the meaning to be
attributed to such terms and expressions shall be the meaning to be attributed to the equivalent Netherlands
concepts under Netherlands tax law.

Regardless of whether or not a holder of Notes is, or is deemed to be, a resident of the Netherlands, with the
exception of the section on withholding tax below, this summary does not address the Netherlands tax
consequences for:

@) investment institutiondfi§cale beleggingsinstellingi&n

(b) pension funds, exempt investment institutionsjgestelde beleggingsinstellingear other entities
that are exempt from Netherlands corporate income tax;

(© holders of Notes holding a substantial interestnfnerkelijk belangor deemed substantial interest
(fictief aanmerkelijk belangin Iberdrola International and holders of Notes of whom a certain
related person holds a substantial interest in Iberdrola International. Generally speaking, a substantial
interest in lberdrola International arises if a person, alone or, where such person is an individual,
together with his or her partner (statutory defined term), directly or indirectly, holds or is deemed to
hold (i) an interest of 5 per cent. or more of the total issued capital of Iberdrola International or of 5
per cent. or more of the issued capital of a certain class of shares of Iberdrola International, (ii) rights
to acquire, directly or indirectly, such interest or (iii) certain profit sharing rights in Iberdrola
International;

(d) persons to whom the Notes and the income from the Notes are attributed based on the separated
private assetsafgezonderd particulier vermogeprovisions of the Netherlands Income Tax Act
2001 (Wet inkomstenbelasting 200&and the Netherlands Gift and Inheritance Tax Act
(Successiewet 1956

(e) entities which are a resident of Aruba, Curacao or Sint Maarten that have an enterprise which is
carried on through a permanent establishment or a permanent representative on Bonaire, Sint
Eustatius or Saba, to which permanent establishment or permanent representative the Notes are
attributable; and

® individuals for whom Notes or the income there from are attributable to employment activities which
are taxed as employment income in the Netherlands.
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1. Withholding Tax

All payments made by Iberdrola International under the Notes may be made free of withholding or
deduction for any taxes of whatsoever nature imposed, levied, withheld or assessed by the
Netherlands or any political subdivision or taxing authority thereof or therein, provided that (i) the
Notes have a maturity — legally anl@ facto- of less than 50 years and (ii) the Notes will not
represent, be linked (to the performance of) or be convertible (in part or in whole) into (rights to
purchase) (a) shares; (b) profit certificategnétbewijzely and/or (c) debt instruments having a
maturity - legally orde facto- of more than 50 years, in each case issued by Iberdrola International
or any other entity related to such Issuer.

2. Corporate and Individual Income Tax
2.1 Residentsof the Netherlands

If a holder of Notes is a resident or deemed to be a resident of the Netherlands for Netherlands tax
purposes and is fully subject to Netherlands corporate income tax or is only subject to Netherlands
corporate income tax in respect of an enterprise that is, in whole or in part, carried on through a
permanent establishment or a permanent representative in the Netherlands, Bonaire, Saint Eustatius
or Saba, and to which enterprise or part of an enterprise, as the case may be, Notes are attributable,
income derived from the Notes and gains realised upon the redemption, settlement or disposal of the
Notes are generally taxable in the Netherlands (at up to a maximum rate of 25 per cent.).

If an individual is a resident or deemed to be a resident of the Netherlands for Netherlands tax
purposes, income derived from the Notes and gains realised upon the redemption, settlement or
disposal of the Notes are taxable at progressive rates (at up to a maximum rate of 52 per cent.) under
the Netherlands Income Tax Act 2004 €t inkomstenbelasting 2001f:

@) the individual is an entreprenewndernemerand has an enterprise to which the Notes are
attributable or the individual has, other than as a shareholder, a co-entitlement to the net
worth of an enterpriser{(edegerechtigdeto which enterprise the Notes are attributable; or

(b) such income or gains qualify as income from miscellaneous activities (resultaat uit overige
werkzaamhedgnwhich include the performance of activities with respect to the Notes that
exceed regular, active portfolio managemertrfnaal, actief vermogensbehger if such
income and gains are derived from the holding, whether directly or indirectly, of (a
combination of) shares, debt claims or other rights (togethircratief belang that the
holder thereof has acquired under such circumstances that such income and gains are
intended to be remuneration for work or services performed by such holder (or a related
person), whether within or outside an employment relation, where such lucrative interest
provides the holder thereof, economically speaking, with certain benefits that have a relation
to the relevant work or services.

If neither condition (i) nor condition (ii) applies, an individual who is a resident or deemed to be a
resident of the Netherlands for Netherlands tax purposes and holds Notes, must determine taxable
income with regard to the Notes on the basis of a deemed return on income from savings and
investments (sparen en belegyerather than on the basis of income actually received or gains
actually realised. This deemed return on income from savings and investments has been fixed at a
rate of 4 per cent. of the individual's yield basiendementsgrondslagat the beginning of the
calendar vyear, insofar as the individual's vyield basis exceeds a certain threshold
(heffingvrijvermorgehn The individual’s yield basis is determined as the fair market value of certain
qualifying assets held by the individual less the fair market value of certain qualifying liabilities on 1
January. The fair market value of the Notes will be included as an asset in the individual’s yield
basis. The 4 per cent. deemed return on income from savings and investments is taxed at a rate of 30
per cent.
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2.2

3.1

3.2

Non-residentsof the Netherlands

If a person is not a resident nor is deemed to be a resident of the Netherlands for Netherlands tax
purposes, such person is not liable for Netherlands income tax in respect of income derived from the
Notes and gains realised upon the settlement, redemption or disposal of the Notes, unless:

@) the person is not an individual and such person (1) has an enterprise that is, in whole or in
part, carried on through a permanent establishment or a permanent representative in the
Netherlands, a Netherlands enterprise (Nederlandse ondernemimdhich the Notes are
attributable, or (2) is (other than by way of securities) entitled to a share in the profits of an
enterprise or a co-entitlement to the net worth of an enterprise, which is effectively managed
in the Netherlands and to which enterprise the Notes are attributable. This income is subject
to Netherlands corporate income tax at up to a maximum rate of 25 per cent.

