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PART 1 
DEFINITIONS

Capitalised terms used in this Report are defined below. In addition, certain terms are defined in the text of this Report:

"Beneficiary" means a beneficiary of this Report;

"CGCT" or "General Code of Local Governments" means the French Code Général des Collectivités Territoriales which is applicable to local and regional authorities;

"CNIL" means the French data protection authority, the Commission Nationale de l'Informatique et des Libertés;
"Company" means SOREGIES (please see below);

"Conseil d'Etat" means the highest French administrative court, which acts both (i) as an advisory to the State, the opinion of which is not binding on the State or on other authorities, and (ii) as a high court for claims against the French public authorities' administrative decisions, including decrees;

"Cut–Off Date" means [18] January 2008;

"Data Room" means the physical data room made available to us on 15 and 16 November at the offices of SOREGIES;

"Document" means a document made available in the Data Room;

"Document and Request List" means those requests for documents and questions which we have submitted to SOREGIES as set out in Schedule A;

"EDF" means the company Electricité de France;

"Endesa France" means Société Nationale D'Electricité et de Thermique (commercial name: Endesa France) a société anonyme having its registered office at 2 rue Jacques Daguerre, 92565 Rueil Malmaison Cedex, registered under number 399 361 468 RCS Nanterre;

" French Data Protection Legislation " means the French data protection law no. 78-17 of 6 January 1978 as modified by law no. 2004-801 of 6 August 2004;

"Index" means the list of documents reviewed in the Data Room;

"Law relating to the Energy Sector" means the Loi n°2006-1537 du 7 décembre 2006 on the energy sector;

"Management" means Mr. Jean-Pierre Caudrelier, Mr. Julien Delagrandanne, Mr. Christophe Puravet and Mr. Jean-Pierre Viou, and other key executives with whom we discussed the Proposed Acquisition on the occasion of our attendance at the Data Room, and Mrs. Drouin with whom several conference calls have been organised;

"Proposed Acquisition" means the proposed acquisition by Endesa France of 10% of the share capital of SOREGIES;

"RCS" means the French Commercial and Companies Registry (Registre du Commerce et des Sociétés);

"Report" means this limited "red flag" legal review report based on our review of the Documents;

"RTE" means the company Réseau de Transport d'Electricité;

"Scope" means the "Scope and Addressees" section as set out in Part 4 of the Report;

"Scope of Work" means the scope of work set out in the letter from Clifford Chance Europe LLP to Endesa SA dated 12 October 2007 together with a broad overview of insurance arrangements and intellectual property rights to the extent that such information has been available; 

"SERGIES" means Société de production décentralisée d'énergie, a société d'économie mixte locale française involved in the development of decentralised energy production, in particular on the basis of renewable natural resources;

"SIEDS" means Syndicat Intercommunal d'Electricité des Deux-Sèvres;

"SIEEDV" means Syndicat Intercommunal d'Electricité et d'Equipement du Departement de la Vienne, which regroups 269 local authorities, is the majority shareholder of SOREGIES and is willing to sell its shares to a prospective purchaser;

"SOREGIES" means SOCIETE DE REVENTE D'ELECTRICITE ET DE GAZ, D'INVESTISSEMENT ET D'EXPLOITATION EN ENERGIE ET DE SERVICES, a société anonyme d'économie mixte locale with a share capital of EUR 11,300,000, having its registered office at 78 avenue Jacques Lecoeur, 86000 Poitiers, registered under number 450 889 225 RCS Poitiers; and

"SPA" means the sale purchase agreement to be concluded by SIEEDV and the prospective purchaser in relation to the Proposed Acquisition.
PART 2 
KEY HIGHLIGHTS

1. Corporate

· We have asked for but we have not been provided with the registry of the general shareholders' meetings and the minute books of the supervisory board of the Company.
· The holding of 10% of the Company's share capital would not give to Endesa France, acting alone, a blocking minority at shareholders' meetings, except in those cases where French law requires the unanimous consent of all shareholders (for example, increase in obligations of shareholders). We recommend that a shareholders' agreement be entered into in the context of the Proposed Acquisition in order to protect Endesa France's rights. Please refer to section 1.6 below for further information.
· The prior approval of the management board is required before any transfer of shares. In addition, in case of transfer of shares held by a local authority, which would be the case within the context of the Proposed Acquisition, the prior approval of the general meeting of such local authority would also be required. We recommend that the SPA provide for the delivery by SIEEDV of such written approvals at the closing.

· Pursuant to the Documents we were provided with, it seems that the joint venture ALTERNA should have been notified to the French anti-trust authorities. In case the relevant thresholds are met, for which we have asked confirmation, the notification is compulsory and failing to do so, each party can be sentenced to a fine up to an amount of 5% of its turnover achieved in France during the previous year. In addition, the parties can be ordered to notify subject to a fine up to an amount of EUR 20,000 per day of delay (L. 430-8 of the French Commercial code). We have asked SIEEDV for more information in relation to ALTERNA. Although SIEEDV confirmed that the joint-venture has been notified to the relevant anti-trust authorities, such issue should be taken into account during the drafting of the SPA.
· We understand from the Management that the energy activities originally operated by the Régies des Deux Sèvres are operated by SOREGIES DEUX SEVRES since 1 July 2007, following the contribution, by SIEDS of all the assets and liabilities received from the Régies des Deux Sèvres to this company. We further understand from the Management that such contribution was subject to approval by the company's shareholders on 21 December 2007. We have asked to be provided with more information in this respect. According to the Documents and discussion with the Management, it is anticipated that the Company shall merge with SOREGIES DEUX-SEVRES towards the end of 2008; the timing of the merger depends, among others, on whether the SIEEDV and the SIEDS respective assemblies can approve such merger prior to the French local elections (10 March 2008). If not, the merger may be postponed to a later date.

2. Regulatory, administrative and compliance Issues in the supply of electricity business

· As a consequence of the obligation of legal separation of the energy distribution and management of the energy network activities imposed by the Law relating to the Energy Sector, SIEEDV and the Company decided to put the activities of management of the transport and distribution networks into SOREGIES RESEAUX DE DISTRIBUTION, a société anonyme d'économie mixte locale which was created in July 2007. We understand from the Management that the dissolution of this company has been decided in December 2007 and that the creation of a new entity, also called SOREGIES RESEAUX DE DISTRIBUTION, under the corporate form of a société par actions simplifiée and fully owned by the Company, has been approved. We further understand that as of 11 December 2007, this new entity had not been incorporated yet, and that it was contemplated that the assets would be transferred by the Company at the beginning of 2008, with retroactive effect.

· This new Company has therefore not been assigned the concession agreement granted by SIEEDV to the Company for the distribution of electricity and gas yet. It should be noted that in the event that the concession agreement is assigned to SOREGIES RESEAUX DE DISTRIBUTION, the Company would have to share the revenues generated by the concession agreement through dividends distribution with the SIEEDV who holds 51% of the shareholding. 

· The renewal clause contained in the concession agreement entered into with the Commune de Civray does not comply with the French tender procedure requirements and may, as such, be cancelled.

· The concession agreement entered into with the Communauté d'agglomération de Poitiers provides that that the Company has to obtain the granting authority's prior approval in case of any change in its shareholding, in case such change implies a change of control or in case of assignment of the contract. Otherwise, the granting authority would be entitled to terminate the agreement. This should be taken into account in case the conditions of the Proposed Acquisition are to be amended. 

· The concession agreement entered into with the Communauté d'agglomération de Poitiers also provides that the granting authority can decide to terminate the agreement in case certain defaults of the concessionaire occurred, such as an interruption of the cable and hertzian network, even during a short period (48 hours), as such default is considered as substantial. The network would then be operated at the concessionnaire's costs until the term of the contract.

3. commercial contracts

· The "access right to personal data" clauses in the agreements entered into with the Company's clients are not compliant with the French Data Protection Legislation. As the case may be, this repeated discrepancy may attract a fine of up to EUR 1,500 per occurrence. We have asked the Management whether the proper legal declaration obligations have been complied with (if not, it may attract a fine of up to a maximum amount of EUR 1,500,000) and we are still waiting for such a confirmation from the Management.

· The agreements entered into with energy suppliers provide for limitations of suppliers' liability in case of power cut. The Company may itself be liable for the damages suffered by its clients if such a situation occurs.

· The gas supply agreement entered into with TotalGaz contains a clause pursuant to which the Company shall inform TotalGaz in case of "change of legal structure" of its business. It is not clear as to whether such clause would be applicable within the context of the Proposed Acquisition. For that reason, it is advisable to send a notice of modification of the legal structure prior to the completion of the Proposed Acquisition.

4. Financing Arrangements

According to the Data Room Documents, all the first demand bank guarantees granted to EDF pursuant to electricity supply agreements or granted to RTE pursuant to a balance responsible entity agreement have expired. The Management specified during the Q&A process that two new guarantees, respectively for an amount of EUR 3,600,000 and EUR 400,000, were ongoing to the benefit of EDF until the end of 2007. We understand that these guarantees are required within the context of EDF capacity auction sales. In addition, the Management told us that the first demand bank guarantee granted to RTE has been automatically renewed. We recommend that the SPA include a representation pursuant to which SIEEDV represents and warrants that all guarantees needed under the agreements with EDF and RTE have been provided.

· The Company benefits from subsidies for the financing, construction and renewal of electric networks allocated by the FACE (fonds d'amortissement des charges d'électrification) and the localities which the Company requested for the purposes of carrying out this work. In addition, we understand that an additional envelope is granted directly by SIEEDV representing 18.6% of the total amount of subsidies. As there could be risk that these subsidies be construed as a State Aid under the meaning of article 87 of the EU Treaty, we have asked for but have not been provided with more information in this respect, i.e. as to whether such subsidies have been notified to and/or validated by the relevant authorities, and as to whether such potential issue has been reviewed by SIEEDV or the Company from a legal point of view.

5. Real Estate

· The Data Room contained only a few documents relating to the Company's real estate portfolio, e.g. no copies of the relevant titles of ownership or almost no copies of the commercial or other leases which may have been entered into by the Company. We understand from the lists provided in the Data Room and our discussions with the Management that the Company owns 25% of its commercial offices and part of the plots of land used for the performance of its activity. The Management specified during the Q&A process that the remaining part of the assets it uses are provided by the local towns for no consideration and are not subject to commercial leases. We understand that the relevant titles of ownership are held by a notary. Please let us know if Endesa France requires a full audit of the real estate portfolio of the Company, in which case we shall request access to the aforementioned title deeds.
6. Environment

· Information in the field of environmental matters was strictly limited in the Data Room, our understanding on the basis of the Documents being that the facilities operated by the Company (in particular propane gas storage facilities and filling stations) are not subject to specific environmental consent procedures but only to a mere declaration. No information has been made available showing any specific material environmental liability. Moreover, the Management confirmed during the Q&A process that there is no pending litigation with either the public authorities or private entities as far as environmental issues are concerned.

