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The stunning photograph
used on the cover of this year’s
Annual Report was taken at
SSE’s Drumderg wind farm in
Perthshire by award-winning
photographer Toby Smith.

Last year SSE commissioned Toby
to take a series of photographs
of its renewable energy projects
across Scotland. The photographs
form a collection known as

‘The Renewables Project’, and
are now in use on SSE’s website,
www.sse.com, and on display in
its office buildings. The Renewables
Project has also since featured in
a range of publications including
a special feature in National
Geographic magazine.

The Directors’ Report is set out on pages & to 76.

Contents

Overview

01 Intreduction
02 The energy sector in Great Britain
05 The energy sector in Ireland
0é SSE - a balanced range of
energy businesses
08 Chairman and Chief Executive
Questions and answers

Strategy
10 Why invest in SSE?

Group performance

14 Key performance indicators
17 Financial overview

Segmental performance

23 Economically-regulated businesses
23 Energy networks

29 Market-based businesses

29 Generation and Supply

4] Dther energy and utility services

Corporate governance

47 Chairman’s intreduction to
SSE corporate governance

48 Board of Directers

50 The 55E team

52 How the Baard werks

56 Risk management

50 Audit Committee

62 Risk and Trading Committee

63 Nomination Committee

13 Safety, Health and Enviranment
Advisory Committee

&5 Remuneration Report
65 Intreduction

56 At a glance

&7 Remuneration explained

72 © Remuneration in detail
75 Other statutory information

*Unless otherwise stated, this Annual Report describes adjusted operating prolit before exceptional
items, remeasurements arising from 1AS 39 and after the removal of taxation and interest an profits
fram jointly-controlled entities and associates. In addition, it describes adjusted profit betare Lax before
exceptional items, remeasurements arising from 1AS 39 and alter the removal cf taxation on profits
trom jointly-controlled entities and associates, it alse describes adjusted earnings and earnings
ger share before exceptional items, remeasurements arising rom 1AS 37 and deferred tax,

Financial statements

78
7%
80

19
120
120
120
2
21
121
124
125
126
124
1246
127
130
135
149
150
1%

Independent auditors’ report

Consolidated income statement

Statement of comprehensive income

Balance sheets

Statement of changes in equity

Cash flow statements

Notes on the financial statements

1. Significant accounting policies

2. Reclassification of comparative
amounts

3. Segmental information

4, Other operating income and expense

5. Exceptionatitems and certain
remeasurements

6. Directors and employees

7. Finance income and costs

8. Taxation

9. Dividends

10. Earnings per share

11. Intangible assets

12. Property, plant and equipment

13. Biological assets

14, Investments

15. Subsidiary undertakings

16. Acquisitions, disposals and
held for sale assets

17, Inventories

18. Trade and other receivables

19, Cash and cash equivalents

20. Trade and other payables

21. Current tax liabilities

22. Construciion contracts

23. Loans and other borrowings

24, Deferred taxation

25. Provisions

26, Share capital

27. Reserves

28. Hybrid capitat

29. Retirement benefit obligations

30. Employee share-based payments

31. Financial instruments and risk

32. Related party transactions

33. Cammitments and contingencies

34, Post balance sheet events

Sharehotder information

152

Shareholder information




0 '] Scottish and Southern Energy
Annual Report 2611
1 0
Introduction Brerview

Dividend per share - pence

Operating profit by business
2010/11 - %

Energy customers - millions

Capital expenditure 2010/11 - %

QOur work

SSE is involved in the generation,
transmission, distribution and supply

of electricity, the production, storage,
distribution and supply of gas and in the
provision of other energy-related services.

Qur values

In carrying out its work, SSE is guided

by its core values, the 'SSE SET of Safety,
Service, Efficiency, Sustainability, Excellence
and Teamwork.
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“SSE’s core purpose is to provide the

energy people need in a reliable
and sustainable way. In fulfilling
this purpose, SSE requires the support
of shareholders, to whom this report
is addressed.

It summarises SSE’s performance
in 2010/11 and its plans for 2011/12
and beyond. Plans for the future are of

~ central importance. Providing energy

is a long-term activity, and SSE is a
company that plans for the long term.

SSE is a straightforward company with
straightforward priorities. It provides
vital services to customers, invests

in essential energy assets and pays
dividends to shareholders every year.

In this report, SSE accounts for its
performance against those priorities
and it is on this that it should be judged.”

Lord Smith of Kelvin
Chairman
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The energy sector in Great Britain

Gas and electricity

SSE in electricity

SSE is involved in the generation,
transmission, distribution and
supply of electricity.

ELECTRICITY GENERATION

USING TURBINES TO CONVERT ENERGY
FROM GAS, OIL, COAL, WATER AND WIND
TO GENERATE ELECTRICITY

ELECTRICITY TRANSMISSION

USING HIGHER VOLTAGE LINES ANO CABLES
TO TRANSMIT ELECTRICITY FROM GENERATING
PLANT TO THE DISTRIBUTION NETWORK

O

ELECTRICITY DISTRIBUTION

USING LOWER VOLTAGE LINES AND CABLES
TO DISTRIBUTE ELECTRICITY TO HOMES,
WORKPLACES AND OTHER PREMISES

ELECTRICITY SUPPLY
RETAILING ELECTRICITY TO HOUSEHOLD,
SMALL BUSINESS AND INDUSTRIAL AND

COMMERCIAL CUSTOMERS

The majority of SSE’s operations are

in England, Scotland and Wales, where
most parts of the energy sector have
been privatised for at least two decades.

Reflecting its island status, Great Britain's
energy lie electricity and gas) sector is
largely free-standing with the exception

of same electricity interconnection with
Ireland and maintand Evrope and some
gas pipelines from mainland Europe and
to Iretand [see the map on page 4).

Around 34 mitlion homes, offices and
businesses are connected to the electricity
network in Great Britain and around 22
million to the gas network. Total electricity
consumption in Great Britain in 2010 [the
latest for which information is available]
was 325TWh and total gas consumption
was 606TWh.

The stated goal of the UK governmant’s
energy policy is to achieve secure, affordable
and low-carbon energy in the years and
decades ahead,

The sector is split between activities which are
economically-regulated lenergy transmission
and distribution networks] and activities which
are market-based [energy production and
retailing]. Companies which operate in both
parts of the sector must adhere to rules to
maintain legal separation and confidentiality,
under the Utilities Act 2000.

Economic regulation of networks

As the Great Britain energy regulator, Ofgem,
puts it, energy lransportation {transmission
and distribution) networks are ‘natural
monopolies - there is no realistic means

of introducing competition’. There are four
types of energy network:

- electricity transmission {three netwarks
in GB) - high voltage electricity wires
and cables;

=+ electricity distribution [14 networks in GB)
- lower voltage wires and cables delivering
electricity to custemers’ premises;

< gas transmission {one network in GB| -
high pressure gas pipelines; and

- gas distribution (eight networks in GB| -
lewer pressure pipes delivering gas to
custorners’ premises.

Distribution netwarks are owned and cperated
by the same company. Transmission networks

have a single, GB-wide system operator -
Naticnal Grid operates the GB electricity
and gas systems.

The companies operating these networks
are the subject of economic reguiation
through a Price Control set by Ofgem
which sets for pariods of five (in the
future, eight) years the index-linked
revenue they can earn, through charges
levied on network users, to cover their
costs and earn a return on their regulated
assets. Ofgem also places incentives on
companies to be more efficient and
innovative and to deliver an enhanced
quality of service.