(b) the person is an individual and such person (1) has a Netherlands enterprise or an interest in
a Netherlands enterprise to which the Notes are attributable, or (2) realises income or gains
with respect to the Notes that qualify as income from miscellaneous activities in the
Netherlands, which activities include the performance of activities in the Netherlands with
respect to the Notes which exceed regular, active portfolio management, or (3) is (other than
by way of securities) entitled to a share in the profits of an enterprise which is effectively
managed in the Netherlands and to which enterprise the Notes are attributable.

Income derived from the Notes as specified under (1) and (2) is subject to individual income tax at
up to a maximum rate of 52 per cent. Income derived from a share in the profits as specified under
(3) that is not already included under (1) or (2) will be taxed on the basis of a deemed return on

income from savings and investments (as described above urdResidents of the Netherlafids

The fair market value of the share in the profits of the enterprise (which includes the Notes) will be

part of the individual's Netherlands yield basis.

Gift and Inheritance Tax
Residentsof the Netherlands

Generally, gift and inheritance tax will be due in the Netherlands in respect of the acquisition of the
Notes by way of a gift by, or on behalf of, or on the death of, a holder who is a resident or deemed to
be a resident of the Netherlands for the purposes of Netherlands gift and inheritance tax at the time
of the gift or his or her death. A gift made under a condition precedent is deemed to be a made at the
time the condition precedent is fulfilled and is subject to Netherlands gift and inheritance tax if the
donor is, or is deemed to be a resident of the Netherlands at that time. If the condition precedent is
fulfilled after the death of the donor, the gift is deemed to be made upon the death of the donor

A holder of Netherlands nationality is deemed to be a resident of the Netherlands for the purposes of
the Netherlands gift and inheritance tax if he or she has been resident in the Netherlands and dies or
makes a gift within ten years after leaving the Netherlands. A holder of any other nationality is
deemed to be a resident of the Netherlands for the purposes of the Netherlands gift tax if he or she
has been resident in the Netherlands and makes a gift within a twelve months period after leaving the
Netherlands. The same twelve-month rule may apply to entities that have transferred their seat of
residence out of the Netherlands.

Non-residentsof the Netherlands

No gift or inheritance taxes will arise in the Netherlands in respect of the acquisition of the Notes by
way of a gift by, or as a result of, the death of a holder who is neither a resident nor deemed to be a
resident of the Netherlands for the purposes of Netherlands gift and inheritance tax, unless in the
case of a gift of the Notes by, or on behalf of, a holder who at the date of the gift was neither a
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resident nor deemed to be a resident of the Netherlands, such holder dies within 180 days after the
date of the gift, and at the time of his or her death is a resident or deemed to be a resident of the
Netherlands. A gift made under a condition precedent is deemed to be a made at the time the
condition precedent is fulfilled. If the condition precedent is fulfilled after the death of the donor, the
gift is deemed to be made upon the death of the donor.

4, Value Added Tax

In general, no value added tax will arise in respect of payments in consideration for the issue of the
Notes or in respect of a cash payment made under the Notes, or in respect of a transfer of Notes.

5. Other Taxesand Duties

No registration tax, customs duty, transfer tax, stamp duty or any other similar documentary tax or
duty, will be payable in the Netherlands by a holder in respect of or in connection with the
subscription, issue, placement, allotment, delivery or transfer of the Notes.

Taxation in Spain
Payments made by Iberdrola Finanzas, S.A.U.

The following is a general description of certain Spanish tax considerations. The information provided below
does not purport to be a complete overview of tax law and practice currently applicable in the Kingdom of
Spain and is subject to any changes in law and the interpretation and application thereof, which could be
made with retroactive effect.

This taxation summary solely addresses the principal Spanish tax consequences of the acquisition, the
ownership and disposal of Notes issued by the relevant Issuer after the date hereof held by a holder of Notes.
It does not consider every aspect of taxation that may be relevant to a particular holder of Notes under
special circumstances or who is subject to special treatment under applicable law or to the special tax
regimes applicable in the Basque Country and Navarra (Territorios Farsdere in this summary English

terms and expressions are used to refer to Spanish concepts, the meaning to be attributed to such terms anc
expressions shall be the meaning to be attributed to the equivalent Spanish concepts under Spanish tax law.
This summary assumes that each transaction with respect to the Notes is at arm’s length.

This overview is based on the law as in effect on the date of this Base Prospectus and is subject to any
change in law that may take effect after such date. References in this section to Noteholders include the
beneficial owners of the Notes, where applicable.

Any prospective investors should consult their own tax advisers who can provide them with personalised
advice based on their particular circumstances. Likewise, investors should consider the legislative changes
which could occur in the future.