7. Litigation

· The Data Room contained no information regarding ongoing or potential litigation proceedings. We have been told by the Management that there were none, except one ongoing employment litigation (please see below).

8. Employment

· An employment litigation is pending before the French Supreme Court ("Cour de cassation"), relating to the payment of compensation in the hypothesis that a day-off falls on a bank holiday.

9. Insurance

· We have an incomplete picture of insurance coverage for the following reasons:

· The Data Room did not contain any insurance certificate(s) and therefore we cannot confirm that the on-going insurance agreements are in force, that all premiums have been paid in due course and that insurers have not decided to terminate their respective insurance agreements. We have requested such insurance certificate from AXA tied agent in charge of the Company, but we have not received it so far.

· Our information is only based on a statement of premiums as at 1 January 2007 with respect to insurance policies written by AXA, and telephone conversations held on 22 November and 23 November 2007 with a representative of the Company in charge of insurance coverage (Mrs. Drouin). The copies of all insurance agreements were not available in the Data Room.

· We understand that the Company has taken out several insurance policies, namely two public liabilities insurance policies (first and second layers policies), a directors and officers liability insurance policy, motor fleet insurance, motor car insurance covering employees using their personal vehicle for professional purposes, transportation insurance covering goods carried for the Company, all risks insurance and machinery breakdown insurance. 

· Please note that the first layer public liabilities insurance policy provides an operation liability cover for bodily injuries, property damage and consequential losses with a limit of EUR 9,715,601 for any one loss. However, the after delivery cover is provided for bodily injuries, property damage and consequential losses with a limit of EUR 9,715,601 per year of insurance only.

10. Intellectual Property

· According to the information provided in the Data Room, the Company is the owner of the following French trademarks: SOREGIES, MON HABITAT PAR SOREGIES, MON ENTREPRISE PAR SOREGIES. These trademarks were filed recently and some of them have not yet been registered. 

· According to SIEEDV, the Company and its subsidiaries do not own any other intellectual property rights (including trademarks but also patents, registered designs and copyrights) in France and in foreign countries. The summary search carried out on the French trademark office database however revealed the existence of other trademarks in the name of the Company and ALTERNA, which were not identified in the Data Room. 

· We were also provided with a copy of a non-exclusive and royalty free licence pursuant to which the Company authorises SOREGIES DEUX-SEVRES to use the French trademark SOREGIES in relation with the technical and commercial management of gas and electricity supply in the Département des Deux-Sèvres. This licence which was executed on 27 October 2006 for a period of one year is tacitly renewed for similar periods unless otherwise notified. 

PART 3 
"RED FLAG" EXECUTIVE SUMMARY

This Report has been prepared and based on our review of publicly available information and our review of the Documents set out in the Data Room.

This Report highlights those major "red flag" issues identified by the legal review which we consider may be of particular interest to Endesa France in the context of the Proposed Acquisition. This Report is to be read in accordance with and subject to the Scope which is set out in Part 4 of this Report.

11. Soregies

SOREGIES is a company involved in the commercial and technical management and provision of electricity and gas in the departments of Vienne, Vendée and Indre-et-Loire. It provides construction and maintenance services as well as the installation of public lighting. It also (i) manages and operates a database, (ii) designs, manages and operates cable or hertzian computer and communication networks, and (iii) has started a cartography activity. 

The Company manages in its capacity of concessionaire the energy distribution network (electricity and gas) which belongs to SIEEDV in the context of a public service delegation (please refer to section 2.2 below for more information in this respect).

The Company is considered as one of the non-nationalised distributors mentioned in article 23 of French law No. 46-628, dated 8 April 1946, on the nationalisation of the electricity and gas sectors.

As a general comment, the Company appears to be in good order. We have asked for but have not been provided with all corporate books. The corporate structure chart, drafted on the basis of publicly available information and Data Room Documents, is set out in Schedule 1.

11.1 Contribution by SIEEDV in 2004

In 2003, within the context of the opening of the energy distribution market at the European level, SIEEDV decided to dissolve Régie d'electricité de la Vienne and Régie d'Equipement et de gaz de la Vienne, two public establishments involved in the distribution of electricity, natural and propane gas and the provision of public lighting. We understand that all their assets and liabilities were transferred to SIEEDV. 

Concomitantly, SIEEDV, together with some other partners, created the Company under the corporate form of a société anonyme d'économie mixte locale française (please refer to section 1.2 below for a description of the legal regime applicable to such companies).

On 16 April 2004, SIEEDV contributed all the assets and liabilities received from Régie d'electricité de la Vienne and Régie d'Equipement et de gaz de la Vienne, with the exception of the energy distribution network, to the Company. 95,736 new "category A" shares were granted to SIEEDV as a remuneration of this contribution. 

We understand from the Management that there is an ongoing control by the tax authorities relating to this contribution
.
The energy distribution network remained with SIEEDV, and has been managed by the Company through an exclusive public service delegation since 1 January 2004. This contract is for a duration of 30 years (please refer to section 2.2 below for more information in this respect).

11.2 Legal regime applicable to a société anonyme d'économie mixte locale française

11.2.1 General

The Company is a "société anonyme d'économie mixte locale française" (SEML) which is subject to articles L1521-1 et seq. of the CGCT and the French Commercial Code, i.e. a private limited liability company which combines contributions from both public and private persons. As a result, some of the rules governing the SEML may depart from the French Commercial code, the main ones being set out below. 

It is a legal requirement that the local and regional authorities hold greater than 50% and not more than 85% of the share capital of a SEML, which is the case for the Company. Such thresholds must be respected at all times, e.g. even in the case of a share transfer, share capital increase or decrease
. In case the number of shares held falls below the 50% threshold, the operation could be regarded as a privatisation. Please note however that article 23 of Law No. 46-628, dated 8 April 1946, on the nationalisation of the electricity and gas sectors prohibits the transfer to the private sector of a non-nationalised distributor such as the Company.

Each "public" shareholder is necessarily represented at the SEML management board in proportion to the number of shares it holds in the company
.

The corporate objects and activity of a SEML are linked with the mission of general interest of its "public" shareholders
. Any amendment of such corporate objects, but also any share transfer or acquisition, or any other major change concerning the SEML, such as, for example the acquisition of a stake in another company, is subject to prior information and approval by the internal general meeting of its "public" shareholders
. 

Please also note that all the decisions taken by the management board must be provided to the préfet (local State representative) within 15 days
. The provision of such information has no effect on the enforceability of the boards' decisions, but if the préfet considers that a board decision creates a financial threat to the "public" shareholders' interests, he may refer the matter to the Chambre régionale des comptes (local financial and accounting court), which returns an advisory opinion within one month
. Please note that the préfet also operates an indirect control over the SEML, as he is provided with all the public local authorities' general meetings' decisions, which may make reference to the SEML in case such local authorities hold a shareholding in a SEML. 

Finally, should Endesa France not be the entity involved in the Proposed Acquisition, please note that there is, under French law, no specific requirements or limitations relating to acquisitions by a foreign company of interests in a SEML specialised in the electricity sector.

11.2.2 Rights of minority shareholders in a SEML

The rights of a minority shareholder holding approximately 10% of the share capital of a SEML are described below.

(a) Voting rights

As a general rule, any shareholder, irrespective of the number of shares held, may take part in person or through a proxy in shareholders' decisions. The number of voting rights is in proportion to the level of share capital held and each share gives right to one vote. The holding of 10% of the Company's share capital would not give to Endesa France, acting alone, a blocking minority during shareholders' meetings, except in those cases where French law requires the unanimous consent of all shareholders
. 

(b) Information rights

These rights are granted to all shareholders, irrespective of the number of shares held:

· prior to the holding of any shareholders' meeting or the passing of resolutions, any minority shareholder may receive, inter alia, annual accounts, consolidated accounts, as the case may be, the management board's report, draft resolutions and auditor's reports at least 15 days prior to the holding of such meeting. Such documents are also to be put at the shareholders' disposal at the registered office, as well as the inventory relating to the relevant financial year. Shareholders may, also, upon their request, obtain further documentation as provided by law;

· at any time, any shareholder may have access to various corporate documents relating to the last three financial years of the company. 

(c) Right to submit written questions

In connection with a shareholders' meeting, any shareholder may submit written questions to the board in the 15-day period before the holding of such shareholders' meeting. The chairman of the board is required to answer such queries in the course of the relevant meeting.

At any time, one or more shareholders holding at least 5% of the Company's share capital, either individually or as a group of any kind, may ask written questions to the management board in respect of any fact likely to compromise the continuity of the company's operations, or of any one company under its control. If no satisfactory answer to this query is given or in the event of failure to reply within one month, any such shareholder may require before court the appointment of one or several individuals entrusted with the task of drawing up a report on the relevant corporate operations of the company at stake (expertise de gestion). 

(d) Right to request before court the convening of a shareholders' meeting

One or more shareholders holding together at least 5% of the shares, can apply to the court for the appointment of an agent to convene a general meeting (or a special meeting), in the event of failure by the management board to call a meeting.

(e) Right to propose draft resolutions for inclusion in the agenda of the shareholders' meetings

One or more shareholders representing a part of the share capital equal to at least EUR 236,750, either individually or as a group of any kind, which would be the case for Endesa France within the context of the Proposed Acquisition, is entitled to propose draft resolutions to general meetings. 

(f) Legal rights of action

Regarding personal loss or damage (which is rather difficult to prove), shareholders may either individually or acting as a group bring an action for liability on their behalf against directors.

Apart from actions for personal loss or damage, shareholders may either individually or acting as a group representing at least 5% of the Company's share capital bring an action for liability on behalf of the company against its directors or managing director (action sociale) for mismanagement of the company. 

Any interested party (including a minority shareholder) may also challenge the validity of a corporate decision that has breached mandatory provisions of French contract law or of French company law, such as rules governing the form and steps to be undertaken in the context of shareholders meetings, or rules governing the change in the company's legal structure.

Moreover, any shareholder can bring proceedings against the majority shareholders if the majority shareholders misuse their voting rights by taking a decision which is contrary to the company's interests and which sole purpose is to benefit the majority shareholders to the detriment of minority shareholders. However, French courts require stringent conditions to be met to declare a transaction null and void on the ground of abuse of majority.

One or more shareholders holding at least 5% of the Company's share capital, either individually or as a group of any kind, may request before court the dismissal for just cause of the auditors (récusation) or the termination of such auditors' office prior to the end of their term of office. 