It also sets the framework for the capital
investrment they are able to make in
maintaining and upgrading the networks.
The networks each have a Requlatery Asset
Value tRAVI, which represents:

=+ the price paid for them when they were
privatised: plus

+ allowed capital expenditure: less

= annual depreciation.

The RAY is indexed to the Retail Price Index.

Companies cannot charge network users
more than is allowed under the Price
Control. If, in any year, regulated energy
networks companies’ revenue is greater
[over recovery] or lower [under recoveryl
than is allowed under the relevant Price
Contrel, the difference is carried forward
and the subsequent prices the campanies
may charge are varied.

45%
of gas

used in 2009/10 in the UK was
imported. This is expected to
increase to around 70% in 2020.
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Overall, Ofgem seeks to strike the right
balance between attracting investment in
electricity and gas networks, encouraging
companies to operate them as efficiently as
possibie and ensuring that prices ultimately
borne by customers are no higher than
they need to be.

The current Price Controls are due to
run until:

= 31 March 2013 [electricity transmission,
gas transmission and distribution]; and
+ 31 March 2015 [electricity distribution].

Far subsequent Price Centrols, Ofgem is
using its new RIIO {Revenue = Incentives
+ Innovation + Outputs) model, which is
desigred to secure grealer stakeholder
engagement in, and deliver an sutputs-led
approach to, energy network regulation.

Electricity and gas markets

In line with its island status, around %% of
the electricity consumed by UK customers
is generated in the UK. At 31 March 2011,
there were 24 electricity generators with
more than 100MW of capacity operating

in Great Britain. In total there was around
85GW of installed capacity.

In the year 2009/10, around 45% of the

gas used in the UK by customers and

by electricity generators was imported,

via pipelines from European gas fields,

the England-Belgium pipeline or liquefied
natural gas terminals. This is set to increase
significantly in the years ahead, as production
of gas frem the North Sea declines,

The production of electricity and gas for
custorners in Great Britain is a market-based
activity with whelesale markets in which:

< progucers [generators), retailers [or
suppliers), targe users, National Grid
Electricity Transmission Ltd and other
energy traders buy and sell etectricity
like any other commaodity. It can be
purchased through bitateral contracls
of various lengths and through trading
in the market; and

3 producers, shippers, retaiters for
suppliers], electricity generators, large
gas users, National Grid Gas plc and
other energy traders buy and sell gas
ke any other commodity. As with
electricity. gas [natural or liquefied
natural] can be purchased through
bilateral contracts of various lengths
and through trading in the market.

It is part of Ofgem’s responsibility 1o licence
electricity generation and to make sure that
electricity and gas markets are competitive,

The markets are designed to maintain

a downward pressure on the cost of
electricity and gas, for the benefit of
custemers, and to encourage greater
diversity in the supply of fuels in order

to enhance energy security, There are also
related markets for coal, oil and carbon
dioxide emnissions allowances reguired
for electricity generation.

Gas storage

Unlike electricity, gas can be stored in
large-scale facilities such as under ground
caverns. Customers of these facilities can
have gas injected or withdrawn, according to
their needs, which means they can manage
their gas portfotio more effectively and the
couniry benefits from greater gas security.

Electricity and gas retailing

in the retail eleciricity and gas markets,
customers are free to choose their retailer
(or supplier). Itis the responsibility of the
retailer to procure the electricity and gas
custormers need, arrange for it to be
distributed to them through the relevant
networks, provide the assoctated services
such as metering and bitling and promote
the efficient use of energy.

At 31 March 2011, there were six electricity
and gas suppliers in Great Britatn with a
market share each of more than 5%. Across
Europe, only the markets in Slovenia and
Denmark have a larger number of suppliers
with a market share of more than 5%.

Dfgern is responsible for licensing the
supply of electricity and gas and also
scrutinises retail prices for etectricity and
gas and the overall effectiveness of the
retail energy market. The outcome of its
most recent review was announced in
March 2011 and concluded that “further
action is needed to make energy retail
markets in Great Britain work in the
interests of consumers’. It outlined
initial proposals for consultation.

Other energy and utility services

Companies, including energy retailers,
provide other energy-related services, such
as the design, instatlation and maintenance
of electrical and gas systems and facilities,
Qfgem is nat involved in regulating or
scrutinising the provision of such services,
although providers are subject {0 other
laws and regulations, especially in respect
of safety. ®

[Qverview
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SSE in gas

SSE isinvolved in the production,
storage, distribution and
supply of gas.

GAS PRODUCTION

USING PLATFORMS TO EXTRACT NATURAL GAS,
FROM FIELDS SUCH AS THOSE IN THE
NORTH SEA, FOR USE ONSHORE

GAS STORAGE

USING CAVERNS TO STORE UNDER GROUND
LARGE VOLUMES CF NATURAL GAS FOR
USE AT A FUTURE DATE

03]

GAS DISTRIBUTION

USING PIPES TO DISTRIBUTE GAS FROM
THE TRANSMISSION NETWGRK TO HOMES.,
WORKPLACES AND OTHER PREMISES

GAS SUPPLY
RETAILING GAS TO HQUSEHCLO.
SMALL BUSINESS AND INDUSTRIAL
AND COMMERCIAL CUSTOMERS
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The energy sector in Great Britain (continued)
Gas and electricity
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The energy sector in Ireland

Gas and electricity

Since 2008, SSE has had significant
operations in Ireland, including electricity
generation and energy supply. Large
parts of the sector remain state-owned.

The energy market in Ireland is split over
two political and regulatory jurisdictions -
the Republic of Ireland (RO} and Northern
Iretand (NI). At the same time it has a
common electricity wholesale market.

As in GB, Ireland has limited interconnection
consisting of:

=+ the 300MW Moyle interconnector;

- the Scotland-Northern Ireland gas
pipeline; and

+ the Scotland-Republic of Ireland
gas pipeline.

An additional 500MW interconnector is
under construction between Dublin and
Wales, which is scheduled to come on
stream in 2012,

Ireland is hugely dependent on fossil fuel,
over 90% of which is imported. Ireland has
very limited gas sterage. However, a new
gas production field is being developed off
the West Coast.

Both governments have set a target of 40%

renewable electricity to be delivered by 2020.

Currently there is around 14% renewables
installed, mainly hydra and wind. With
largely untapped cffshore rescurces
Ireland has a significant opportunity

to be an exporter of renewable energy.

Economic regulation of networks

The Commission for Energy Regulation (CER]
and the Northern Ireland Utility Regulator
[NIAUR} regulate the electricity and naturat
gas markets in lreland and NI respectively.

The state owned [RQ!] Electricity Supply
Board |ESB] owns and operates the
distribution network and the transmission
network in ROl and NI, Similar to GB, these
assets are reguiated threugh Price Contrels
set by CER and NIAUR for five-year periods.
The current price controls in ROEwill run
until 2015 for electricity and 2012 for gas.

The electricity Transmission System
Operators [TS0) in ROI and NI are EirGrid
plc and SONI Lid. respectively. SONlis a
wholly-owned subsidiary of EirGrid ple,

In RQI, state-owned Bard Gais owns the

gas transrnission and distribution networks
and maintains and develops the network
Gaslink, a ring-fenced business within Bord
Gais, and operates the transmissicn system.
Regulated by the CER the current price
control runs untit 2012,

In NI the gas market is in the early stage of
development. Two companies Firmus Energy,
a subsidiary of Bord Gais, and Phoenix
Natural Gas own and operate separate
distribution networks, requlated by NIAUR.