1. Introduction

This information has been prepared in accordance with the following Spanish tax legislation in force at the
date of this document:

0] of general application, Additional Provision One of Law 10/2014, of 26 June, on supervision and
solvency of credit entitied w 10/2014 as well as Foral decree 205/2008, of 22 December and
Royal Decree 1065/2007 of 27 JulRdyal Decree 1065/20Q7 as amended by Royal Decree
1145/2011 of 29 July;

(i) for individuals resident for tax purposes in Spain which are subject to the Personal Income Tax
(PIT), Law 35/2006 of 28 November, on the PIT and on the Partial Amendment of the Corporate
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Income Tax Law, the Non-Residents Income Tax Law and the Net Wealth Tax Law, as amended by
Law 26/2014 of 27 November, and Royal Decree 439/2007 of 30 March passing the IIT
Regulations, as amended by Royal Decree 633/2015, of 10 July, along with law 19/1991 of 6 June,
on Wealth Tax, along with Law 29/1987, of 18 December on the Inheritance and Gift Tax;

(i) for legal entities resident for tax purposes in Spain which are subject to the Corporate Income Tax
(CIT), Act 27/2014, of 27 November governing the CIT, and Royal Decree 634/2015, of 10 July
passing the CIT Regulations; and

(iv) for individuals and entities who are not resident for tax purposes in Spain which are subject to the
Non-Resident Income TaxNRIT), Royal Legislative Decree 5/2004, of 5 March passing the
Consolidated Text of the NRIT Law, and Royal Decree 1776/2004 of 30 July passing the NRIT
Regulations, along with Law 29/1987, of 18 December on the Inheritance and Gift Tax.

Whatever the nature and residence of the Noteholder, the acquisition and transfer of Notes will be exempt
from indirect taxes in Spain, i.e., exempt from Transfer Tax and Stamp Duty, in accordance with the
Consolidated Text of such tax passed by Royal Legislative Decree 1/1993, of 24 September and exempt
from Value Added Tax, in accordance with Law 37/1992, of 28 December regulating such tax.

2. Individuals with Tax Residencyin Spain

2.1 Personal Income Taxmpuesto sobre la Renta de las Personas Fi¥icas

Spanish individuals with tax residency in Spain are subject to PIT on a worldwide basis. Accordingly,
income obtained from the Notes will be taxed in Spain when obtained by persons that are considered resident
in Spain for tax purposes. The fact that a Spanish company pays interest or guarantee payments under a Note
will not lead an individual or entity being considered tax-resident in Spain.

Both interest payments periodically received and income derived from the transfer, redemption or exchange
of the Notes constitute a return on investment obtained from the transfer of a person’s own capital to third
parties in accordance with the provisions of Section 25 of the PIT Law, and therefore must be included in the
investor’'s PIT savings taxable base pursuant to the provisions of the aforementioned law and taxed at a flat
rate of 19 per cent. on the first €6,000, 21 per cent. for taxable income between €6,001 and €50,000, and 23
per cent. for taxable income exceeding €50,000.

As a general rule, both types of income are subject to a withholding tax on account at the rate of 19 per cent.

However, it should be noted that Foral Decree 205/2008 and Royal Decree 1065/2007 established certain
procedures for the provision of information which are explained under secliaxation in Spain—
Disclosure of Information in Connection with the No6tbslow and that, in particular, in the case of debt

listed securities issued under Law 10/2014 and initially registered in a foreign clearing and settlement entity
that is recognised under Spanish regulations or under those of another OECD member state, as the Notes
issued by Iberdrola Finanzas:

0] it would not be necessary to provide the relevant Issuer with the identity of the Noteholders who are
individuals resident in Spain for tax purposes or to indicate the amount of income attributable to
such individuals; and

(i) interest paid to all Noteholders (whether tax resident in Spain or not) should be paid free of Spanish
withholding tax provided that the information procedures are complied with.

Therefore, Iberdrola Finanzas understands that, according to Foral Decree 205/2008 and Royal Decree
1065/2007, it has no obligation to withhold any tax amount for interest paid on the Notes corresponding to
Noteholders who are individuals with tax residency in Spain provided that the information procedures
(which do not require identification of the Noteholders) are complied with.

SPA2466477/45 150112-0004 180



Nevertheless, Spanish withholding tax at the applicable rate (currently 19 per cent.) may have to be deducted
by other entities (such as depositaries or financial entities), provided that such entities are resident for tax
purposes in Spain or have a permanent establishment in the Spanish territory.

The amounts withheld, if any, may be credited by the relevant investors against its final PIT liability.
However, regarding the interpretation of Foral Decree 205/2008 and Royal Decree 1065/2007 and the
information procedures, please refer to sectioRsK Factors—Risks Relating to Withholding Tax” and

“Risk Factors—Application of Law 10/2014 to Notes issued by Iberdrola Finanzas Tax” above.

2.2 Net Wealth Tax (Impuesto sobre el Patrimadnio

Net Wealth Tax may be levied in Spain on resident individuals, on a worldwide basis. Though for the years
2011 to 2016 the Spanish Central Government has repealed the 100%bogli€dcion del 100%0f this

tax, the actual collection of this tax depends on the regulations of each Autonomous Community. Thus,
investors should consult their tax advisers according to the particulars of their situation.

Individuals with tax residency in Spain are subject to Net Wealth Tax to the extent that their net worth
exceeds €700,000. Therefore, they should take into account the value of the Notes which they hold as at 31
December each year, the applicable rates ranging between 0.2 per cent. and 2.5 per cent.