(g) Financial rights

· Rights to dividends: Endesa France will have the right to receive dividends pro rata to its stake in the Company, in case a dividend distribution is approved by the shareholders' meeting.
· Preferential subscription rights: Endesa France would have a pre‑emptive right to subscribe to any newly-issued shares or equity-linked securities, unless such pre‑emptive right has been removed by the shareholders' meeting.
11.3 Share ownership of the Company

The share capital of the Company is composed of 113,000 ordinary shares with EUR 100 par value, divided into the two following categories:

· 96,050 "category A" shares, held by local authorities or their partnerships (groupements); and

· 16,950 "category B" shares, held by shareholders other than "category A" ones.

On the basis of copies of the Company's share transfer register and shareholders' accounts provided by the Management during the Q&A process, we understand that:

· SIEEDV hold 85% of the share capital of the Company, i.e. the totality of the 96,050 "category A" shares; 

· SERGIES
, holds 14.99% of the share capital of the Company, i.e. 16,944 "category B" shares; and

· The remaining 6 shares are held by 6 individuals, among which some of the supervisory board members (please refer to section 1.4 below).

We understand from the Management that no pledges have been granted over the shares of the Company.

11.4 Management

The Company is managed on a daily basis by a management board (directoire), composed of five members, under the control of a supervisory board (conseil de surveillance), composed of twelve members. 

The president of the management board, as well as two other members of the management board designated as managing directors by the supervisory board, have all powers to represent the Company towards third parties. 

As a "category A" shareholder, SIEEDV has the right to appoint at least one of its representatives as a supervisory board member, within the limit of ten members. The "category B" shareholders have the right to appoint two supervisory board members
.
The granting of any pledge or security on behalf of the Company is subject to supervisory board prior approval.

We have been provided with the registers containing the management board's meetings minutes, which appear to be up to date. However, we have asked for but have not been provided with the relevant registers containing the minutes of the supervisory boards' meetings. 

Pursuant to the articles of association of the Company, each supervisory board member is required to hold at least one share except, as provided by French law, those supervisory board members representing a 'public' shareholder. We understand from the Management that this requirement is duly fulfilled within the Company.

11.5 Restrictions on share transfers

Pursuant to the articles of association of the Company, the prior approval of the management board is required before any transfer of shares. In addition, as mentioned in section 1.2.1 above, in case of the transfer of shares held by a local authority, the prior approval of the general meeting of such local authority would also be required. We recommend that the SPA provide for the delivery by SIEEDV of such written approvals at the closing.

Please note that the articles of association of the Company allow the local authorities to transfer up to 5% of the share capital to the employees of the Company. 
11.6 Shareholders' agreements

We understand from the Management that no shareholders agreements have been entered into by the shareholders of the Company (please refer to sections 1.7.2 and 1.7.4 below for a description of the shareholders' agreements entered into in respect of the Company's subsidiaries or joint-ventures). The execution of a specific shareholders' agreement within the context of the Proposed Acquisition could be envisaged in order to protect Endesa France's rights.

The articles of association of a SEML is a public document. The shareholders agreement is a private document concluded as between the shareholders. The conclusion of a shareholders agreement may enable Endesa France to obtain a few extra rights such as access to monthly accounts, statements, more ample information rights on sales, customers etc. The shareholders agreement could also provide for the right to appoint a supervisory board member; an exit mechanism and transfer provisions, and a pre-emption right or right of first refusal in favor of existing shareholders i.e. Endesa France could increase its shareholding as the case may be, within the maximum legal limit of 50% of the share capital (please see section 1.2.1 above).
11.7 Joint ventures and subsidiaries 

11.7.1 SOREGIES RESEAUX DE DISTRIBUTION

We understand from the Management that, as a consequence of the obligation of legal separation of the energy distribution and management of the energy network activities imposed by the Law relating to the Energy Sector (please refer to section 2.1.2 below), SIEEDV and the Company decided to put the activities of management of the transport and distribution networks into SOREGIES RESEAUX DE DISTRIBUTION, a société anonyme d'économie mixte locale which was created in July 2007. The Company holds approximately 49% of the share capital of SOREGIES RESEAUX DE DISTRIBUTION, SIEEDV holding the remaining 51%. We further understand that no assets have been transferred so far to this Company

The articles of association of SOREGIES RESEAUX DE DISTRIBUTION contain almost the same provisions as those of Company (corporate objects, two categories of shares, management structure, rules applicable in case of share transfers, etc.)
.

We understand from the Management that the dissolution of this company has been decided by the management board on 14 December 2007 and that the creation of a new entity, also called SOREGIES RESEAUX DE DISTRIBUTION, under the corporate form of a société par actions simplifiée and fully owned by the Company, has been approved. As of 11 December 2007, this new entity has not been incorporated yet, and it is contemplated that the assets should be transferred by the Company at the beginning of 2008, with retroactive effect.

11.7.2 ALTERNA

SOREGIES and GEG (Gaz et Electricité de Grenoble) Source d'Energie are the two founders of ALTERNA, a French société par actions simplifiée specialised in electricity and gas acquisition, production and distribution. According to the Company's annual accounts for the last financial year, each of them held 40.15% of the share capital of ALTERNA, the remaining 19.70% being held by 21 ELD (Enterprise Locale de Distribution), mainly local régies. We understand from the Management that the Company's currently holds 37.3% of the share capital of ALTERNA.

Created within the context of the opening of the energy distribution market, the aim of this joint venture is to maximise the production and distribution of electricity through the pooling of the existing networks held by the joint venture members throughout all over the French territory. We understand that ALTERNA currently regroups 23 ELD (i.e. the 21 ELD referred to above, plus two ELD which entered into specific partnership agreements with ALTERNA).
This company started the distribution of electricity on 1 November 2005. We understand that the activity of the company slowed down in 2006 following the publication of the Tarif de Retour Transitoire d'Ajustement du Marché (please refer to section 2.1.3 below). 

The articles of association of ALTERNA provide for the following clauses: 

· prior approval by the Company and GEG Source d'Energie for any share transfer within ten years as from the date of acquisition of shares by one shareholder;

· pre-emption clause to the benefit of the two founders (i.e. the Company and GEG Source d'Energie) in case of share transfer;

· prior approval by the executive committee in case of share transfer; and

· change of control clause.

In addition, any potential new shareholder
 shall adhere to the existing shareholders agreement and enter into a convention d'apporteur d'affaires with ALTERNA (please see below).

These clauses would not be triggered within the context of the Proposed Acquisition.

The Company and GEG Source d'Energie have the right to appoint two executive committee members, and propose the candidates to the functions of president and managing director of this company.

The shareholders of ALTERNA entered into a shareholders' agreement dated 30 September 2005. The shareholders' agreement provides for the following clauses:

· the new shareholders (i.e. other than the Company and GEG) cannot hold collectively more than 30% of the share capital and individually more than 5% of the share capital;

· the shareholding of the Company and GEG cannot be less than 70% of the share capital;

· the new shareholders undertake to resort to ALTERNA for the commercialisation of electricity to eligible clients subject to a penalty of EUR 10,000 per infringement; and

· new shareholders can be excluded in the event of repeated breach of the exclusivity.

Each new shareholder shall enter into an agreement with ALTERNA whereby the shareholder undertakes to introduce to ALTERNA new clients (convention d'apporteur d'affaires). We have reviewed the agreement entered into between ALTERNA and the Company dated 13 January 2006. Pursuant to this agreement, the Company undertakes to introduce new clients to ALTERNA in consideration of a fee equal to 90% of the difference between the price at which ALTERNA sells the electricity and the floor price at which ALTERNA shall sell the electricity. The shareholders supply the electricity that is sold through ALTERNA. The agreement organizes the split of the supply between the various shareholders of ALTERNA according to their respective geographic zones.

ALTERNA offers its services to third parties, but does not have any employees. 

From a competition and anti-trust point of view, ALTERNA may be considered as a commercial joint venture potentially restraining the competition game on the energy distribution market. Any joint venture shall be notified to the French anti-trust authorities if the following cumulative thresholds are met:

· the worldwide turnover of all the joint venturers is above EUR 150,000,000 ; and

· the individual turnover achieved in France of at least two parties to the joint venture is above EUR 50,000,000.

The Company's turnover achieved in France amounted to EUR 149,541,293 for 2006. We have asked for but have not been provided with the turnovers achieved in France in 2004 by the Company and GEG Source d'Energie. In case the two above thresholds were met, this joint venture should have been notified to the French anti-trust authorities (article L. 430-2, al. 1 of the French Commercial code). 

The notification is compulsory and failing to do so, each party can be sentenced to a fine up to an amount of 5% of its turnover achieved in France during the previous year. In addition, the parties can be ordered to notify subject to a fine up to an amount of EUR 20,000 per day of delay (L. 430-8 of the French Commercial code).

We have asked SIEEDV whether such notification has been made and whether the structure of this joint venture has been reviewed and validated from a legal point of view. These two points have been confirmed by SIEEDV during the Q&A process. We further understand from SIEEDV that ALTERNA is listed by the Commission de Régulation de l'Energie as a national energy provider (fournisseur national).

Please note that, in case of control by the relevant anti-trust authorities, such joint venture could be considered as valid if the management could justify that ALTERNA's joint venture results, in practice, in an economical progress. This could be the case for ALTERNA since, according to the description made by the Management, it could represent a technical progress for the consumers who may have a better access to an improved network of electricity distribution and who may benefit from an alternative source of supply of electricity.

As the case may be, this issue should be taken into account during the drafting of the SPA.

11.7.3 SOREGIES DEUX-SEVRES

We understand that this société anonyme d'économie mixte locale is a joint venture between SIEDS (85% shareholding) and SOREGIES (14.87% shareholding)
. 

The articles of association of SOREGIES DEUX-SEVRES contain almost the same provisions as those of the Company (corporate objects, two categories of shares, management structure, rules applicable in case of share transfers, etc.).

We understand from the Management that the energy activities originally operated by the Régies des Deux Sèvres are operated by SOREGIES DEUX SEVRES since 1 July 2007, following the contribution, by SIEDS of all the assets and liabilities received from the Régies des Deux Sèvres to this company. We further understand from the Management that such contribution (and subsequent share capital increase) was subject to approval by the company's shareholders on 21 December 2007. We have asked to be provided with more information and the relevant legal documentation in this respect. 

We understand from the management board's report to the Company's shareholders' meeting held on 8 June 2007 and discussion with the Management that it is anticipated that the Company shall merge with SOREGIES DEUX-SEVRES towards the end of 2008; the timing of the merger depends, among others, on whether the SIEEDV and the SIEDS respective assemblies can approve such merger prior to the French local elections (10 March 2008). If not, the merger may be postponed to a later date.