There is likely to be considerable change
in ROl with the new government indicating
its intent to restructure the transmission
network assets under a single, state owned,
holding campany.

Electricity and gas markets

Across ROl and NI there is a common
wholesate electricity market; the Single
Electricity Market (SEM]. This market
operates with dual currencies [euro and
sterling) and dual support mechanisms
for renewable energy [ROCS and REFIT).
In 2009 the SEM controlled over 6,000MW
of fully dispatchable generatian and
supplied over 30TWh, costing just under
€£2bn. The retail market continues to
operate as two separate markets with

2.1 million customers in the Republic of
Ireland and 0.8 million in Northern Ireland.

The istand consumes approximately 73TWh
of gas annually of which around two thirds
is used in power generation. The majority of
gas consumed is imported. The governments

Ireland and Northern Ireland
fuel mix (combined) 2009 - %
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and Regulatery Authorities are currently
developing an all-island gas market. Gas
prices in Ireland tend to be set by the UK
wholesale price.

Electricity and gas retailing

At 31 March 2011 there were four main
electricity and gas suppliers operating
in ROl ang NI

Despite competitive business markets in
ROl and NI for a number of years, domestic
switching in electricity and gas has been a
recent phenomenon. SSE's retail brand in
Ireland, Airtricity, has been a significant
contributer to the development of domestic
cornpetition across the Island. ROl now has
the highest switching rate across Europe
at 21% in 2010 [Q4) with over 450,000
customers joining Airtricity in 18 months,

This has allowed the regulator to deregulate
the incumbent electricity supplier from April
2011, with gas likely to follow thereafter.

Inn line with these changes the Requlatory
Autharities will transition from taritf
regultation to market monitoring.

Over
85% of
electricity

generated in Ireland comes
from fossil fuels, of which
over 90% is imported.

There is likely to be considerable change in
the electricity and gas generation and retail
sector as the new RO! government policy is
likely to indicate the disposal of semi-state
assets including those in the energy seclor.

Other energy and utility services

Both governments are placing increasing
emphasis on energy efficiency and fuel
poverty. These will be key issues for the
sector over the coming year. &
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SSE - a balanced range of energy businesses

I ECONOMICALLY- I I MARKET-BASED

REGULATED

I ENERGY I I GENERATION I
NETWORKS AND SUPPLY

Electricity Distribution Gas Distribution Generation Supply
and Transmission

£3.21bn £2.15bn 11.29GW 10 million

Regulated Regulated asset Generating capacity Customer accounts
asset value value (SSE share)
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SSE’s strategy is to deliver sustained real growth
in the dividend payable to shareholders through
the efficient operation of, and investment in,

a balanced range of economically-regulated

and market-based energy-related businesses.

This balance, and the broad range of activities that
flow from it, means SSE has a strong and diverse
group of energy assets and businesses from which to
secure the revenue to support future dividend growth.

OTHER ENERGY AND
UTILITY SERVICES

Gas Production Gas Storage Contracting, Utility Telecoms
Solutions and Metering

12 440mcm £98m 11,200km

Fields in production Storage capacity SSE contracting Network
order book
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Chairman and Chief Executive

Questions and answers

In SSE, the Chairman, Lord Smith of
Kelvin, is responsible for the operation
of the Board, ensuring it works effectively.

The Chief Executive, Ian Marchant, is
responsible for the management of the
business, implementing the strategy
and policies agreed by the Board.

Here they answer questions about SSE’s
performance and plans for the future.

It looks like 2010/11 was another
challenging year for S§SE. Was it?

Robert -+ Yes, it was a challenging year -
but tet's keep things in perspective. 55E's
adjusted profit before tax* has continued

to grow and passed the £1.3bn mark for the
first time. It's now 50% higher than it was
five years ago. A key financial question for
the Board is whether the dividend target can
be met while keeping dividend cover around
the established range. Once again, it was.

lan » We had to handte things including
higher than foracast wholesale gas prices
and lower than expected output of renewable
energy, and they helped push down slightly
operating prefit in Generation and Supply. At
the sarne time, our regulated energy networks
businesses did well, That's why we have a
balanced business model. It makes us more
resilient, meaning we can deliver reasonable
financial results and annual dividend growth
even when the going is 2 bit tougher.

Can SSE continue to grow
the dividend and finance

the investment in energy
infrastructure that will be
needed over the next decade?

lan = Yes. We have plans to invest between

£1.5bn and £1.7bn a year in the period up

to 2015. These plans are consistent with our

financial principles and are designed to avoid
any need 10 issue new equity. Forecasts

Lord Smith of Kelvin Chairman {left)
Ian Marchant Chief Executive {right)

for investment by the energy sector over the
next decade point to some very big numbers
indeed - but investment eppertunities
shouldn’t be confused with investment
obligations, While there are plenty of
opportunities, it's up to us which ones we
pursue. Discipline will ke our watchword.

Robert & You have to get this the right way
round; it's not about sacrificing dividends
to help finance investments - we expect
returns from investrments to help finance
dividends. We always remember that
dividends are not some kind of abstract
concept. Sharehalders rely on them for their
own financiat well-being, and we should
never forget that.

A year ago, you said you were
‘confident’ about $SE’s ability

to manage large capital projects.
Has your confidence been borne
out by events over the past year?

Robert = | believe it has. It would be wrong te
suggest it has been plain sailing all of the way,
but good progress is being made - both in
terms of projects currently under construction
and in terms of building up the resources ang
skills needed to manage the projects that will
come into construction in the next few years.

lan - Qur capital and investment spend
has almost trebled in just five years and
we have had to move quickly to make sure
we have everything needed to support it.

We're now seeing results, with significant
new assets being commissioned over the
next couple of years. One of the key criteria
for individual investrment decisicns, and for
the shape of the investment programme
overall, will atways be whether we can
manage individual projects effectively.

Does that help explain the
number of projects you seem to
have shelved or scaled back over
the past year and why you turned
your back on some acquisition
opportunities?

lan = Yes it does. As for acquisitions, if your
business plan depends on thern, you've got a
problem because eventually you'll be forced
to pay too much far something. Acquisitions
should anly ever be optional extras and
that's what they are in $SE.

Robert -» What the past year has again shown
is the self-disciptine in SSE. The Board doesn
believe in doing things for so-called ‘strategic’
reasons, so even if potential investments or
acquisitions appear to have some business
logic, we won't pursue them if the financial
returns are not there. It's as simple as that.

Do you worry that the energy
sector is becoming more

difficult to operate in, with more
intervention from regulators and
politicians, like Ofgem’s energy
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retail market review and the
UK government’s Electricity
Market Reform?

Robert < | understand completely why
regulators and politicians tzke a close
interest in energy. It's essential to the

well-being of individual people and the

successful functioning of saciety as a whole.

If requlators and peliticians make decisions
for the right reasons, and after they've given
a fair and reascnable opportunity for people
to express their views, you have to respect
them and the job they do.

lan -+ 1 agree. Political and regulatory
interventions are a fact of energy lile. There
was some pretty lurid tanguage used when
Ofgem published its retail market review
proposals in March, but you have to lcok
beyond that. What matters is that the review
results in reforms which genuinely help
customers and the cornpetitive market in
general. As for Electricity Market Reform,
it's hugely complex, but I'm optimistic we'll
end up with a package of reforms that will
encourage investment in the types of
generation we'll need in the future.