Furthermore, in accordance with article 66 of the Law 48/2015, of October 29, on Spanish General Budget
for year 2016 (Ley de Presupuestos Generales del Estado para el afip @0T6m year 2017, the full

relief (bonificacion del 100%on Spanish Wealth Tax would apply, and therefore from year 2017 Spanish
individual Holders will be released from formal and filing obligations in relation to this Spanish Wealth Tax,
unless the derogation of the exemptions is extended again.

2.3 Inheritance and Gift Tax (Impuesto sobre Sucesiones y Donagiones

Individuals resident in Spain for tax purposes who acquire ownership or other rights over any Notes by
inheritance, gift or legacy will be subject to the Spanish Inheritance and Gift Tax in accordance with the
applicable Spanish regional and State rules. The applicable tax rates currently range between 7.65 per cent.
and 81.6 per cent. depending on relevant factors.

3. Legal Entities with Tax Residencyin Spain

3.1 Corporate Income Taxnipuesto sobre Sociedades

Legal entities with tax residency in Spain are subject to CIT on a worldwide basis.

Both interest periodically received and income deriving from the transfer, redemption or repayment of the
Notes constitute a return on investments for tax purposes obtained from the transfer to third parties of own
capital and must be included in the profit and taxable income of legal entities with tax residency in Spain for
corporation tax purposes in accordance with the Corporation tax rules. The current general tax rate according
to CIT Act is 25 per cent.

Pursuant to Section 61.s of Royal Decree 634/2015 approving the Spanish corporate income tax regulations
(the Corporate Tax Regulationg, there is no obligation to make a withholding on income obtained by
taxpayers subject to Spanish CIT (which for the avoidance of doubt, include Spanish tax resident investment
funds and Spanish tax resident pension funds) from financial assets traded on organised markets in OECD
countries. However, in the case of Notes held by a Spanish resident entity and deposited with a Spanish
resident entity acting as depositary or custodian, payments of interest and income deriving from the transfer
may be subject to withholding tax at the current rate of 19 per cent. Such withholding may be made by the
depositary or custodian if the Notes do not comply with the exemption requirements specified in the ruling
issued by the Spanish Tax Authoriti&ireccion General de Tributdgthe DGT) dated 27 July 2004 (that
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is, placement of the Notes outside of Spain in another OECD country and admission to listing of the Notes
on an organised market in an OECD country other than Spain). The amounts withheld, if any, may be
credited by the relevant investors against its final CIT liability.

Notwithstanding the above, according to Foral Decree 205/2008 and Royal Decree 1065/2007, in the case of
listed debt instruments issued under Law 10/2014 and initially registered in a foreign clearing and settlement
entity that is recognised under Spanish regulations or under those of another OECD member state (such as
the Notes issued by Iberdrola Finanzas), interest paid to investors should be paid free of Spanish withholding
tax. The foregoing is subject to certain information procedures having been fulfilled. These procedures are
described in Taxation in Spain—Disclosure of Information in Connection with the Rb&tew.

Therefore, lberdrola Finanzas considers that, pursuant to Foral Decree 205/2008 and Royal Decree
1065/2007, it has no obligation to withhold any tax on interest paid on the Notes in respect of Noteholders
who are Spanish Corporation Tax payers, provided that the information procedures are complied with.

However, regarding the interpretation of Foral Decree 205/2008 and Royal Decree 1065/2007 and the
information procedures, please refer to sectioRsK Factors—Risks Relating to Withholding Tax” and
“Risk Factors—Application of Law 10/204 to Notes Issued by Iberdrola Finaazage.

3.2 Net Wealth Tax (Impuesto sobre el Patrimgnio

Legal entities resident in Spain for tax purposes are not subject to Net Wealth Tax.

3.3 Inheritance and Gift Tax (Impuesto sobre Sucesiones y Donagiones

Legal entities resident in Spain for tax purposes which acquire ownership or other rights over the Notes by
inheritance, gift or legacy are not subject to the Spanish Inheritance and Gift Tax.

4. Individuals and Legal Entities with no Tax Residencyin Spain

4.1 Non Resident Income Tax (Impuesto sobre la Renta de no Resjdentes

(@) With permanent establishment in Spain

Ownership of the Notes by investors who are not resident for tax purposes in Spain will not in itself
create the existence of a permanent establishment in Spain.

If the Notes form part of the assets of a permanent establishment in Spain of a person or legal entity
who is not resident in Spain for tax purposes, the tax rules applicable to income deriving from such
Notes are, generally, the same as those previously set out for Spanish CIT taxpayé&rax&ém"

in Spain—Legal Entities with Tax Residency in Spain—Corporate Income Tax (Impuesto sobre
Sociedades)

(b) With no permanent establishment in Spain

Both interest payments periodically received and income deriving from the transfer, redemption or

repayment of the Notes, obtained by individuals or legal entities who have no tax residency in Spain,
being Non-Resident Income Tax taxpayers with no permanent establishment in Spain, are exempt
from such Non-Resident Income Tax on the same terms laid down for income from Public Debt.

In order for such exemption to apply, it is necessary to comply with the information procedures, in

the manner detailed undefdxation in Spain—Disclosure of Information in Connection with the
Note$ as set out in Article 55 of Foral Decree 205/2008 and Article 44 of Royal Decree 1065/2007.