11.7.4 VIALIS (previously Régie de Colmar)

VIALIS is a société anonyme d'économie mixte locale whose corporate objects are the production and distribution of electricity, gas and public lighting, and the operation of a cable communication network.

We understand that the Company holds 10% of the share capital of VIALIS and has one board seat on the board of directors.

VIALIS is also a shareholder of ALTERNA.

The shareholders entered into a shareholders' agreement which provides for the following clauses:

· each shareholder having 10% shareholding has the right to appoint one member of the management board;

· obligation to distribute dividends if the shareholders' equity is above 20 million euros;

· assignment of shares is limited by pre‑emption rights and tag along and drag along provisions.

11.7.5 GASCOGNE ENERGIE SERVICES

We understand that the Company holds 6% in the share capital of GASCOGNE ENERGIE SERVICES, a société anonyme d'économie mixte locale created in February 2007. Its corporate objects are, inter alia, the construction of networks and distribution of gas in Aquitaine and Midi-Pyrénées regions, and the construction of networks and distribution of electricity and water for the municipality of Aire sur Adour.

GASCOGNE ENERGIES SERVICES is also a shareholder of ALTERNA.

The articles of association of the company provide for a prior approval clause in case of share transfer.

11.7.6 PICTAVE ENERGIES SERVICES

We understand that the Company holds the entire share capital of PICTAVE ENERGIES SERVICES, created in July 2007. Its corporate object is the promotion of renewable energies distribution, in particular towards private individuals, through the acquisition of interests in companies or the provision of management services.

11.7.7 SOREA (Société des Régies de l'Arc)

We understand from the Management that SOREGIES is currently contemplating the purchase of 15% of the share capital of this company, which regroups the activities of the Régie de Jean de Maurienne, Valloire and other Régies de la Vallée de la Maurienne.

This company has also a shareholding stake in ALTERNA.

11.7.8 ENERGIES SERVICES OCCITANS

We understand that the Company holds 8% of the share capital in this société anonyme d'économie mixte locale, which was incorporated on 5 November 2007. Its corporate objects are, inter alia, the production and distribution of electricity, gas and public lighting, and the operation of a cable communication network.

This company is also a shareholder of ALTERNA.

11.7.9 Foundation SOREGIES

We understand that this foundation was created in 2006 in view of the financing of humanitarian or cultural projects. We understand that the Company grants EUR 100,000 per year to this foundation.

12. Regulatory, administrative and compliance Issues in the supply of electricity business

12.1 Regulations/applicable law

We have not been provided with any certificate of registration required under French law in relation to the performance of the activity of sale and purchase of electricity and gas. We have been informed by the Management that such authorisations have been received and duly filed with the French Ministry of Energy. 

12.1.1 General issues

In order to comply with the EU directives in the electricity and gas sectors, France had to adopt a new legal energy framework. As a consequence, the current legislation relating to the electricity and gas sectors has been set up lastly by the Law relating to the Energy Sector which put the finishing touches to the effective liberalisation of those markets, allowing electricity and gas consumers to choose their supplier as from 1 July 2007
. The following laws have been amended:

· Law No. 2000-108, dated 10 February 2000, on the modernisation and development of the public electricity service;

· Law No. 2003-8, dated 3 January 2003, on the electricity and gas markets and on the public service obligations in the energy sector; and

· Law No. 2004-803, dated 9 August 2004, relating to the public electricity and gas service and to the electric and gas companies.

Since July 2004, all companies and local public authorities are considered as "eligible clients", i.e. customers who are free to purchase electricity from the supplier of their choice
 if they choose to do so. Since 1 July 2007, all the other non-household and household clients are also "eligible clients" and the markets of electricity and gas are fully opened. Please note that, pursuant to article 22-II of the Law No. 2000-108, the non-nationalised distributors, such as the Company, are also qualified as "eligible clients".

Pursuant to article 25 of the Law No. 2000-108, the non-nationalised distributors such as the Company must, in their internal accounting, keep separate accounts for the supply of energy to customers who chose to benefit from this eligibility and ones who did not.

12.1.2 The legal and accounting separation (unbundling)

In order to guarantee a non-discriminatory access to the energy networks and avoid conflicts of interest, the Law relating to the Energy Sector imposed the separation of the energy distribution activity (i.e. the networks) from the energy production and supply.

According to articles 13 et seq. of the Law No. 2004-803, a distribution system operator (DSO) serving more than 100,000 customers must be legally and functionally a separate company. Please note that the other activities, namely production and supply, can continue to be performed by a single company.

The DSO has effective decision-making rights with regard to the operation, maintenance and development of the electricity and gas networks. It defines and implies the investment and development decisions about those networks. It also concludes and manages the concession contracts. The DSO ensures a transparency and non-discriminatory access to public electricity grids and gas facilities. It should be noted that such DSO independence involves the transfer of the property, administrative rights, authorisations and contracts in line with the requirements of functional unbundling.
In order to comply with the above legal requirement, and as mentioned in section 1.8.1 above, the Company and SIEEDV created together SOREGIES RESEAUX DE DISTRIBUTION in July 2007.

We understand that neither the existing société d'économie mixte locale nor the new company to be created and called SOREGIES RESEAUX DE DISTRIBUTION (please refer to section 1.7 above) has been assigned the concession agreement yet. It should be noted that in the event that the concession agreement is assigned to SOREGIES RESEAUX DE DISTRIBUTION, the Company would have to share the revenues generated by the concession agreement through dividends distribution with SIEEDV who holds 51% of the shareholding.
12.1.3 The transitional regulated tariff

According to articles 30-1 and seq. of the Law No. 2004-803
, every final electricity consumer who has chosen to benefit from its eligibility has the possibility to return to a transitional regulated tariff. 

In order to benefit from the "Tarif Réglementé Transitoire d'Ajustement du Marché" (TARTAM), such a consumer had to send a prior written request to its supplier before 1 July 2007. The consumer who exercises this right can automatically request it for his ongoing contracts. He can also consider to benefit from this regulated tariff for his contracts signed thereafter, even with another supplier. In any case, the duration of the supply at this tariff cannot exceed two years as from the date of the first request. 

The TARTAM is set out by two ministerial orders dated 3 January and 13 August 2007. This mechanism allows consumers to benefit from a lower price of electricity. However, a financial compensation has been implemented in order to cover differences between the electricity cost supplied and the TARTAM. According to the Management this will not be sufficient to compensate the loss and the Company is likely to suffer from customers who may claim the benefit of the TARTAM.

12.1.4 The purchase of electricity for resale

According to article 22-IV of the Law No. 200-108, the purchase for resale activity is free, provided that a declaration is submitted to the French Ministry of Energy
. The Company is one of the operators which has duly submitted a declaration in order to exercise the activity of purchasing electricity for resale, as mentioned by the website of the Direction générale de l'Energie et des Matières Premières, and is as such authorised to trade with energy.

12.1.5 The obligation to purchase electricity 

According to article 10 of the Law No. 2000-108, EDF and the non-nationalised distributors such as the Company have the obligation to purchase the electricity generated by: 

· installations that use household or similar waste or are aimed at supplying a heating system; and

· plants whose installed capacity per production site does not exceed 12 megawatts produced from renewable energy sources, the wind turbines not being subject to such limitation.

We reviewed an example of contract subject to such obligation to purchase electricity, which does not call for any specific comments.
12.2 Concession agreements

According to article 26 of the Law No. 2003-8, existing distribution networks can only be operated by a limited number of operators, namely GDF and the non-nationalised distributors such as the Company. In parallel, pursuant to article L. 2224-31 of the CGCT, the local public authorities which do not have a distribution network, can concede the construction and management of their distribution networks to the companies certified by the French Ministry of Energy.

It appears that the concession contracts we reviewed are referring to the concession contracts template concluded between GDF and the Fédération Nationale des Collectivités territoriales Concédantes et Régies.

The Company operates the networks of distribution of electricity and gas pursuant to the public service delegation (délégation de service public) granted by SIEEDV to the Company dated 11 March 2004.
The Company operates since 2005 through a concession contract the cable and hertzian network of the Communauté d'agglomération de Poitiers (please refer to section 2.2.3 below).

The two concession contracts entered into by the Company acting as the concessionnaire with SIEEDV and the Commune de Civray are based on the same template.
12.2.1 Principal issues relating to the concession contracts entered into with the Commune de Civray on 1 July 2005 and SIEEDV on 11 March 2004

The contract was provided to the préfet on 5 July 2005 and came into force at this date for Commune de Civray and 11 March 2004 for SIEEDV. The contracts grant the concessionaire an exclusive right to operate the distribution gas networks of the Commune de Civray and the cities that belongs to SIEEDV.

The contracts do not specify whether and to what extent the concessionaire is entitled to compensation by the granting authority in case of force majeure, unforeseen event (imprévision) or change of law (fait du prince). This creates a degree of uncertainty regarding the right for the concessionaire to claim for compensation in such cases. Even if case law has set out general principles on which the concessionaire could rely to claim compensation, the implementation of these general principles is not an easy matter when it comes to calculating the amount which the granting authority is due to pay. 

The contract does not contain any clause relating to penalties applicable in case the concessionaire fails to comply with its obligations.

(a) Duration of the concession

The concession contract has been entered into for twenty years for Commune de Civray and thirty years for SIEEDV. 

Pursuant to article L. 1411-2 of the CGCT, the duration of a concession must be consistent with the time during which the concessionaire will amortize the assets and investments it has made, which, in practice, is determined on a case-by-case basis. In the event these contracts were challenged, a court would examine the duration clause and could decide that it is null and void only if the investments accomplished by the concessionaire are insufficient to justify such duration. However, given the type of infrastructures involved, it should be noted that it frequent in practice to have such duration.

(b) Assets ownership

Concession assets are generally classified as (i) returnable property (biens de retour), (ii) recoverable property (biens de reprise) and (iii) other property (biens propres):

· returnable property (biens de retour), defined as the property necessary to operate the concession, automatically reverts to the granting authority (legally the owner since the date of operation of the concession contract) at the end of the concession without compensation;

· recoverable property (biens de reprise), defined as property other than returnable property, may be recovered by the granting authority at the end of the concession and paid at its market price if the granting authority believes such property would be useful for the continued operation of the concession or if it decides to exercise its right of recovery; it would otherwise remain the property of the concessionaire;

· other property (biens propres), defined as property owned by the concessionaire, will remain its property at the end of the concession.