How did you feel when SSE
was called ‘shameless’ or
‘cold-hearted’ for putting up
household energy prices?

lan - Of course | didn't like it, but | accept
that criticism goes with the territory,

It's actually in the interests of both customers
and suppliers that prices should be more
stable than they have been in the past few
years. The reality is, however, that energy is
now a global commadity for which there is
rising global demand. It's affected by issues
like political uncertainty in the Middle East
or March's dreadful events in Japan. We do
everything we can to moderate the impact
of volatile global energy markets on our
customers, and we'll continue to do that,
but there is ¢nly so much vpward pressure
on energy prices that a supply business can
withstand. The pasitive news is that all the
energy efficiency investrnent that's been
made over the past few years is starting to
bring down people’s energy consumption.
This means they're paying less for their
energy than they otherwise would.

Robert = It's easy to attach negative labels
to big companies, but one of the things that
impresses me about SSE is the day-to-day
wark of the customer service teams who are
dedicated to helping vulnerable customers
and other people whose circumstances
mean they might be struggling to pay for
their electricity and gas. The people in

those teams are first class - professional,
committed and caring.

S$SE’s financial objective, strategy
and business model are very
familiar to people who have been
following the Company over the
years. Do you ever worry that SSE
could become too set in its ways
and unable to cope with the pace
of change in the energy sector?

Robert 3 The SSE fundamentals have
remained the same, particularly the
commitment to real dividend growth,

and I'm glad they have. That doesn’t mean
it"s operating in same kind of time warp.
The Company is actually very innovative
and forward-locking and, on key issues like
decarbonisation and reducing dependency
on fossil fuels, really ‘gets it It's the SSE
way, however, just to get on with delivering
things and not make a song and dance
about them.

lan - Sticking to the fundamentals is
important, That said, performance has

to be improved constantly if a business

is 1o survive in the long term. That's why
inngvation has become a big thing in SSE.
It's part of our Excellence value and it's
innovation with a purpose - to deliver
business improvements for the long term.
We knew that ‘long term’ means a very
different energy sector from the one we
operate in now, and we're building towards
it all the time.

[Bverview

]
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How significant are the

changes in Executive Directors’
responsibilities and the formation
of a new Management Board?

Robert - Colin Hood is retiring later this
year after an outstanding career in the
energy sector, culminating in nine years’
excellent service as SSE's Chief Operating
Qfficer. Main Board-level responsibilities will
be divided between lan, Gregor Alexander
and Alistair Phillips-Davies. They are
supported by the new Management Board
and by other senior executives throughout
the business. SSE has a very able and
experienced management team and there
is terrific strength in depth, that extends
through the whole team of employees,
who do an excellent job.

lan = | agree with Robert about the strength
of the team. The people in it are constantly
being chaltenged and developed ta make
sure SSE will continue to be successful as
the sectar changes over the next few years.

Is SSE sticking with its approach
of not publishing a separate
Corporate Responsibility Report?

lan = Yes. A year ago we took the view that
the content of the Annual Report should
enable people to judge whether S5E is a
responsible company, and we still believe
that. A husiness should be designed so
that everyone is expected to do their job

in a responsitle way. To put it another
way, it's not about managing cerporate
responsibility, but about managing your
corparation respensibly. That's our goalin
SSE, and we maintain a set of core values -
like Safety and Service - against which the
management team, me included, is judged
every year.

Robert < First on the list of those values
is safety. It's the first item on the agenda fer
Board meetings, and the most impartant one.

What are SSE’s top priorities
in 2011/12?

lan =¥ | can refer to the answer | gave to a
similar quastion in the Annual Report last
year, because it's the same: safe working;
excellent customer service; well-run power
stations and energy netwarks,; geod
progress on major capital investment
projects; and cost efficiency.

Robert - Continuity and consistency are
really important, As a long-term business,
SSE should have long-term priorities that
transcend any one year, and that's exactly
what we have. »
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Why invest in SSE?

Dividend

SSE has delivered above-inflation dividend
increases every year since it was formed in
1998 - ane of only six FTSE 100 companies
to have done so,

Diversity

SSE is the only company listed on the
London Stock Exchange with a balanced
mix of economically-regulated and market-
based energy businesses.

Discipline

SSE’'s commitment ta above-inflation dividend
growth is supported by the application of

a series of financial principles, including

a strong balance sheet.

Delivery

SSE is focused on delivery of annual
dividend growth, sector-teading service to
custorners and value-adding investments
in new energy assets.

Key 2011
development RENEwABLE HEAT
INCENTIVE

First part of a phased
roflout designed ta increase
rapidly renewable sources
of heat in GB.

Main impact

SSE’s principal financial objective
is to deliver annual above-inflation
increases in the dividend. To do
this, it operates and invests in a
range of energy-related businesses,
setting great store by diversity. -

In doing this, it exercises discipline
through adherence to a series

of well-established financial
principles and prioritises delivery
in everything from cost control

to constructing new assets.

SSE has a balanced business,
preparing for a decade of
change in energy

Set out below are some of the developments
that will aftect the energy sector over the
next decade and beyond and when they are
set to take effect. SSE is actively preparing
for the changes that these developments
will bring.

The EU Energy Commissioner,

Gunther Dettinger, has said that Europe’s
energy sector is ‘on the threshold of an
unprecedented period of change’.

2012
GREEN DEAL

2013

PHASE J OF EU EMISSIONS
TRADING SCHEME

o0 ® OO

In Phase 3 of EUJ ETS, all
carban dicxide emissions
allowances for electricity

Forecast implementation

of new energy etficiency
framework for GB, with

the ‘Green Qeal finance
mechanism and new Energy
Company Obligation (ECO,

Carben price suppart
intreduced in UK.

generalors wiil be auctioned.

SSE has interests in electricity generation,
transmission, distributicn and supply and
in gas production, storage, distribution
and supply, and so this pericd of change
will affect every part of its business.

With its balanced business moedel and
commitment to core values such as efficiency,
sustainability and excellence, SSE believes

it is well-placed to make the most of the
opportunities that change will bring.

NEW GAS CISTRIBUTION
PRICE CONTROL {RHO-G1}

NEW ELECTRICITY
TRANSMISSION PRICE
CONTROL ERLID-T1]

RIID-G1 will set for an
eight-year period the
allowed revenues gas
distribution companies
in GB can collect.

RIO-T1 wilt set for an
eight-year pericd the
allowed revenues electricity
transmission companies

in GB can collect.
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1. Strategy designed for dividend growth

SSE's core purpose is to provide the energy
people need in a reliable and sustainable
way. In fulfitling this purpose, SSE requires
the support of the shareholders who have
invested in its shares, and it believes their
investment should be remunerated through
the payment of dividends, for four key reasons:

= receiving and reinvesting dividends is the
biggest source of an investor's return
over the long term;

+ dividends provide income for those
investors who do not wish to reinvest
them:

- dividend targets provide a transparent
means with which Lo hold management
to account; and

2 along-term commitment to dividend
growth dernands a disciplined, consistent
and long-term approach to operations,
investments and acquisitions.

As a result of this, SSE's strategy is to
deliver sustained real growth in the dividend
payable to shareholders through the efficient
operation of, and investment in, a balanced
range of economically-requlated and market-
based businesses in energy production,
storage, distribution, supply and retated
services, mainly in the UK and Ireland.

The delivery of annval above-inflation
increases in the dividend paid to shareholders
is a clear, measurable and practical goal
which sets the long-term financial context for
S5E's operational and investment decisions.

2014 2015
NEW ELECTRICITY MARKET NEW ELECTRICITY
ARRANGEMENTS DISTRIBUTION PRICE

CONTROL

Foltowing UK government
consullations an Electricity
Market Referm, new
arvangerrients are forecast
to be implemented,

The new grice control will set
for an eight-year peried the
allowed revenues electricily
distribution companies in
G8 can collect.