SPA2466477/45 150112-0004 182



4.2 Net Wealth Tax (Impuesto sobre el Patrimgnio

Individuals resident in a country with which Spain has entered into a double tax treaty in relation to Net
Wealth Tax would generally not be subject to such tax. Otherwise, non-Spanish resident individuals whose
properties and rights are located in Spain, or that can be exercised within the Spanish territory exceed
€700,000 would be subject to Net Wealth Tax, the applicable rates ranging between 0.2 per cent. and 2.5 per
cent.

Noteholders tax resident in a State of the European Union or of the European Economic Area may be entitled
to apply the specific regulation of the autonomous community where their most valuable assets are located
and which trigger this Spanish Net Wealth Tax due to the fact that they are located or are to be exercised
within the Spanish territory.

Furthermore, in accordance with article 66 of the Law 48/2015, of October 29, on Spanish General Budget
for year 2016 (Ley de Presupuestos Generales del Estado para el afip @0T6bm year 2017, the full

relief (bonificacion del 100%on Spanish Wealth Tax would apply, and therefore from year 2017 Spanish
individual Holders will be released from formal and filing obligations in relation to this Spanish Wealth Tax,
unless the derogation of the exemptions is extended again.

3.6 Inheritance and Gift Tax (Impuesto sobre Sucesiones y Donagiones

Individuals who do not have tax residency in Spain who acquire ownership or other rights over the Notes by
inheritance, gift or legacy will not be subject to Inheritance and Gift Tax in Spain if the country in which
such individual resides has entered into a double tax treaty with Spain in relation to Inheritance and Gift Tax.
In such case, the individual will be subject to the relevant double tax treaty. In the absence of such treaty
between the individual's country of residence and Spain, the individual will be subject to Inheritance and
Gift tax in accordance with the applicable regional and state legislation.

Generally, non-Spanish tax resident individuals are subject to Spanish Inheritance and Gift Tax according to
the rules set forth in the state legislation. However, if the deceased or the donee are resident in an EU or
European Economic Area member State, the applicable rules will be those corresponding to the relevant
autonomous regions according to the law.

The tax rate, after applying all relevant factors, ranges between 7.65% and 81.6%.

Non-resident legal entities which acquire ownership or other rights over the Notes by inheritance, gift or
legacy are not subject to Inheritance and Gift Tax. They will be subject to Non-Resident Income Tax. If the
entity is resident in a country with which Spain has entered into a double tax treaty, the provisions of the
treaty will apply. In general, tax treaties provide for the taxation of this type of income in the country of
residence of the beneficiary.

Payments made by the Guarantor

In the opinion of the Guarantor, any payments of principal and interest made by the Guarantor under the
Guarantee may be characterised as an indemnity and, accordingly, be made free and clear of, and without
withholding or deduction for, any taxes, duties, assessments or governmental charges of whatsoever nature
imposed, levied, collected, withheld or assessed by the Kingdom of Spain or any political subdivision or
authority thereof or therein having power to tax.

However, although no clear precedent, statement of law or regulation exists in relation thereto, in the event
that the Spanish Tax Authorities take the view that the Guarantor has validly, legally and effectively

assumed all the obligations of the relevant Issuer under the Notes subject to and in accordance with the
Guarantee, they may attempt to impose withholding tax in the Kingdom of Spain on any payments made by
the Guarantor in respect of interest. In this case, should Law 10/2014 be applicable (e.g., in the case of
payments to be made by the Guarantor in respect of Notes issued by Iberdrola Finanzas in the form of Global
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Notes), the Guarantor, in accordance with Law 10/2014, Foral Decree 205/2008 and Royal Decree
1065/2007, would not be obliged to withhold taxes in Spain on any interest paid under the Guarantee to the
Noteholders, that (i) can be regarded as listed debt securities issued under Law 10/2014; and (ii) are initially
registered at a foreign clearing and settlement entity that is recognised under Spanish regulations or under
those of another OCDE member state, provided that the Fiscal Agent fulfils with the information procedures
described in Taxation — Taxation in Spain — Disclosure of Information in connection with the"Nvelesv.

On the contrary, payments made by the Guarantor if Law 10/2014 is not applicable to the Notes (e.g. in the
case of payments to be made by the Guarantor in respect of Notes issued by (i) Iberdrola International or (ii)
Iberdrola Finanzas while represented by Definitive Noteayment of interest made under the Guarantee to

the Noteholders may be subject to Spanish withholding tax at the applicable rate (currently 19%) unless the
recipient is either (a) resident for tax purposes in a Member State of the European Union, other than Spain,
not acting through a territory considered as a tax haven pursuant to Spanish law (currently set out in Royal
Decree 1080/1991, of 5 of July) nor through a permanent establishment in Spain, provided that such person
submits to the Guarantor the relevant tax residence certificate, issued by the competent Tax Authorities, each
certificate being valid for a period of one year beginning on the date of the issuance, (b) resident in a country
which has entered into a Tax Treaty with Spain which provides for the exemption from withholding of
interest paid under the Notes, provided that such person submits to the Guarantor the relevant tax resident
certificate, issued by the competent Tax Authorities, each certificate being valid for a period of one year
beginning on the date of the issuance, or (c) a Spanish Corporate Income Taxpayer, provided that the Notes
have been admitted to trading on the Luxembourg Stock Exchange’s regulated market and have been
admitted to the Official List of the Luxembourg Stock Exchange, as initially envisaged. Tax treaties could
reduce this hypothetical withholding taxation.