Returnable property is regarded as being owned by the granting authority ab initio, even if it has been financed and built by the concessionaire. As such, the returnable property will be governed by the special legal regime governing the use of publicly owned land (domanialité publique). It should be noted that such assets could not be sold nor seized. Therefore, the courts consider that the assets governed by this specific regime cannot be pledged or mortgaged.

With regard to the concession, all of the assets required for the energy distribution are regarded as returnable property.
(c) Change in the shareholding structure of the concessionaire
The contracts do not contain any clause requiring the granting authority's prior approval or information in case of change in the ownership structure of the Company
. 

(d) Early termination clause

The concessionaire is entitled to compensation equal to the value of the assets it has made and financed, in case of early termination of the contract.

(e) Renewal clause

The contracts provide for the possibility to renew the concession without any tender procedure. Such provisions do not comply with the principles set out by article L. 1411-2 of the CGCT. According to this article, a time extension of concession contract is allowed only if: 

·   the concessionaire has to finance important investments which were not planned when the initial contract was awarded and which are necessary for the concession; or

·   there is a reason of general interest to do so; in this case the time extension is limited to one year. 

It should be also noted that the Conseil d'Etat has already cancelled clauses which permit the renewal of a concession without a tendering procedure
. Therefore, if challenged, a court may cancel this renewal clause. 

12.2.2 As part of its strategic development, the Company entered into concession contracts with 12 cities belonging to the Syndicat Départemental d'Energie et d'Equipement de la Vendée (SyDEV)
 and 9 cities belonging to the Syndicat Intercommunal d'Indre et Loire (SIEIL). All these concession agreements are based on the same template. The principal issues relating to these concession contracts are the following:

All the contracts were provided to the préfet and came into force at the following date:

	City
	Date

	Mouchamps
	12 June 2007 

	Bazoches en Parèdes

Mouilleron en Parèdes
	12 June 2007

	Beaulieu sous Roche

Cauderonde
	12 June 2007 

	Saint Révérend

L'aiguillon sur Vie

La Chaize Giraud

Landevielle

Brelignolles sur Mer

Brem sur Mer

Bois de Cerre
	17 October 2005

	Chançay
	21 July 2006

	Ambillou 

Pernay

Saint Roch
	19 October 2006

	Thilouze
	13 October 2006

	Charentilly 

Trouziers de Touraine
	Unknown (signed 28 February 2007)

	Athée sur Cher
	Unknown (signed 28 February 2007)

	Sonzay
	Unknown (signed 29 September 2007)

	Rocher
	Unknown (signed 28 February 2007)


The contracts grant the concessionaire an exclusive right to operate the distribution gas networks.

The concessions were granted to the Company following the tendering procedure provided by the Sapin Law
. 

(a) Duration of the concession

The contracts have been entered into for thirty years. 

The parties shall meet every five years in order to examine the opportunity to adapt the existing contract (i) in case of an important variation of the sales' volume or a variation of the price of the kWh or an extension of the perimeter of the concession or a significant change of the concession assets, or (ii) in case of major change of the legal framework relating the concession contracts of gas distribution.
(b) Early termination clause

In case of a force majeure event, the granting authority will be entitled to terminate the concession contract. As a general rule, the concessionaire is entitled to compensation equal to the value of the assets it has made and financed is case of early termination.

(c) Termination for substantial default ("déchéance")

The granting authority can also terminate the concession contract in the event of certain substantial defaults of the concessionaire, such as an interruption of the gas distribution during a long period or the occurrence of an repeated gas seepage. In such case, the concessionaire would not be entitled to compensation or indemnification.

(d) Penalties

A certain number of penalties are applicable in the event that the concessionaire fails to comply with its obligations, which would be the case if:

· the contractual gas pressure is not reached;

· a certain number of documents are not provided on time (provided for in the relevant cahier des charges);

· an interruption of the gas distribution occurs during a long period; or

· the concessionaire disregards the building specifications of the distribution networks.

Please refer to section 2.2.1 (b) and (c) above regarding the assets ownership and the change in the shareholding structure of the concessionaire issues.

12.2.3 Principal issues relating to the concession contract entered into with the Communauté d'agglomération de Poitiers on 4 March 2005 

The Company operates since 2005 through a concession contract the cable and hertzian network of the Communauté d'agglomération de Poitiers. 

This concession has also been granted to the Company following the tendering procedure provided by the Sapin Law and gives the concessionaire an exclusive right to build, finance and operate the cable and hertzian network of the cities that belong to the Communauté d'agglomération de Poitiers. The contract specifies that the modernisation of the network is partially financed by a loan subscribed by the Company.

(a) Duration of the concession

The concession contract has been entered into for twenty-five years. Please refer to section 2.2.1 (a) on the necessary consistency of the investments made by the concessionnaire.
(b) Assets ownership

The Company is entitled to use the publicly owned land (domaine public communal). Such authorisation cannot be transferred to a third party.

The contract provides that the returnable property automatically reverts to the granting authority at the end of the concession without compensation. In addition, the recoverable property may become the property of the granting authority at the end of the concession, subject to compensation. During the concession, such assets belong to the concessionnaire. 

(c) Change in the shareholding structure of the Company and assignment of the concession contract

It should be noted that the concessionaire has to obtain the granting authority's prior approval in case of any change in its shareholding in case such change implies a change of control or in case of assignment of the contract.

Otherwise, the granting authority would be entitled to terminate the contract.

(d) Penalties

A certain number of penalties are applicable in the event that the concessionaire fails to comply with its obligations, which would be the case if a delay affects the building works or if certain documents are not provided on time. The penalties are not limited in amount.

(e) Failure of the concessionnaire (défaillance)

The granting authority can decide to terminate the concession contract in case certain defaults of the concessionaire occurred, such as an interruption of the cable and hertzian network, even during a short period (48 hours), as such default is considered as substantial. The network would then be operated at the concessionnaire's costs until the term of the contract.

(f) Early termination clause

The granting authority is entitled to terminate the contract on grounds of public interests or each time the concessionnaire breaches its obligations.

In return, the concessionnaire is entitled to full compensation within the limits of the actual financial and industrial amortization. 

In case the concession contract is terminated due to a concessionnaire's substantial default, the latter would not be entitled to such compensation and would be required to pay damages.

13. Commercial contracts

13.1 General structure of the distribution network

The Company is purchasing electricity or gas from several suppliers (such as EDF, Gaz de France and Totalgaz) and reselling it to its clients (which are predominantly industrials or professional clients). Pursuant to the Law relating to the Energy Sector, the electricity suppliers have to enter into separate agreements for the transportation of the electricity to their clients. Hence, the Company is entering into (i) agreements for the electricity supply and (ii) transportation agreements with suppliers or with external services providers
. 

13.2 Contractual relationship with the Company's shareholders 

We understand from publicly available documents that the Company and SERGIES have entered into the following agreements: 

· a general agreement relating to the provision of services to SERGIES by the Company. We have asked to be provided with a copy of such agreement; and

· an agreement relating to the secondment of personnel by SERGIES to the Company. We understand that such agreement ended in June 2006. Management told us that such agreement has not been renewed.

Please refer to section 2.2 above concerning the concession agreement entered into with SIEEDV.

13.3 Customer contracts

13.3.1 General

We have only been provided with five customers contracts. Four of these contracts were entered into between the parties for six years, and are tacitly renewable. 

The Company is liable for damages suffered by its clients in case of power cut. However, the Company's liability will, in any case, not exceed the equivalent of the average energy price sold during an average day, at the considered offtake station.

13.3.2 Data protection issues

Pursuant to the French Data Protection Legislation, the following information must be given to the persons whose personal data are collected: (i) the identity of the data controller (i.e. the person who controls the purposes and the use of the processing, i.e. here the Company) and/or his representative and the service in charge of data processing; (ii) the purposes of the data processing; (iii) whether replies to the questions are obligatory or voluntary and the possible consequences of any failure to reply; (iv) the recipients or categories of recipients of the data; (v) the existence of the right of opposition in case of transfer to third parties, of the right of access to and the right to rectify the data concerning them
; and (vi) the transfer of the personal data to third countries outside the European Economic Area
.
All the customers' agreements we were provided with contain a clause relating to the "access right to personal data" which is not compliant with the above requirements, which could potentially lead to the Company being fined EUR 1,500 per breach
.
In addition, the data controller must file a declaration with the CNIL prior to the carrying out of any processing of personal data by automated means, unless the processing has been expressly exempted by the CNIL. Should the data controller fail to file such a declaration, it may be fined up to EUR 1,500,000
. We have not been provided with the declaration receipt and have therefore asked for confirmation that the Company has actually made the relevant declarations. We are still waiting for a confirmation from the Management in this respect.
Please note that during the Q&A process, the Management confirmed that no personal data are neither transferred outside the EEE and nor transferred to third parties for promotional purposes and thus the Company does not have any other specific declarations to file.
We nevertheless recommend that the SPA contain a covenant pursuant to which SIEEDV confirms that it has completed all applicable declarations and, as the case may be, undertakes to procure that the Company regularizes the situation prior to the completion of the Proposed Acquisition.

13.4 Supply contracts

We have only been provided with a limited number of supply agreements entered into by the Company. We have asked to be provided with the list of the existing suppliers and the type of energy provided, and with any other existing supply agreements. The Management informed us during the Q&A process that all the documents were provided for in the Data Room or may be consulted on site. Access to an updated data room could be requested should Endesa France require a full audit of the supply agreements.

13.4.1 Electricity supply

We have been provided with two agreements entered into with (i) Société Nationale d'Electricité et de Thermique and (ii) EDF. Both contracts have been entered into for a three-year period with renewal for one-year periods. Please note that both suppliers' liability is capped: the liability of Société Nationale d'Electricité et de Thermique shall not exceed EUR 30,000 per loss occurence and the liability of EDF shall not exceed EUR 100,000 per year.

13.4.2 Natural gas supply

We have been provided with one agreement entered into between the Company and Gaz de France for one year (with tacit renewal). Please note that the liability of Gaz de France is limited to actual losses, i.e. should not cover any potential loss of profits, and that the maximum amount of damages is calculated proportionally to the relevant monthly purchase order.

13.4.3 Propane gas supply

We have only been provided with one agreement entered into between the Company and TotalGaz for a one-year period (tacitly renewable). Such agreement contains a clause pursuant to which the Company shall inform TotalGaz in case of "change of legal structure" of its business. It is not clear as to whether such clause would be applicable within the context of the Proposed Acquisition. For that reason, it is advisable to send a notice of modification of the legal structure prior to the completion of the Proposed Acquisition.

13.5 Other agreements

We have not been provided with any management, maintenance and technical support agreements or any advisory and consultancy contracts entered into by the Company. We have requested to be provided with a copy of such documents.