Financial discipline underpinning
dividend growth

The requirement on S5E to maintain

a disciplined, consistent and long-term
appreach to management is underpinned
by a series of financial principles:

+ maintenance of a stroeng balance sheet,
evidenced by commitment to the criteria
for a single A credit rating;

< rigorous analysis to ensure investments
are well-founded and achieve returns
greater than the cost of capital;

-+ deployment of a selactive and disciplined
approach o acquisitions, which should
enhance earnings per share over the
medium and long term; and

= use of the economics of purchasing the
Company's own shares in the market as
the benchmark against which financial
decisions are taken.

The application of these principles supports
the fulfilment of SSE's first financial
responsibility to shareholders: the delivery
of sustained real dividend growth.

Delivering dividend growth ~
a twelfth successive increase

For 2010/11. the Board is recommending

a final dividend of 52.6p per share, making
a full-year dividend of 75p, an increase of
7.1% on the previous year. The fuil-year
dividend is covered 1.5 times by SSE's
adjusted profit after tax* and is more than
double the dividend per share paid eight
years ago, in 2002/03. The recommended
full-year dividend increase of 7.1% represents
the twelfth successive above-inflation dividend
increase since SSE paid its first fult-year

2020
LARGE COMBUSTION DEADLINE FOR EU
PLANT DIRECTIVE (LCPD] RENMEWABLE ENERGY
DEADLINE TARGETS

00 @CC

The UK and Ireland are
required Lo meet 15% and
16% respectively of their
energy requirements fram
renewable scurces.

Large combustion plants
such as power slations
must close if Lthey have net
opted in te and complied
with the LCPD.

dividend in 1999, SSE is one of just six FTSE
100 companies to have delivered better-than-
inflation dividend growth every year during this
period, and ranks fourth amongst that group
in terms of campeund annual growth rate over
that time. Of the 50 companies which have
been FTSE 100 constituents since 1998 SSE
is ranked eighth for Total Shareholder Return,

Targeting further
dividend increases

According to Capita Registrars Dividend
Manitor, published in February 2011,
dividend payments by UK companies fell

by 3.3% in 2010. This follewed a 15% fall

in 2009. As Capita said: ‘Dividends are too
often overlooked as a component of company
return ... A company's value depends, most
fundamentally of all, on the ability of the firm
to make money and return it to shareholders,
Ultimately, dividends are the principal way
in which cerporate profits are distributed.”
Dividends are certainly not overlooked at SSE,
as is evidenced by the fact its key financial
objective is the delivery of sustained annual
above-inflation increases in the dividend paid
to shareholders. SSE's targets are to deliver:

- afull-year dividend increase of at least
2% more than Retail Price Index [RPI)
inflation for 2011/12;

-+ afull-year dividend increase of at least 2%
more than RPI inflation for 2012/13; and

- annual RPI-plus dividend increases
thereafter.

In this context, inilation is defined as the
average annual rate across each of the 12
months te March. SSE believes that these
targets can be achieved while maintaining a
dividend cover around its established range.

2023

INDUSTRIAL EMISSIONS
DIRECTIVE DEADLINE

DEADLINE FOR EU
EMISSIONS REDUCTION
TARGETS

The UK and Ireland

are required to achieve
reductions af 34% and 40%
respectively in emissions of
greenhouse gases, compared
with 1990 levels.

Large combustion plants
such as power stations
must close if they have not
complied with kimits or
emissions of nilrogen oxides.
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Why invest in SSE? (continued)

2. Diversity maintained for dividend growth

SSE is unique among companies listed on energy networks; and to maintain sustained real dividend growth.
the London Stock Exchange in ewning and =+ more variable levels of profit, but alse This breadth is illustrated by the fact that:
operating a balanced group of economically- greater potential for growth, from its
regulated energy businesses, such as market-based businesses such as = while energy is at their core, SSE
electricity networks, and market-based Generation and Supply. has a diverse range of businesses;
energy businesses, such as electricity =+ within those businesses, SSE has
generation and energy supply. Itis thus As a result of this balance, SSE has greater a diverse range of assets; and
able to pursue operationzl, investment and resilience to risks associated with sharter- = to add to those assets, SSE has a
acquisition opportunities throughout the term trends or individuat issues within its diverse range of investment options.
electricity and gas sector to help achieve sector or the wider economy than do other
the levels of profitability required to support companies which have less diversity within These businesses, assets and investment
sustained real dividend growth. their business madel. options are almost entirely in Great Britain and
Ireland. This means S5E is able to focus closely
This is because SSE is abte 1o derive: Moreover, SSE's strategy of maintaining a on issues, giving greater experience, analysis
balanced range of economically-regulated and focus to the identification, consideration
- stable and relatively predictable tevels and market-based energy businesses and management of issues and opportunities.
of profit from its economically-regulated § provides a broad platform from which it has, therefore, diversity with depth.

3. Delivering dividend growth in the future

The context for delivering future dividend to diversify existing resources and replace - implementation of potentially significant
growth is set by the EU Climate Change equipment and to cater for challenging and reforms to the Great Britain wholesale
and Renewable Energy Package which changing energy requirements’. electricity and retail energy markets;
aims te achieve by 2020: -+ continued downward pressure on energy
Sector developments to be consumpticn, with the possible EU
= areduction of at least 26% in the levels faced over the next decade adoption of {egally-binding energy
of greenhouse gas emissions across the efficiency targets;
EU. compared with 1990 levels; and Against this background, a large number = the digitisation of energy supply
= anincrease 10 at least 20% of all energy | of issues in the energy sector will have 1o following the roll-out of smart meters
consumption to be generated from be faced over the next decade. They include: to all customers in Great Britain;
renewable sources. <+ the implementation of the RIIO (Revenug
= alikely surge in the global demand = Incentives + Innovation + Output]
In addition, the EU has a non-binding target for energy as emerging economies modet for econemic regulation of
to achieve a 20% reductien in energy industrialise; energy networks;
consumption by 2020. - a potential plateau in oil production as -+ an upgrading of transmission and
a result of which supply will be unable distribution networks to accommedate
Against this background, the new UK to keep pace with demand; new, and more decentralised, sources
government published its Annual Energy = agreater understanding of the output, of electricity;
Statement in July 2010. Its goal is to support potential cost and environmental impact = increasing interconnection between
the transition to a ‘secure, low-carbon, of shale gas: electricity systems; and
affordable’ energy system in the UK and -+ the closure of a number of coal- and oil- | 2 significant regulatory and political
mobilise commitment to ambitious action fired power stations by 2016, under the scrutiny of all aspects of the energy
on climate change internationally. EU's Industrial Emissions Directive; sectors in Great Britain and Ireland
. - the end of the design life of many and at EU level,
In its Programme for a National nuclear power stations, with a number
Government, the new government of the of advanced gas-cooled reactar [AGR] SSE believes that the scale and significance
Republic of ireland said in March 2011 stations scheduled to close; of these issues are, in themselves, very good
that ‘we will publish a Climate Change Bill = the impact of the increasing age and reasans for it {o maintain a balanced and
which will provide certainty surrounding relative inefficiency of a number of diverse range of energy businesses, so it
government policy and provide a clear gas-fired power stations; can exploit opportunities and manage risks.
pathway for emissions reductions, in line = the increasing requirement for renewable | More broadly, it believes that energy, as
with negotiated EU 2020 targets’. sources of energy in response to legally- | samething which people need rather than
binding targets set for Member States want, will become increasingly valued,
The European Commission adopted, in under the EU Renewatle Energy Directive; | in the broad sense of the word. This means
November 2010, a ‘strategy for competitive, | & the requirement for flexible electricity that SSE's strategy - the efficient delivery
sustainable and secure energy’. It said that generation capacity to respond {o of operations and investments - should
Europe’s energy sector is on the threshold variations in output from renewable enable it to deliver above-inflation dividend
of ‘an unprecedented period of change... energy: increases in the decade ahead.
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DIVERSITY

Range of netwarks

Involved in five econamicatly-requlated
natworks in electricity transmission
and distribution and, threugh SGN,
gas distributicn.