Obligation to inform the SpanishTax Authorities of the Ownership of the Notes

With effects as from 1 January 2013, Law 7/2012, of 29 October, as implemented by Royal Decree
1558/2012, of 15 November, introduced annual reporting obligations applicable to Spanish residents (i.e.
individuals, legal entities, permanent establishments in Spain of non-resident entities) in relation to certain
foreign assets or rights.

Consequently, if the Notes are deposited with or placed in the custody of a non-Spanish entity, Noteholders
resident in Spain will be obliged, if certain thresholds are met as described below, to declare before the
Spanish Tax Authorities, between 1 January and 31 March every year, the ownership of the Notes held on 31
December of the immediately preceding year (e.g. to declare between 1 January 2016 and 31 March 2016 the
Notes held on 31 December 2015).

This obligation would only need to be complied with if certain thresholds are met: specifically, if the only
rights/assets held abroad are the Notes, this obligation would only apply if the value of the Notes together
with other qualifying assets held on 31 December exceeds €50,000 (with the corresponding valuation to be
made in accordance with Wealth Tax rules). If this threshold is met, a declaration would only be required in
subsequent years if the value of the Notes together with other qualifying assets increases by more than
€20,000 as against the declaration made previously. Similarly, cancellation or extinguishment of the
ownership of the Notes before 31 December should be declared if such ownership was reported in previous
declarations.

Taxation in Spain - Disclosureof Information in Connectionwith the Notes

Disclosure of Information in Connection with Interest Payments

In accordance with section 5 of Article 55 of Foral Decree 205/2008 and section 5 of Article 44 of Royal
Decree 1065/2007 and provided that the Notes issued by Iberdrola Finanzas are initially registered for
clearance and settlement in Euroclear and Clearstream Luxembourg, the Paying Agent designated by
Iberdrola Finanzas would be obliged to provide Iberdrola Finanzas (or the Guarantor in relation to the
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payments made under the Deed of Guarantee) with a declaration (the form of which is set out in the Agency
Agreement), which should include the following information:

0] description of the Notes (and date of payment of the interest income derived from such Notes);
(i) total amount of interest derived from the Notes; and
(i) total amount of interest allocated to each non-Spanish clearing and settlement entity involved.

According to section 6 of Article 44 of Royal Decree 1065/2007, the relevant declaration will have to be
provided to Iberdrola Finanzas (or the Guarantor, as the case may be) on the business day immediately
preceding each Interest Payment Date. If this requirement is complied with, Iberdrola Finanzas (or the
Guarantor) will pay gross (without deduction of any withholding tax) all interest under the Notes to all
Noteholders (irrespective of whether they are tax resident in Spain).

In the event that the Paying Agent designated by Iberdrola Finanzas were to fail to provide the information
detailed above, according to section 7 of Article 55 of Foral Decree 205/2008 and section 7 of Article 44 of
Royal Decree 1065/2007, Iberdrola Finanzas (or the Guarantor, as the case may be) or the Paying Agent
acting on its behalf would be required to withhold tax from the relevant interest payments at the general
withholding tax rate (currently, 19 per cent.). If on or before the 10th day of the month following the month

in which the interest is payable, the Paying Agent designated by Iberdrola Finanzas were to submit such
information, Iberdrola Finanzas (or the Guarantor) or the Paying Agent acting on its behalf would refund the
total amount of taxes withheld.

Notwithstanding the foregoing, Iberdrola Finanzas has agreed that in the event that withholding tax were
required by law, Iberdrola Finanzas, failing which the Guarantor, would pay such additional amounts as may
be necessary such that a Noteholder would receive the same amount that he would have received in the
absence of any such withholding or deduction, except as provideferm$ and Conditions of Notes. 8.
Taxatior.

In the event that the current applicable procedures were to be modified, amended or supplemented by,
amongst others, a Spanish law, regulation, interpretation or ruling of the Spanish Tax Authorities, Iberdrola
Finanzas would inform the Noteholders of such information procedures and of their implications, as
Iberdrola Finanzas (or the Guarantor, as the case may be) may be required to apply withholding tax on
interest payments under the Notes if the Noteholders were not to comply with such information procedures.

The Guarantor is subject to the same reporting requirements in relation to listed Notes issued by Iberdrola
International.

Disclosure of Noteholder Information in Connection with the Redemption or Repayment of Zero Coupon
Notes

In accordance with Article 55 of Foral Decree 205/2008 and Article 44 of Royal Decree 1065/2007, in the
case of Zero Coupon Notes with a maturity of 12 months or less, the information obligations established in
Section 44 (see—Disclosure of Information in Connection with Interest Paymieatteve) will have to be
complied with upon the redemption or repayment of the Zero Coupon Notes.

SPA2466477/45 150112-0004 185



If the Spanish tax authorities consider that such information obligations must also be complied with for Zero
Coupon Notes with a longer term than 12 months, the relevant Issuer will, prior to the redemption or
repayment of such Notes, adopt the necessary measures with the Clearing Systems in order to ensure its
compliance with such information obligations as may be required by the Spanish tax authorities from time to
time.

The ProposedFinancial TransactionsTax (FTT)

On 14 February 2013, the European Commission published a propos@bftiraission’s Proposal for a
Directive for a common FTT in Belgium, Germany, Estonia, Greece, Spain, France, Italy, Austria, Portugal,
Slovenia and Slovakia (thparticipating Member States). The Commission’s Proposal has very broad
scope and could, if introduced, apply to certain dealings in the Notes (including secondary market
transactions) in certain circumstances. The issuance and subscription of Notes should, however, be exempt.