13.6 ALTERNA

Except for the agreements entered into with its shareholders, we have not been provided with any commercial, sale and purchase, distribution, or supply agreement entered into between ALTERNA and its potential commercial partners. We have requested to be provided with a copy of such documents and the Management answered that such information may be consulted on site. Access to an updated data room could be requested should Endesa France require a full audit of such agreements.

14. Financing Arrangements 

14.1 Loans

We understand from publicly available documents that the Company has contracted a loan to finance the development of gas networks outside the department. The Management confirmed that the Company, although being cash positive and having a strong self-finance capacity, is using the leverage of the debt for tax and accounting purposes. 
14.2 Securities granted by the Company

According to the Company's accounts for the financial year ended 31 December 2006, the following securities were granted by the Company:

· two securities of respectively EUR 170,000 and EUR 100,000 to the benefit of RTE; and

· a security of EUR 1,300,000 granted to EDF VPP. 

We understand from the Data Room Documents that all the first demand bank guarantees granted to EDF pursuant to electricity supply agreements have expired. However, the Management told us during the Q&A process that two guarantees, respectively for an amount of EUR 3,600,000 and EUR 400,000 were ongoing until the end of 2007. We understand that these guarantees are required within the context of EDF capacity auction sales.

In addition, the Management told us that a first demand bank guarantee, granted to RTE pursuant to a balance responsible entity agreement, has been automatically renewed. 

We recommend that SIEEDV represents and warrants that all guarantees needed under the agreements with EDF and RTE have been provided. 

14.3 Subsidies

The Company benefits from subsidies for the financing, construction and renewal of electric rural networks, for time-periods of three years. Such subsidies are received by SIEEDV on behalf of the Company, and are allocated by the FACE (fonds d'amortissement des charges d'électrification) and the localities, which requested the Company for the purposes of carrying out this work. We understand that this process is quite informal. In addition, we understand that an additional envelope is granted directly by SIEEDV representing 18,6% of the total amount of subsidies. The total amount of subsidies represents each year a sum in the range of EUR 5,000,000 and 6,000,000.

In theory, and as confirmed during the Q&A process, the subsidies are not selective and any company acting as a distributor which could justify a capacity the financing, construction and renewal of electric rural networks can apply and benefit from the subsidies. However, in practice only companies which are concessionaires of electric networks can apply. The Management confirmed that 10% of the subsidies were granted to EDF and 90% to the Company through the SIEEDV.

Therefore, there could be risk that these subsidies be construed as a State Aid under the meaning of article 87 of the EU Treaty. As a result, the reimbursement of the subsidies could be ordered. We do not have enough information on the procedure and the financial scheme of these subsidies. We have asked for but have not been provided with more information in this respect, i.e. as to whether such subsidies have been notified to and/or validated by the relevant authorities, and as to whether such potential issue has been reviewed by SIEEDV or the Company from a legal point of view.

14.4 Shareholder advances

SIEEDV agreed to make available its dividends for the years 2004 and 2005 to the Company in accordance with the terms and conditions of an agreement signed on 20 July 2005 between the Company and SIEEDV, in view of the creation of a specific reserve to be used for major networks repairs. The granting of such a shareholder loan by a "public" shareholder of a SEML is valid pursuant to article L. 1522-4 of CGCT.
15. Real Estate

The Data Room contained only a few documents relating to the Company's real estate portfolio, e.g. no copies of the relevant titles of ownership or almost no copies of the commercial or other leases which may have been entered into by the Company. We understand from the lists provided in the Data Room and from the answers provided by the Management during the Q&A process that the Company owns 25% of the real estate assets used for the performance of its activity, the remaining part being put at the Company's disposal by the local towns for no consideration and not being subject to commercial leases. We understand that the relevant titles of ownership are held by a notary, an access to which could also be requested, should Endesa France require a full audit of the real estate portfolio of the Company.

We have been provided with two civil leases in respect of houses used for employee's accommodation purposes and one commercial lease of a warehouse entered into with the SCI CYLD on 1 April 2006 for a duration of 6 years until 31 March 2012. Pursuant to article L. 145-1 et seq. of the French Commercial code, a commercial lease must be entered into for a duration of minimum nine years, the tenant being entitled to terminate the commercial lease at its convenience after three or six years. Please note that although the commercial lease entered into with SCI CYLD refers to such legal statute, the six-year duration is not conform
, and the SCI may not request the Company to leave the rented premises at the end of such six-year period: the Company will have the choice as to whether terminate or not the lease at the end of the third or sixth year.
16. Environment

The information provided in the Data Room in the field of environmental matters has been limited to some administrative authorisations to operate various propane gas filling stations and to an ISO 14001 environmental certification file, which although without any legal value, gives a certain indication of the Company's environmental compliance and track record as contemplated by the assessor. No soil surveys have been disclosed.

During our Data Room visit the Management told us that the Company is neither facing any specific environmental issues of concerns, nor that it would be involved in any litigation in the field of the environment, and that all the relevant declarations (installations classées) have been made. We have asked for written confirmation of these positions and were provided with such a confirmation.

We have reviewed a number of receipts of "notifications" to the competent authorities in relation to the operation of propane gas storage and filling stations, at a variety of locations (17 municipalities). The propane gas storage facilities and filling stations (because of the limited volume of the storage tanks, 12.5 tonnes and less) are not generally subject to specific environmental consent procedures, other than a mere notification to the competent authorities. Such declaration leads at its turn to the competent authority delivering a receipt of notification, which generally includes various applicable operating conditions. The Data Room included information regarding the receipt of notification for a propane gas filling station in the municipality of Availles-en-Châtellerault, which appears to have been cancelled. The Management specified during the Q&A process that the Availles-en-Châtellerault network has been recently switched to a natural gas network and that is why the notification for a propane gas filling station was cancelled.

17. Litigation

The Data Room contained no information regarding ongoing or potential litigation proceedings. We have been told by the Management that there was no ongoing or potential litigation involving the Company, to the exception of one employment litigation process. Please refer to section 8.11 below for more information in this respect. 

18. Employment

An employment litigation is pending before the French Supreme Court ("Cour de cassation"), relating to the payment of compensation in the hypothesis that a day-off falls on a bank holiday.

18.1 General overview

Company's staff is employed under "private law" employment agreements subject to the French Labour Code provisions; in parallel, it benefits from the national public status of the employees of the electrical and gas industry ("statut national du personnel des industries électriques et gazières"), the collective bargaining agreement relating to the working time applying as well. In the event of conflict between the terms of the various sources, terms that are the most favourable to employees prevail. As a consequence, employees have a high level of protection. 
We understand that as at 30 November 2007, the headcount and staff grading of the employees of the Company was as follows:

	Staff grading
	Headcount

	Executive employees ("cadres")
	48

	Supervisors ("agents de maîtrise")
	162.5

	Staff for executory work ("agents d'exécution")
	114

	Total headcount
	324.5


18.2 Management and key executives

18.2.1 Mr. Viou's employment contract

Management told us that Mr. Viou, managing director, is also an employee of the Company. Under French Law, in such a case and in order for the employment contract to be considered as valid, 

· the individual concerned must hold a position as an employee and his technical duties as an employee must be distinct from those performed under the office as a corporate officer, and

· the individual concerned must be under the control and the supervision of the Company. 

We are not in a position to ascertain whether these requirements are complied with in practice. 

In the event Mr. Viou's relationship with the Company is to be ended, both the employment contract and his position as board member would need to be terminated in parallel. Please note that the termination of the board member position may not be considered as a valid cause to terminate the employment contract. 

18.2.2 Key executives' employment contracts

(a) Non-compete covenant

In order for a non-competition clause to be considered as valid, French case law requires this clause to be limited in terms of (i) activity, (ii) time and (iii) geographical area, and to provide for specific compensation in consideration for this undertaking. 

The two key executives' employment contracts provided in the Data Room, i.e. those entered into with Mr. Viou and Mr. Loisel, provide for non-competition covenants, which comply with French case law requirements. We have asked for but have not been provided with the other existing key executives' employment agreements.

(b) Contractual termination payment

The key executives' employment contracts provided in the Data Room do not provide for any specific termination payments (or other "golden parachutes" provisions). 

18.3 Individual employment data

As a preliminary remark, it should be stressed that we have only been provided with a very limited number of employment contracts. We have asked for but have not been provided with additional documentation in this respect.

18.3.1 Employment contracts - Standard agreements

(a) Open-term contracts ("Contrats à durée indéterminée")

With the exception of the employment agreements of Mr. Viou and Mr. Loisel referred to above, we have only been provided with one open-term employment contract, which does not contain any unusual significant benefits or constraints.

(b) Fixed-term contracts ("Contrats à durée déterminée")

We have only been provided with one fixed-term employment contract for an executive employee (Mrs. Bault), which does not call for any specific comments. 

(c) Temporary workers

We understand that as at 30 November 2007, the temporary workers headcount was as follows:

	Temporary workers ("intérimaires")
	Headcount

	Standing in for an absent employee
	9

	Business increase
	9

	Total temporary headcount
	18


We have not been provided with more information in this respect.

18.3.2 Employees' seniority

As at December 2006, we understand that 52 % of the workforce had more than 10 years' seniority, and 34 % of the workforce had more than 20 years' seniority. 

Under French law, the length of service has a direct impact on termination costs, whether upon dismissal, redundancy, voluntary retirement or retirement at the employer's initiative. In this respect, Management informed us that approximately 20% of the Company's employees (i.e. 62 employees) would retire by 2012.

18.4 Employees' collective status

We understand from the Management that the staff benefits from the national status of the employees of the electrical and gas industry ("Statut national du personnel des industries électriques et gazières"). 

There is no industry-wide collective bargaining agreement applicable to the Company, and we understand from Management that no other industry-wide collective bargaining agreement is applied within the Company whether on a voluntary basis or not, although the employment contracts state the opposite. We have asked for clarification in this respect. 

18.5 Working time and lump-sum agreements ("Conventions de forfait")

We understand that the employees' working time per week is based on a 34.20-hour calculation basis pursuant to an in-house agreement entered into on 9 June 1999 between the Company and the Unions' representatives
. 

Management told us that several executive employees hold an autonomous executive position ("Cadre autonome"). Autonomous executives are employees who are neither Key Managing Executives ("Cadres dirigeants")
, nor Integrated Executives ("Cadres intégrés")
. They benefit from a certain degree of autonomy within their working time because they work on assignments. Their remuneration may be subject to lump-sum agreements (“forfaits”) in hours or in days on either an annual basis (within a 218-day limit by law) or (for agreements in hours only) a monthly or even a weekly basis.