Range of market businesses

Involved in Generation [with a diverse
portfotio of generating plant) and Supply
plus ather energy and utility services.

Profit from networks

38,9% of operating prafit derived
from economically-regulated energy
networks businesses in 2010/11.

Profit from market businesses
53.4% of operating profit derived
from Generation and Supply and 7.7%
from other energy and utility services
in 2010/14,

fnvestment in networks

£328.5m invested in electricity
distribution and transmission networks
in 2010/11; plus 50% of SGN's capital/
replacement expenditure was £199.7m,

Investment in market businesses
E784.4m invested in renewatle energy,
£126.5m invested in other generation
plant and £52.6m invested in gas
storage in 2010/11.

The SSE approach

DISCIPLINE

Focus on core markets
Businesses, assets and investment
options almost entirely in markets
in Great Britain and Ireland.

Asset optimisation

Dispesals of non-core assets
or assels in non-care markets
undertaken in order to retain
operational and financial focus.

Single A credit rating
Commitment to a strong balance
sheet and the criteria for a single
A credit rating.

Defined scale of investment
lewestment of between £1.5bn and
£1.7bn per annum planned in each
of the years to March 2015.

Strong debt structure

Investment well-financed with
average debt maturity of 10.6 years
and £4.9bn of debt in medium-

to long-term borrowings.

Capital pregramme governance
Implementation of new large capital
preject governance framework,
supported by retention of external
Project Management Partner.

DELIVERING TWELVE
YEARS OF CONTINUOUS
DIVIDEND GROWTH

Overview

[5trategy

Group performance

Segmental performance

Carporate governance

Financial statements

Shareholder inlormation

DELIVERY

Networks quality of service
Top-ranking electricity distribution
network for five-year performance
in customer interruptions and
customer minutes lost.

Growing RAY

Effective investment in economically-
requlated businesses taking
Regulated Asset Value past £5bn
for first time.

Mare enshore wind

An additional $OMW of new onshore
wind capacity commissioned in
200041,

Large capital projects on course
Clyde, Griffin, Gordonbush, Watney,
Greater Gahbard and Aldbrough

all scheduled for comptetion by
end of 2012,

More customers

310,000 inet} additional customer
accounts achieved across markets
in Great Britain and Ireland.

Service leadership

Leadership in customer service

in energy supply confirmed in a
succession of independent surveys.
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Why invest in SSE? (continued)

Delivery priorities for SSE

SSE believes that these “chalienging and
changing energy requirements’ mean the
following priorities should feature in its
business activities:

Energy and utility services: providing
key services far private and public sector
organisations as they seek to install or
upgrade existing energy and utility
infrastructure.

investment-related activities. In 2010/11
its Total Recordable Injury Rate per 100,000
hours fell from 0.14 to 0.12. S5E's ultimate
goal is injury-free warking and its Safety
Management Systern is designed to achieve

- Networks: delivering upgraded

electricity transsmission networks and
operational efficiency and innovation in
electricity and gas distribution networks
as they respond to the decarbonisation
and decentralisation of energy;
Generation: investing in the new
capacity for renewable energy that will
be needed in the transition to a lower-
carbon economy while maintaining
diversity in the type of assets owned
and the type of fuels used, to generate
electricity to suppart security of supply;
Supply: evolving from the simple
retailing of electricity and gas to the
provision of 3 breader range of smarter
preducts and services consistent with
the leng-term decarbonisation of energy
preduction and consumption;

Gas Production: securing medium- and
long-term gas supplies to meet future
energy needs;

Gas Storage: reinforcing the security

of energy supplies by providing storage
capacity, as UK imports of gas rise; and

As the energy company with the broadest
range of operations in the UK and the
fastest rate of growth in Ireland, SSE is
well-placed ta capitalise on the variety of
operational and investrent apportunities
that are presenting themselves in the energy
sector, without being over-exposed to risks
associated with any of them,

Delivery depends on safe
and sustainable working

While SSE's first financial responsibility to
shareholders is to deliver above-inflation
increases in the dividend, it will only be

able 1o achieve this if it exercises a wider
corporate responsibility, It seeks to do this
by maintaining a strong emphasis on its six
core values, the 'SSE SET of Safety, Service,
Efficiency, Sustainability, Excellence and
Teamwork {see page 58].

Safety comes first in every sense. SSE
believes that the effective management

of safety issues is a barometer of effective
management of ali cperational and

this by facusing on the five 'Ps’ of:

Policy;
People;
Processes;
Plant; and
Performance.

+ 4L

In addition, and in keeping with its
commitment to sustainability, SSE's

target for every year is zero environmental
incidents which result in it being served with
a formal statutery notice by a government-
sponsored environment protection agency.
There were no such incidents during
2010/11. More breadly, SSE's sustainability
priorities are to:

=+ reduce emissions of greenhouse
gases, especially carbon dioxide;

= facilitate customers’ carbon dicxide
reductions;

3 use resources efficiently and with
the minimum possible waste; and

+ avoid pollution and improve
environmental practice.

4, Outlook for 2011/12 and beyond

The economic outleok for the UK and Ireland
in 2011/12 centinues to be uncertain, and
the global nature of energy markets means
that SSE, like every other company in the
sector, has to be prepared io manage the
energy consequences of exceptiopal and
unpredictable events such as the political
upheaval in the Middle East and the March
2011 earthquake and tsunami in Japan.

Against this uncertain background, and with
its strategic focus on efficiency in cperations
and investment, SSE's care operational
priorities during 2011/12 are to:

-+ carry out all work in a safe and
responsible manner, with a lower
Total Recordable Injury Rate;

optimise the management of its portiolio
of energy assets and contracts;

ensure power staticns maintain a high
level of availabitity to generate electricity
in response to customers’ needs and
rmarket conditions;

maintain and build on sector-leading
performance in the quality of service
with high standards delivered to energy
supply customers:;

improve the standards of service
delivered to energy supply customers
and build on its sector-leading
performance;

develop and sustain leng-term
relationships and contracts with key
customers of its other energy and utility
services; and

Y

commissioning new assets in renewable
energy, electricity networks and gas
storage which contribute to the diversity
of its portfolio;

meeting other development and
construction milestones in its
investment programme;

taking forward the wide range of
additionat options that it has identified
for investment from the middle of this
decade onwards, especially in electricity
generaticn; and

preparing for the transformation of
energy supply, characterised by the
forthcaming roll-out of smart meters
in Great Britain.

The delivery of a strong cperational

- maintain strong cost control throughout

all business activities;

distribute electricity and [through Scotia
Gas Networks] gas with the minimum
possible interruptions to supplies;
demonstrate innovation in the
management of electricity and

gas networks;

work with the UK government

and Ofgem to secure a stabte and
competitive framework for electricity
generation and energy supply.