Under the Commission’s Proposal the FTT could apply in certain circumstances to persons both within and
outside of the participating Member States. Generally, it would apply to certain dealings in the Notes where
at least one party is a financial institution, and at least one party is established in a participating Member
State. A financial institution may be, or be deemed to be, “established” in a participating Member State in a
broad range of circumstances, including (a) by transacting with a person established in a participating
Member State or (b) where the financial instrument which is subject to the dealings is issued in a
participating Member State.

A joint statement issued in May 2014 by ten of the eleven participating Member States indicated an intention
to implement the FTT progressively, such that it would initially apply to shares and certain derivatives, with
this initial implementation occurring by 1 January 2016. The FTT, as initially implemented on this basis,
may not apply to dealings in the Notes.

Countries such as France and Italy have recently introduced their own taxes, while others of the group of
eleven already had an FTT in place (Belgium and Greece).

On 8 December 2015, the Council of the European Union discussed the current state of play with regard to
the proposal of a number of EU Member States to introduce the FTT. In the context of this discussion, ten of
the original eleven Participating Member States issued a statement setting out areas where agreement had
been reached as well as areas that were still open. Estonia, however, has indicated that it no longer supports
the proposal.

The statement issued by the 10 remaining Member States supporting the FTT (Austria, Belgium, France,
Germany, Greece, ltaly, Portugal, Slovakia, Slovenia, SpEiR)10) sets out details of the features the tax
should have. The statement indicates that a decision on the open issues should be made by end of June 2016.

The first part deals with shares and the second deals with derivatives, so it appears that there is agreement as
to these being in scope. However, there is no mention of other financial instruments such as bonds.
Consideration is being given to possibly initially limiting the scope of the tax to shares issued in the FTT10
Member States.

Notwithstanding the above, the FTT proposal remains subject to negotiation between the FTT10 Member

States. It may therefore be altered prior to any implementation, the timing of which remains unclear.
Prospective holders of the Notes are advised to seek their own professional advice in relation to the FTT.
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GENERAL INFORMATION

Application has been made to the CSSF to approve this document as a base prospectus of the Issuers.
Application has also been made to the Luxembourg Stock Exchange for Notes issued under the
Programme to be admitted to trading on the Regulated Market of the Luxembourg Stock Exchange
and to be listed on the official list of the Luxembourg Stock Exchange. The Luxembourg Stock
Exchange’s regulated market is a regulated market for the purposes of the Markets in Financial
Instruments Directive (Directive 2004/39/EC). However, Notes may be issued pursuant to the
Programme which will not be admitted to trading on the Regulated Market of the Luxembourg Stock
Exchange nor listed on the official list of the Luxembourg Stock Exchange nor any other stock
exchange or which will be listed on such stock exchange as the relevant Issuer, the Guarantor and
the relevant Dealer(s) may agree.

The update of the Programme and the Issue of the Notes was authorised by a resolution of the board
of managing directors of Iberdrola International on 13 May 2016 and by a resolution of the board of
managing directors of Iberdrola Finanzas on 25 May 2016. The giving of the guarantee contained in
the Deed of Guarantee was authorised by resolutions of the board of directors of the Guarantor
passed on 22 June 2012, by a resolution of the shareholders’ meeting of the Guarantor passed on 22
June 2012 and by a resolution of the executive committee of the board of directors of the Guarantor
passed on 17 May 2016. The Issuers and the Guarantor have obtained or will obtain from time to
time all necessary consents, approvals and authorisations in connection with the issue and
performance of the Notes and the giving of the guarantee relating to them.

Each permanent Bearer Note and definitive Bearer Note having a maturity of more than one year,
Receipt, Coupon and Talon will bear the following legend: “Any United States person who holds
this obligation will be subject to limitations under the United States income tax laws, including the
limitations provided in Sections 165(j) and 1287(a) of the Internal Revenue Code”.

None of the Issuers, the Guarantor nor any other member of the Group is or has been involved in any
governmental, legal or arbitration proceedings (including any such proceedings which are pending or
threatened of which the Issuers or the Guarantor are aware) in the 12 months preceding the date of
this document which may have or have had in the recent past a significant effect on the financial
position or profitability of the Issuers, the Guarantor or the Group.

Since 31 December 2015, there has been no material adverse change in the prospects of Iberdrola
International nor, since 31 December 2015, has there been any significant change in the financial or
trading position of Iberdrola International.

Since 31 December 2015, there has been no material adverse change in the prospects of Iberdrola
Finanzas nor, since 31 December 2015, has there been any significant change in the financial or
trading position of Iberdrola Finanzas.

Since 31 December 2015, there has been no material adverse change in the prospects of the
Guarantor or the Group nor, since 31 March 2016, has there been any significant change in the
financial or trading position of the Guarantor or the Group.

Notes will be accepted for clearance through the Euroclear and Clearstream, Luxembourg systems.
The Common Code and the International Securities ldentification Number (ISIN) for each Series of
Notes will be set out in the relevant Final Terms. The address of Euroclear is 1 Boulevard du Roi
Albert Il, B-1210 Brussels, Belgium and the address of Clearstream, Luxembourg is 42 Avenue JF
Kennedy, L-1855 Luxembourg. The address of any alternative clearing system will be specified in
the applicable Final Terms.