In order to grant Autonomous executive status and be able to pay a fixed remuneration for the year, irrespective of the working time per week or month, this possibility must be authorised by a collective bargaining agreement or an in-house agreement. 

Although there is no industry-wide collective bargaining agreement applicable to the Company, the in-house agreement entered into on 9 June 1999 between the Company and Unions' representatives complies with these legal requirements.

18.6 Statutory profit sharing ("Accord de participation")

A statutory profit-sharing plan was entered into between the Company and Unions' representatives on 28 June 2004. 

The beneficiaries of the profit-sharing plan are the Company's employees with at least three months' seniority. We understand that in 2006, the sums held in the profit-sharing scheme amounted to EUR 363,188.

Management told us that all the required legal formalities were properly completed. 

18.7 Voluntary collective bonus plan ("Accord d'intéressement")

A voluntary collective bonus plan was entered into on 27 June 2007 between the Company and Unions' representatives for an initial three-year period. 

Management told us that all the required legal formalities were properly completed. 

18.8 Company Savings Plan ("Plan d'épargne d'entreprise")

A group savings plan was entered into between the Company and Unions' representatives on 28 June 2004 for an initial one-year period renewed by tacit agreement. 

This scheme applies to all the employees of the Company. The employees may transfer amounts due to them resulting from the profit sharing scheme and voluntary collective bonus plan as well as make voluntary payments into it. Such funds are then used for the subscription of shares or parts of shares of a dedicated mutual fund ("fonds commun de placement") which may not be sold for a period of five years (except in limited circumstances provided for by law) in order for the plan to benefit from social security and tax exemptions. 

We were told by the Management that all the required legal formalities were properly completed. 

18.9 Staff delegates and works council

18.9.1 Elections

According to the Documents we were provided with, the Company appears to have complied with the staff delegates, work council and health and safety committee election requirements. 

We understand from Management that elections of staff representatives were to be organised as of 29 November 2007. 

18.9.2 Meetings

We have asked for but have not been provided with any documents relating to the meetings with the staff representatives.

18.9.3 Unions' representatives and social climate

Management informed us that the following unions have appointed delegates ("délégués syndicaux") within the Company: Force ouvrière (FO), Confédération française démocratique du travail (CFDT) and Confédération générale du travail (CGT). 

We understand from Management that 35 % of the Company employees took part in the strikes, which occurred in France on 18 October 2007 and 25 % on 14 November 2007. The length of these strikes did not exceed half a day; Management considers that this is a sign of good social climate within the Company.

18.10 Pending litigation

Management told us that there is one employment litigation pending before the French Supreme Court ("Cour de cassation"), involving the CGT union and relating to the payment of compensation in the hypothesis that a day-off "falls" on a bank holiday. 

We understand that the first instance tribunal ("Conseil de prud'hommes") decision was favourable to the Company but the Court of Appeal ("Cour d'appel") overturned the sentence. 

Considering the information we were provided with relating to these decisions, we understand that the Court of Appeal sentence was in line with case law precedents.

18.11 Service providers

We have been provided with a list of service sub-contracts the Company regularly enters into. We have only been provided with one agreement, entered into with Top Assistance Anjou for the provision of cleaning services. This agreement does not call for any specific comments and contains all mandatory provisions on the prohibition of illegal sub-contracting. We have asked for but have not been provided with the other agreements of the above-mentioned list.

19. Insurance

We have an incomplete picture of insurance coverage for the following reasons:

· The Data Room did not contain any insurance certificates and therefore we cannot confirm that the on-going insurance agreements are in force, all premiums have been paid in due course and insurers have not decided to terminate their respective insurance agreements. We have requested such insurance certificate from AXA tied agent in charge of the Company, but we have not received it so far.

· Our information is only based on a statement of premiums as at 1 January 2007 with respect to insurance policies written by AXA, and telephone conversations held on 22 and 23 November 2007 with a Management member (Ms. Drouin) in charge of insurance coverage. The copies of all insurance agreements were not available in the Data Room.

We understand that the Company has taken out several insurance policies which all provide cover for the period running from 1 January 2007 through 31 December 2007. These policies are the following:

· two public liabilities insurance policies which consist of a first layer and a second layer. The first layer public liabilities insurance policy provides an operation liability cover for bodily injuries, property damage and consequential losses with a limit of EUR 9,715,601 for any one loss. However, the after delivery cover is provided for bodily injuries, property damage and consequential losses with a limit of EUR 9,715,601 per year of insurance only (subject to a sub-limit of nearly EUR 3 million applicable to consequential losses). We were told that only the first layer policy covers consequential losses. The two public liabilities insurance policies cover the environment losses up to EUR 761,529 per year;

· a directors and officers liability insurance policy: this policy covers the negligence which could be committed by the members of the management and directors of the Company in the course of their duties with a limit of EUR 4 million for any one loss;

· an all risks insurance policy covering buildings, goods and other properties. Buildings are covered with a limit of EUR 40 million for any one loss, goods up to EUR 6 million for any one loss (for the record, the Management told us that as at 23 November 2007, the value of the current stock of goods is estimated to EUR 2,500,000). This policy provides for additional sub-limits. Excluded risks are in particular flooding, robbery during a fire and damage to vehicles, losses incurred by neighbours due to gas leakage (the risk would be covered by the liability insurance); and

· machinery breakdown insurance, motor fleet insurance, motor car insurance covering employees using their personal vehicle for professional purposes and transportation insurance covering goods carried for the Company.

We were told by the Management during the Q&A process that the Company has not incurred any serious losses that would have lead to the payment of any sum by AXA.

20. Intellectual Property

As a preliminary comment, we were only provided with limited information on intellectual property rights within the Data Room, namely copies of registration certificates and letters sent by the trademark agent to the Company and copy of a licence agreement. 

20.1 According to the information provided, the Company is the owner of the following French trademarks: 

· French trademark SOREGIES n° 04 3 267 141 registered on 8 January 2004 in classes 7, 9, 11, 37 and 39.

· French trademark MON HABITAT PAR SOREGIES n° 06 3 406 751 registered on 30 January 2006 in classes 35, 36, 37 and 42. 

· French trademark MON HABITAT PAR SOREGIES n° 06 3 409 722 registered on 13 February 2006 in classes 37 and 39.

· French semi-figurative trademark MON ENTREPRISE PAR SOREGIES n° 07 3 475 400 filed on 18 January 2007 in classes 35, 36, 37, 39 and 42. This trademark has not yet been registered. 

· French trademark MON ENTREPRISE PAR SOREGIES n° 07 3 475 401 filed on 18 January 2007 in classes 35, 36, 37, 39 and 42. This trademark has not yet been registered.

20.2 According to the information provided in the Data Room, ALTERNA is the owner of the following French trademarks: 
· French trademark ALTERNA n° 05 3 366 059 registered on 20 June 2005 in the name of ALTERNA SAS in classes 9, 35, 39 and 40. 

· French figurative trademark n° 05 3 366 061 registered on 20 June 2005 in the name of ALTERNA SAS in classes 9, 35, 39 and 40. 

20.3 According to SIEEDV, the Company and its subsidiaries do not own any other intellectual property rights (including trademarks but also patents, registered designs and copyrights) in France and in foreign countries. 

The summary search carried out on the French trademark office database however revealed the existence of other trademarks in the name of the Company and ALTERNA, which were not identified in the Data Room. 

20.4 We were also provided with a copy of a licence agreement of 27 October 2006 according to which the Company grants SOREGIES DEUX-SEVRES a non-exclusive and royalty free licence to use in the "département des Deux-Sèvres" the French trademark SOREGIES n° 04 3 267 141 in relation with its business, namely technical and commercial management of electricity and gas supply. This licence is granted at licensee's risk and perils, for a duration of one year as from the date of signature. It is tacitly renewed for similar periods, unless notice otherwise is given at least 3 months prior to the renewal date. 

20.5 We do not have any information on potential conflicts relating to Intellectual Property Rights, and in particular in respect of opposition, infringement, or unfair competition actions initiated by or against third parties and the Management confirmed that there are none.
PART 4 
SCOPE AND ADDRESSEES

To:

ENDESA FRANCE

To the attention of Ms Pauline Gaget

Société Nationale d'Electricité et de Thermique

2, rue Jacques Daguerre

92565 Rueil Malmaison Cedex

[18] January 2008

21. Scope of Review

This Report contains the results of our limited legal review in connection with the Proposed Acquisition by Endesa France from SIEEDV. This Report is intended to identify certain legal issues relating to the Proposed Acquisition and to assist you in understanding and evaluating them and your decision as to whether to proceed with the Proposed Acquisition and, if so, on what terms. The Report is not intended to act in any way as a recommendation to proceed (or not to proceed) with the Proposed Acquisition, which is a commercial decision for you to make. It is therefore not intended to be, and should not be construed as, an opinion as to matters of law except to the extent apparent from its content.

21.1 We have agreed with you that the review should be conducted by us in accordance with the guidelines set out in the Scope of Work to the extent such information is available in the Data Room.

21.2 You have asked us not to review any Documents that relate to strategic, business, information technology, accounting or tax matters.

21.3 You have instructed us to review the documents in the Data Room which are set out in the Index in Schedule A. You have instructed us not to review those Documents which have been highlighted in yellow in the Index.

21.4 In the context of the Data Room, you have asked us to concentrate exclusively on the following areas:

· corporate structure of Target including prior corporate history of group;

· review of shareholders agreement relating to ALTERNA, joint venture created by Target and Gaz et Electricité de Grenoble and other participations e.g SAEM VIALIS;

· Public law issues specific to the electricity and gas sectors; public law contracts with town councils or other public entities (communes);

· Review of compliance with French regulatory framework relating to the electricity and gas sectors;

· Legal constraints, namely Article L. 1521-1 of the Code général des collectivités territoriales, resulting in particular from Law nº 2002-1 of 2 January 2002 relating to the legal form of Target i.e. Société Anonyme d'Economie Mixte Locale which shall be relevant to the acquisition of Target;

· Financing arrangements;

· Material commercial, supply and maintenance arrangements; 

· Review of SOREGIES' real estate portfolio 

· Environmental issues

· Litigation; 

· Employment issues including French works council issues.

· Insurance arrangements; and

· Intellectual Property rights owned or used by SOREGIES

21.5 You have indicated that the Report should only identify any unusual and material liabilities or onerous obligations which are apparent from an inspection of the Documents/highlight those legal issues which we consider in our discretion to be material in the context of the Proposed Acquisition and, in particular, you have indicated that the Report should not take the form of a detailed description of each Document reviewed but it should rather take the form of a high level "red flag" review. Furthermore, the Report does not purport to be a comprehensive summary of all legal matters identified or documents reviewed in the course of our work.

