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Como continuacion a nuestra carta de 28 de octubre del afio actual y con el objeto
de clarificar, a su requerimiento, ias condiciones pactadas con National Power, les
manifestamos lo siguiente:

- La oferta de National Power es vinculante y conternpla el reciente acuerdo
entre el Ministerio de Industria y Energia y las empresas eléctricas, el cual
incluye la:posible titulizacién de una parte de los costes de transicion a la
competencia. En el caso de que tal acuerdo no se lleve a efecto, el precio
pactado se reducira en un maximo de 5.000 millones de pesetas.
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Further dutails of National Pawer and Unién Fenosa ellionce

Funﬁer details of the Opportunities, benefits and financial arrangements of the
stratagic sllianca botwoan Nationa! Power and Unidn Electr.ea Fenosa 5.A. {UEF)

wore outlined in Madrid today.

Under the agreemant, announced yesterday, Natlonal Powe. is to invest £410
million (97 billion pesetas] in a 26% steke in Uni6n Generacidn S.A. HUFG),
which will own UEF's intarests in around 8,200 MW of capacity in Epain, with
the remaining 75% aquity held by UEF. Netionel Power and UEF are also to
investigate the possibility of acquiring up to 2% of the share: caphtal in the other

Sampany,

The briefing in Madrid was given by Snr, José Marla Amuséategui, Chairman of
IJEF, Sir John Colline:, Chairmsn of National Pewer, and Kaith Henry, Chief

:xecutive of National Power,

Sinr. Jos6é Marle Amusétegui said the immediate effects of tha alliance would be
higher operating efficiency of UFG's plants, the financial strehgthening of the

company, and growth of the business.

“The long-term co-operation between both partners will regult in e large number
of joint projects and investments in Europe and ather parts of the warld.”

K:ith Henry said that National Power and UEF were convinced that the allignce
represented a groat opportunity for collaboratlon which would grovide

sf:areholder value for both companigs,

National Power



Spain is an attractive market for National Power for 8 numbier of reasons. The
country has a stable, growing economy. lts electricity market is similar to the
UK madel. Thera ure significant opportunities for new gas-fired (CCGT) projects
in @ market that Is being liberalised well ahesd of most ether EU countries,

UFG is National Power's proforred route into the market bec ause of its strong
network of relationships, ideal placement to build new projects and incroase

market share, end its proven managerial capabilities,

in addition, the Spenish Government has agreed to maka “stranded eost
payments' (CTCs) tis electricity utilities to compensate tham for tha introduction

of competition. UFi's share of the guarantesd payments will be some 13% -
equivalent to its market share - worth srotind £570 miilion {133 billian pesetas),

National Power’s bid price for ite 25% stake in UFG is conditional on the
securitisetion of thes,o payments, which is expected to take piace in 1999.2000.
IFurther CTC payments are duo to be made to UFG over the next 9 years from

system revanues,

- UFG's opening debt, initially & combination of assigned UEF exigting debt and
nter-company debt with UEF, is e:peéted te be around £1.2 iilion {297 billion
pesetas). The CTC payments would be used to reduce the debt. National
Power and UEF's objactive will be to optimise UFG's copital ginicture, which
would involve debt reduction and returns to shareholders. UFG’s interost cover

ratios will be in line with othar companies in the sector.

The Spanish net book value of the generation assets to be trangferred to UFG is
estimated 1o be £475 million. Howaver, undor the UK's genersily scceptad
accounting principles 'GAAP), asset values are re-astassed basod on their fair

valye,



Although UFG has yet to be formed, on a pro forma basis Bpanish GAAP, based
on Na_tional Power's estimates, the assets arp projected to record turnover of
£640 millien and profits bofore tax of £105 million for the 1898 year. The UK
GAAP equivalent would be £115 million. Earnings are expected to grow as a
rasult of cost reductions announced by LEF, lower fuel costs, growth in

. demand, increased market share, davelopment of new projects, the development

of UFG's supply business, and increassd co-goneration and rgnewable capacity.

Nationsl Pewer expects its investment to be earnings enhanaing from
acquisition, and to sontribute sighlficant, early internstional aurhings for the

Group,

As 3 25% sharsholder in UFG, National Powar wili;

be entitled 1o proportional representation of UFG’s dirmtiters

appelnt & member of UFG’s exacutive team as well ag-#thar sacondees
_have represertation on UFG’s four key committegs cowniring production,
supply, marketing and investments

be fully invéltﬂed in the development of UFG's strategia nnd business
plaf;s I.

have to support materlat decisions beforo they can be miade

have te give its consent 1o any reductions 10 agraed mnimum clividend

payments.