SSE’'s investment pricrities are to
support sustainable earnings and
dividend growth by:

performance and the achieverment of its
investment priorities should enable SSE
to discharge its first financial responsibility
to shareholders: to deliver its targets for
annual dividend growth. »
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How did we perform against the priorities set for 2010/11?

SAFETY

What we said

Carry out all work in a safe and responsible
manner, with a lower Total Recordable Injury
Rate (TRIR).

How we did in 2010/11

TRIR reduced from 0.14 per 100,000 haurs
worked to 0.12. Dangerous/patentially
dangerous road traffic accidents reduced
frorm 0.34 per 100 Company vehicles te 0.37.
[See page 64.]

EFFICIENCY

What we said
Celiver maximum efficiency throughout
all business aclivities.

How we did in 2010/11

Additional cost savings were achieved
during 2010/11 and there were specific
operational improvermnents in areas such
as credit management,

SERVICE

What we said
Maintain and build on sector-leading

performance in alt aspects of custormner service,

from energy supply to energy networks.

How we did in 2010/11

l.eadership maintained in key independent
studies of service perfaormance in energy
supply see page 41 and most successful
company in electricity networks in 'keeping
the lights on’ (see pages 23 and 24}

CUSTOMERS

What we said

Increase the totat number of energy supply and
home services customer accounts across Great
Britain and Ireland while supparting pragress
towards increased energy eificiency.

How we did in 2010/11

Total customer accounts increased by 310,000 to
over 10 million, SSE-funded insulation installations
[excluding DIY} took place in 193,000 homes
throughout Great Britain. (See pages 39 to 42.)

GENERATION

What we said

Ensure power statians maintain a high tevel of
availability 1o generate electricity in response
to customers’ needs and market conditions.

How we did in 2010/1%

Availability to generate electricity declined to
88% at SSE's gas-fired power stations and 84%
at its coal-fired stations. Wind farm availability
was unchanged at 97%, (See pages 29 to 38.]

OTHER ENERGY
BUSINESSES

What we said

Focus on cost control and customer relationship
management to sustain energy services businesses
through the period of ecanomic uncertainty.

How we did in 2010/11

Total operating profit from Contracting, Utility
Solutions and Metering rose by 10.3% year-on-
year, with important steps fer the long-term
future taken in areas such as Utility Selutions.
1See pages 43 to 46.)

ADJUSTED PROFIT
BEFORE TAX" ROSE
BY 1.6% IN 2010/11

ASSETS

What we said

Deliver additional assets in electricity
generation, electricity netwerks and
gas storage.

How we did in 2010/11

90MW of new wind farm capacity commissioned,
£400m {net| added to networks” Regulated
Asset Value and 40mem of gas storage all
delivered. [See page 35 and 44.)

PROJECTS

What we said

Meet other key milestones in the investment
programme in generation, electricity networks
and gas storage.

How we did in 2010/11

Almaost all key projects remain on, or close
to, the schedule set out in the Annuat Repart
2010, and a new Large Capital Project
Governance Framework has been introduced.
[See pages 20 and 57.]

OPTIONS

What we said
Take forward additional options for investment
from the middle of this decade onwards.

How we did in 2010/11

A broad range of optians for future investment
has been developed and retained across
electricity generation and networks, energy
supply and gas storage. {See pages 23 to 44.}
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Key performance indicators

Dividend per share - pence

Dividend 2010/11 composition - %

Dividend cover - times

Adjusted earnings per share* - pence

Adjusted profit before tax* - £fm

Operating profit* by business - £Em

Capital expenditure and investment - £Em

Capital expenditure and investment 2010/11 - %

Energy customer numbers - millions

Networks regulated asset value - £bn

Safety, sustainability and teamwork
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Financial overview

Performance indicators

2009 2000 2011 Change
Investment and capital expenditure
Thermal generation 216.2 148.2 1265 -135%
Renewable generation 525.6 5666  TB4AL  +17.7%
(Gas storage 55.4 46.3 52.6 +13.6%
Electricity networks 314.6 334.5 328.5 -1.8%
Other 16B.0 121.6 151.7  +24.8%
Total investment and capital expenditure 1,279.8  1,315.2  1,443.7 +9.8%
50% of SGN capital/replacement expenditure 191.4 206.4 199.7 -3.2%
Financial management and balance sheet
Adjusted net debt and hybrid capital - £bn 4.822 5.292 5891 +11.3%
Average debt maturity - years 11.8 11.0 10.6 -3.6%
Underlying interest cover [excluding SGN] 6.5 6.3 7.3 +159%
Shares in issue at 31 March - millions §20.4 923.1 936.9 +1.5%
Shares in issue [weighted average] - millicns £83.0 921.9 927.6 +0.6%

Focus on adjusted profit before tax*
These results for the year to 31 March 2011
are reported under Internaticnal Financial
Reporting Standards, as adopted by the EU.
SSE’s focus has consistently been, and
remains, on profit before tax befare
exceptionsl items, remeasurements
arising from tAS 39, and after the removal
of taxation on profits from jointly controlled
entities and associates.

This "adjusted profit before tax™ was first
adapted as a key performance indicator
by SSE in 2005/04 and it:

-+ reflects the underlying profits of SSE's
business;

- reflects the basis on which it is managed;
and

= avoids the volatility that arises from 1AS 39,

The table [right) recanciles SSE's reported
profit before 1ax to its adjusted profit before
tax* and sets out the position after tax and
in respect of adjusted earnings per share®.

Increasing adjusted profit before tax*

in 2010/11

Adjusted profit before tax* rose by 1.6%,
from £1,290.1m te £1,310.1m. The increase
in adjusted profit before tax* is mainly
aftributable to growth in Energy Networks
as a result of:

- changes in the price of electricity units
distributed following the introduction
of the new Price Control for 2010-15;

- increased allowed revenue in respect of
the electricity transmission network; and

-+ the continued focus on efficiency and
cost contrel in the networks businesses,

At the same time, however, adjusted profit
befere tax* was constrained by the following
issues in Generation and Supply:

-+ the lower than expected cutput of
renewable energy from SSE's hydro
electric schemes and wind farms,
inctuding that qualifying for Renewable
Obligation Certificates, due to relatively
dry and stilt weather conditions;

Profit before tax

Overview

Strategy

[Group perdormance
Segmental performance
Corporate governance
Financial statements
Shareholder information

- the higher than forecast wholesale
gas prices;

- the underlying reduction of almost 2.5%
in electricity consumption by household
customers in the GB market; and

=+ theincrease in some coslts in
Generation, such as operations,
maintenance and business rates.

The financial performance of Other Energy
and Utility Services {Gas Praduction; Gas
Starage; Contracting, Utility Solutions and
Metering: and Telecomns) was mixed. There
was, for example, the decline in the price
attained for Standard Bundled Units of gas
storage capacity. At the same time, however,
the expansicn in recent years of SSE's
melering activities, along with strong
periormance in particular areas such as
lighting services, supperted profitability.

Movement on derivatives [EAS 39)

At 31 March 2011, there was a net derivative
financial asset in SSE's balance sheet
arising from [AS 39 of £438.8m, before tax,
compared with a net liability of £985.1m,
before tax, at 31 March 2010. These
balances principally relate to some of the
{orward commodity purchase contracts

for gas, coal, cil, carbon and wholesale
electricity that SSE, like alt major energy
suppliers, has to enter into to ensure that
the future requirements of its custemers
are met. IAS 39 requires SSE to record these
contracts at their fair value’.