21.6 This legal review has been undertaken on the following basis:

21.6.1 we have reviewed, and accordingly this Report is based on publicly available documents and our review of the documents in the Data Room;

21.6.2 the Documents may not comprise all the documents that ought to have been supplied to us for the purpose of our review and/or may not contain all the information which we would consider to be material to the Proposed Acquisition or which you would consider relevant to your decision as to whether you should proceed with the Proposed Acquisition; in particular, a number of documents have been requested but have not been supplied at the date of this Report;

21.6.3 this Report has been prepared on the basis of the Data Room. We are unable to verify the accuracy of the sources of information of the Data Room;

21.6.4 we cannot guarantee the accuracy of any figures in this Report;

21.6.5 we have not verified the completeness and/or accuracy of the documents;

21.6.6 we have only conducted a legal review of those Documents governed by French law. References made to Documents governed by foreign laws are made for information purposes only.

21.6.7 this Report is dated [(] 2008 and does not include an analysis of any information received by Clifford Chance Europe LLP after the Cut-off Date. No reliance should be placed on any draft of this Report. In preparing this Report, we will not take into account any matter coming to our attention after this date and do not accept any obligation to update this Report to take account of any facts, matters, events or circumstances coming to our attention after the Cut off Date;

21.6.8 to the extent that the Report contains information from agreements with third parties, subject to confidentiality undertakings, breach of such undertakings may entitle such third parties to terminate the relevant agreement and/or claim damages in respect of the breach;

21.6.9 we have assumed that information supplied to us by or on behalf of SIEEDV's advisers which has a bearing on any of the Documents is true, accurate and not misleading;

21.6.10 we have assumed that each of the Documents is in full force and effect and, save where expressly brought to our attention, has not been breached, terminated, superseded or amended (whether or not in writing) and that, save as expressly set out in this Report, no breach has been threatened and no step has been taken which would constitute a termination event under the terms of any of the Documents;

21.6.11 we have assumed that all documents in the form of copies conform to the originals and we have assumed the genuineness of all signatures;

21.6.12 we have assumed that each contracting party to a Document has the right, power and authority, and has taken all actions necessary to duly execute and deliver, and to exercise its rights and perform its obligations under, the relevant Document and that its obligations thereunder are legally enforceable;

21.6.13 We have carried out patent and trademark searches on the French Industrial Property Office (INPI) database. These searches are not entirely reliable since the database is updated on an irregular basis and could contain some mistakes and/or omissions. Furthermore our searches did not cover national foreign registration since we do not have access to the relevant databases,

21.6.14 we have assumed that the information contained in all searches made by us at the Companies Registry, and various other official agency websites, is complete, accurate and not misleading; and

21.6.15 we are not qualified to and have not made any assessment of the possible commercial or financial consequences of any particular Document or of its significance or acceptability to you.

21.7 We should draw your attention to Schedule A which also sets out those Documents, information and questions which have been requested and submitted but not supplied. As a consequence we have been unable to review such Documents, or assess the subject matter to which they appear to relate to the degree we consider appropriate for the Proposed Acquisition, and the Report is therefore qualified in that regard.

21.8 There is a risk that we will be prejudiced if, in connection with the Proposed Acquisition, a Beneficiary makes arrangements with other advisers to limit their liability. This is because such a limitation of liability might also operate to limit the amount that we could recover from the other adviser by way of contribution if we were required to pay to a Beneficiary more than our proper share of a liability for which the other adviser was jointly liable with us. Accordingly, this Report is addressed to each Beneficiary on the basis that our position will not be adversely affected by the limitation of that other adviser's potential liability. In other words, we will not be liable to a Beneficiary for any amount in excess of our proper share of a joint and several liability which we are not entitled to recover from any other advisers by reason of a Beneficiary's agreement to limit their liability.

21.9 This Report is strictly confidential and is for the sole benefit of the addressee (the "Addressee") as prospective buyer of the 10% stake in SOREGIES and it may not be relied upon by any other person, firm or company whatsoever.

21.10 In order to limit the personal liability and exposure to litigation of our Partners, employees and agents, this Report is addressed to each Beneficiary on the basis that each such Beneficiary will not bring any claim for damages against any of such persons personally.

21.11 In no event shall Clifford Chance Europe LLP be liable for any damages arising in any way from or in connection with any dishonest, deliberate or reckless misstatement, concealment or other conduct on the part of any other person.

21.12 Any obligations that Clifford Chance Europe LLP incurs in connection with this Report shall be governed by the laws of France and the courts of Paris shall have exclusive jurisdiction over any matter in relation to this Report.

21.13 The Beneficiaries shall collectively not be entitled to recover more than once in respect of any one matter giving rise to a claim for damages.

21.14 If we pay to any Beneficiary an amount in respect of a claim for damages and the relevant Beneficiary subsequently recovers or is or becomes entitled to recover from another person an amount which is referable to the matter giving rise to such claim, the relevant Beneficiary shall immediately notify us and, if within its power to do so, shall (at our cost) procure that SOREGIES shall take such action as we may reasonably require to enforce the recovery against the person in question, and:

21.14.1 if the amount paid by us in respect of such claim is more than the sum recovered, the relevant Beneficiary shall immediately pay to us the sum recovered;

21.14.2 if the amount paid by us in respect of such claim is less than or equal to the sum recovered, the relevant Beneficiary shall immediately pay to us an amount equal to the amount paid by us; and

21.14.3 if we have not already paid an amount in satisfaction of such claim, the amount of such claim for which we would have been liable shall be reduced by and to the extent of the sum recovered.

21.15 For the purposes of paragraph 1.14, "sum recovered" means an amount equal to the total of the amount recovered from the other person plus any interest in respect of the amount recovered from such person less any tax computed by reference to the amount recovered from such person payable by the relevant Beneficiary and less all reasonable costs incurred by the relevant Beneficiary in recovering the amount from such person.

21.16 Nothing in this Scope shall have the effect of limiting or restricting any liability of Clifford Chance Europe LLP arising as a result of any fraud.

21.17 This Report cannot be communicated to any other person, in any form whatsoever, without our prior written consent. Except with the prior written consent of Clifford Chance Europe LLP, this report is not to be referred to or quoted in whole or in part, in any prospectus, registration statement, offering circular, public filing, loan or other agreement or Document.

22. Report

This Report consists of a high-level "red flag" review which highlights the issues identified by the legal review which we consider of particular interest to ENDESA. This Report does not, however, purport to be exhaustive. This Report also contains Schedules for information and ease of reference purposes only.

Please acknowledge your receipt and acceptance of this letter by signing the enclosed copies and returning them to us.

Yours sincerely,

Clifford Chance Europe LLP

By: Catherine Astor-Veyres, Partner

Acknowledged and agreed,

_________________________

ENDESA FRANCE

By :

� Please refer to the tax review undertaken by CMS Bureau Francis Lefebvre.


� Article L. 1522-5 of the CGCT


� Article L. 1524-5 of the CGCT.


� Such corporate objects also need to be complementary to one another (Article L. 1521-1 of the CGCT).


� Article L. 1524-1 and article L. 1524-5 of the CGCT.


� Article L. 1524-1 of the CGCT.


� Article L. 1524-2 of the CGCT.


� Which would be the case for a share capital increase by way of increasing the par value of the shares, or an increase of shareholders' duties and liabilities.


� We understand that SERGIES' main shareholder is SIEEDV.


� In addition, pursuant to the articles of association of the Company, a local authority which agreed to guaranty the loans of the Company is allowed, in case it is not already a shareholder, to appoint one representative at the supervisory board.


� Please note however that some management board decisions, such as any acquisition or divestment or the granting of securities, are here subject to the supervisory board prior approval.


� 	Except in case such new potential shareholder is member of the same group of companies than the selling shareholder.


� 	We understand that seven individuals hold the remaining seven shares.


� 	Please note however that some management board decisions, such as any acquisition or divestment or the granting of securities, are here subject to the supervisory board prior approval.


� Article 2 of the Law relating to the Energy Sector.


� Within the meaning of article 22 of the Law. No. 2000-108.


� As amended by article 15 of the Law relating to the Energy Sector.


� The French Ministry has the possibility to prohibit the claimant from exercising this activity if the claimant does not present sufficient technical, financial or commercial capacities (article 2 of the Decree No. 2004-388, dated 30 April 2004).


� This is confirmed by the Conseil d'Etat (advisory opinion n° 141654, dated 8 June 2000).


� Conseil d'Etat, Commune de Païta, n°205143.


� Please note that SyDEV is an établissement public de coopération intercommunal which is a legal person established by local authorities for cooperation purposes.


� Articles L. 1411-1 to L. 1411-18 of the CGCT.


� Please note that such split is not required for the gas supply.


� The Decree no. 2007-451 of 25 March 2007 modifying decree no. 2005-1309 dated 20 October 2005 specifies that the contact details of the service competent to receive this requests should be provided to the data subjects. The Management confirmed during the Q&A process that no data have been transferred to third parties for promotional purposes.


� The data controller is required to inform its clients of the transfer of personal data outside the European Economic Area. If such a transfer occurred, and if the Company failed to inform its clients, it may be fined up to EUR 375.000. We have asked for confirmation in this respect and the Management confirmed that no data are transferred outside the European Economic Area.


� Articles R. 625-10 and L. 131-13 of the French Penal code. Moreover, the CNIL can impose financial sanctions upon the data controller, calculated on the basis of the seriousness of the non-compliance and the advantages obtained by the data controller as a result thereof (limited to EUR 150,000). In the event of a repeated breach by the data controller, the fine can amount to up to 5% of the turnover of the company, excluding tax, for the last financial year (limited to EUR 300,000).


� Article L. 226-16 of the French Penal code. Moreover, additional sanctions are applicable to legal entities, such as the prohibition from having any professional or social activities either definitively or for a period of up to 5 years and the CNIL can impose the same sanction as above.


� 	As a result, such clause could be considered as null and void.


� As a consequence, all hours worked above this limit should have been considered as overtime, paid to the employees and declared as such to the French Social Security authorities.


� Key Managing Executives ("Cadres dirigeants") are those who fulfil the following three conditions:  (i) they have high responsibilities implying a large independence in the organisation of their working time; (ii) they have powers to make decisions in an autonomous way; (iii) they benefit from a remuneration which is in the upper level of the company.  The legal provisions on working time (including maximum daily and weekly working time), night work, daily and weekly rest do not apply to them and the employer is not under the obligation to control their working time.  


� Executives or Integrated Executives ("Cadres integers") are those who are subject to the company’s collective working time applicable within their workshop, department or working team within which they are integrated.  They are subject to all the provisions on working time, like any other non-executive employee.  
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