The issue price and the amount of the relevant Notes will be determined, before filing of the relevant
Final Terms of each Tranche, based on then prevailing market conditions.
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10. In relation to any Tranche of Fixed Rate Notes, an indication of the yield in respect of such Notes
will be specified in the applicable Final Terms. The yield is calculated at the Issue Date of the Notes
on the basis of the relevant Issue Price. The yield indicated will be calculated as the yield to maturity
as at the Issue Date of the Notes and will not be an indication of future yield.

11. For the period of 12 months following the date of this Base Prospectus, the following documents
(with English translations, where appropriate) will be available, during usual business hours on any
weekday (public holidays excepted), at the registered offices of the Issuers and the Guarantor and the
office of the Fiscal Agent and the Registrar and each of the Paying Agents and Transfer Agents:

(@)

(b)
()
(d)
(e)

(f)

(9)

(h)

0)

the Agency Agreement (which includes the form of the Global Notes, the definitive Bearer
Notes, the Certificates in respect of Registered Notes, the Coupons, the Receipts and the
Talons);

the Deed of Covenant;
the Deed of Guarantee;
the Issuer-ICSD Agreement;

the Articles of Association of Iberdrola International andEk&atutosof Iberdrola Finanzas
and the Guarantor (with English translations, in each case);

the financial information incorporated by reference, being:

0] the auditors’ report and audited consolidated annual financial statements of the
Guarantor for the financial years ended 31 December 2015 and 2014,

(i) the unaudited consolidated interim financial statements of the Guarantor for the
three months ended 31 March 2016;

(i) the independent auditor’s report and audited non-consolidated annual financial
statements of Iberdrola International for the financial years ended 31 December
2015 and 2014; and

(iv) the independent auditor’s report and audited non-consolidated annual financial
statements of Iberdrola Finanzas for the financial years ended 31 December 2015
and 2014;

the most recent publicly available audited annual financial non-consolidated statements of
the Issuers; the Issuers are not required to publish interim financial statements;

the most recent publicly available audited annual consolidated financial statements of the
Guarantor; the most recent publicly available interim unaudited consolidated statements of
the Guarantor; the Guarantor publishes unconsolidated and consolidated figures on a
guarterly basis;

this Base Prospectus; and

any future prospectus supplements, further prospectuses, information memoranda and Final
Terms (save that a Final Terms relating to a Note which is neither admitted to trading on a
regulated market in the European Economic Area nor offered in the European Economic
Area in circumstances where a prospectus is required to be published under the Prospectus
Directive will only be available for inspection by a holder of such Note and such holder
must produce evidence satisfactory to the relevant Issuer and the Paying Agent as to its
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12.

13.

14.

15.

16.

17.

holding of Notes and identity) to this Base Prospectus and any other documents incorporated
herein or therein by reference.

In addition, copies of this Base Prospectus, each Final Terms relating to Notes which were
admitted to trading on the Luxembourg Stock Exchange's regulated market and each
document incorporated by reference are available on the Luxembourg Stock Exchange’s
website www.bourse.l).

Ernst & Young, S.L. has audited the accounts of the Guarantor in accordance with IFRS for 2014
and 2015 without qualification.

Ernst & Young Accountants LLP has audited the accounts of Iberdrola International with generally
accepted accounting principles in the Netherlands for both 2014 and 2015 without qualification.

Ernst & Young, S.L. has audited the accounts of Iberdrola Finanzas in accordance with IFRS for
2014 and 2015 without qualification.

Ernst & Young S.L. is registered in tiRegistro Oficial de Auditores de Cuen{@fficial Registry

of Auditors). Ernst & Young Accountants LLP are members of the Netherlands Institute of
Chartered AccountantdNéderlandse Beroepsorganisatie van Accountaiis),Dutch accountants
board. Neither Ernst & Young S.L. nor Ernst & Young Accountants LLP has any material interest in
the Issuers or the Guarantor.

The Issuers do not intend to provide any post-issuance information, except if required by any
applicable laws and regulations.

Certain of the Dealers and their affiliates have engaged, and may in the future engage, in investment
banking and/or commercial banking transactions with, and may perform services for, the Issuers and
their affiliates in the ordinary course of business. In addition, in the ordinary course of their business
activities, the Dealers and their affiliates may make or hold a broad array of investments and actively
trade debt and equity securities (or related derivative securities) and financial instruments (including
bank loans) for their own account and for the accounts of their customers. Such investments and
securities activities may involve securities and/or instruments of the Issuers or Issuers’ affiliates.
Certain of the Dealers or their affiliates that have a lending relationship with the Issuers routinely
hedge their credit exposure to the Issuers consistent with their customary risk management policies.
Typically, such Dealers and their affiliates would hedge such exposure by entering into transactions
which consist of either the purchase of credit default swaps or the creation of short positions in
securities, including potentially the Notes issued under the Programme. Any such short positions
could adversely affect future trading prices of Notes issued under the Programme. The Dealers and
their affiliates may also make investment recommendations and/or publish or express independent
research views in respect of such securities or financial instruments and may hold, or recommend to
clients that they acquire, long and/or short positions in such securities and instruments. In addition,
potential conflicts of interest may arise between the Calculation Agent (if any) and Noteholders
(including when a Dealer acts as a Calculation Agent), including with respect to certain
determinations and judgements that such Calculation Agent may make pursuant to the Conditions
that may influence amounts receivable by the Noteholders during the term of the Notes and upon
their redemption.
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