This involves comparing their contractual
price against the prevailing ferward market
price at the financial year end. At 31 March
2011 the average contractual price was lower
than the market price [in other words, ‘in the
maney'|, The market price rose particutarly
significantly towards the end of the financial
year in response o developments in the

March 11 March 10 March 09
£m £m £m
Adjusted profit befare tax* 1,310.1 1,290.1 1,253.7
Movernent on derivatives [IAS 39] 1,423.3 399.8 [1,262.1)
Exceptional items (625.0) - 1027
Tax an JCEs and Associates 33 (51.3] (40.4)
Interest on convertible debt - - [0.6]
Reported profit before tax* AR W 1.638.6 533
Adjusted profit before tax” 1,310.1 1,290 1,253.7
Adjusted current tax charge 1268.2) (274.1] [300.4)
Adjusted profit after tax* 1,041.9 1,016,0 953.3
Reported profit after tax 1,504.5 1,235.5 1123
Number of shares for basic and
adjusted EPS [million! 927.6 921.9 883.0
Adjusted EPS* 112.3p 11¢.2p 108.0p
Basic EPS 162.2p 134.0p 12.7p
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Middle East and Japan. The actual value

of the contracts will be determined as

the relevant commodity is used to meet
customers’ energy needs. Far around

60% of the total energy volurme, this will be
over the next 12 meonths. As a result, S5E
helieves mavermnent in fair value of contracts
is not relevant to the financial year in
question, in this case 2010/11.

The movement on derivatives under |AS 39
of £1,423.3m shown in the table on the
previous page and on the face of the Income
Statement is primarily due to the contrast
between the 'in the money’ position at

31 March 2011 and the "cut of the money’
position that existed on 31 March 2010,
when the average contractual price was
higher than the prevaiting farward market
price. SSE sets out these movemnents in fair
value separately, as remeasurements, as
the extent of the actual profit or loss arising
over the life of the contracts giving rise to
this lizbility will not be determined until
they unwind.

Exceptional items

The pre-tax exceptional item of £625.0m
relates to impairment and other charges
against the value of seme electricity
generation plant, Almost all of the total
is nan-cash and is mainly due to:

= the expiry of certain tolling
arrangements at 55E’s associate
investments, Barking Power Ltd and
Cerwent Cogeneration Ltd, and 1o low
'spark’ spreads associated with gas-
fired generation;

-+ the impact of low spark spreads and
a reduced economic life attributable te
the Keadby and Medway power statiens;

-+ the new Industrial Emissions Directive-
related restrictions on running hours at
SSE's Fiddler's Ferry and Ferrybridge
power stations frorm 2015, and the

stations’ probable ctosure in 2023, in
accordance with the terms of the IED; and
-+ arange of issues relating to the operaticn
and continuing rationalisation of SSE's
portfolio of renewable and sustainable
energy developments, such as the SSE
Mineral Solutions (formerly RockTron
[Widnes] Ltd} ptant at Fiddler's Ferry,
and development assets in Germany,
which were disposed of during 2010/11.

Delivering adjusted profit before tax*
in2011/12

SSE's emphasis is on adjusted profit before
tax* on a full-year, as opposed to half-year,
basis. Since it first reported full-year results
in 1999 it has delivered 12 successive
increases in adjusted profit befare tax”*.

Adjusted profit hefore tax* is an important
measure of performance in any given year.
In SSE's view, however, adjusted profit
hefore tax* is not an end in itsetf, and SSE
does not have the goal of maximising profit
in any single year or over any particular
period. It takes a lenger-term view and
believes that profit is a means to an end:
sustained real growth in the dividend, the
delivery of which is its first financial
responsibility to shareholders.

SSE's adjusted profit before tax™ in any
single year will always be determined
by issues such as:

=+ the availability of its gas- and coal-fired
power stations to generate elactricity;

4 the perfermance of assets in gas
production and gas storage;

= the output of renewable energy from its
hydra electric stations and wind farms:;

3 the impact of the weather on energy
preduction and consumption;

- the actual underlying level of
custorners’ energy consumption;

- theinteraction between wholesale

SSE does not have the goal of
maximising profit in any single year.

It takes a longer-term view and believes
that profit is a means to an end:
sustained real growth in the dividend,
the delivery of which is its first financial
responsibility to shareholders.

prices for energy and fuel and the prices
for the electricity and gas charged te
customers; and

+ the timely commissioning of new assels.

In terms of 2011/12, SSE believes that

its balanced range of market-based and
econormically-regulated energy businesses,
and the diversity of opportunities within
those businesses, should deliver a level
of adjusted profit before tax* capable of
supporting the achievernent of its principal
financial objective, a full-year dividend
increase of at least 2% more than RPI
inflation, while maintaining dividend
cover around the established range.

SSE will provide an update on its financial,
operaticnal and investment pregress during
201112 when it presents its resulis for the
six months to 30 September 2011, It dees
not, however, expect to provide an outlook
for adjusted profit before tax* in 2011/12
before the publication of its Interim
Management Statement in early 2012,

not teast because its principal financial
objective is dividend growth.

Increasing adjusted earnings per share*
in 2010/11

To monitor financial performance over the
medium term, SSE continues to focus on
adjusted earnings per share* because it has
the straightforward benefit of defining the
amount of profit after tax that has been
earned for each Ordinary Share and so
reflects a clear view of underlying financiat
performance. In 2010/11, S5E’s adjusted
earnings per share* were 112.3p, based

on 927.6 million shares, compared with
110.2p. based on 921.9 million shares,

in the previcus year.

Dividend

Increasing the final dividend for 2010/11
SSE’s first financial responsibility to ifs
shareholders is to remunerate their
investment through the delivery of
sustained, above-inflation increases in

the dividend. The Board is recommending

a final dividend of 52.&p per share, compared
with 49p in the previous year, an increase

of 7.3%. This will make a full-year dividend
of 78p, which is:

= anincrease of 7.1% compared with
2009/10;

= areal-terms increase of 2.2%, based on
the average annual rate of RPI inflation
in the UK between April 2010 and March
20311, which exceeds the target of 2%;

3 the twelfth successive above-inflation
dividend increase since the first fult-
year dividend of 25.7p paid by SSE
for 1998/99:
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= double the dividend paid in 2002/03,
since when there has been compound
annual growth of 10%:; and

-+ covered 1.5 times by S5E's adjusted
profit after tax*.

Targeting further dividend increases

in 2011/12 and beyond

SSE is aiming to deliver an increase in the

full-year dividend of at least 2% more than
RPI inflation in 2011/12. The same target is
in place far 2012/13, with sustained annual
reat growth thereafter alse being targeted,

Scrip Dividend Scheme option

for shareholders

1 At the Annual General Meeting in July
2010, 55E's shareholders approved the
introduction of a Scrip Dividend Scheme,
to give them the optian to receive new fully
paid Ordinary Shares in the Company in
ptace of their cash dividend payments,
Scrip dividend take-up was as follows:

= September 2010: 30,841 shareholders
elected to receive the final dividend of
49p per share, in respect of 172,173,451
Ordinary Shares, in the form of Scrip
dividend. This resulted in the issue of
7,524,682 new Ordinary Shares, fully
paid, an increase of 0,.82% on the issued
share capital at the dividend record date
of 30 July 2010; and

+ March 2011: 30,482 shareholders
elected tc receive the interim dividend
of 22.4p per share, in respect of
275,550,234 Ordinary Shares, in the
form of Scrip dividend. This resulted
in the issue of 5.264.873 new Ordinary
Shares, fully paid, an increase of
0.57% on the crdinary issued share
capital at the dividend record date
of 28 January 2011.

This had the effect of reducing by £146.1m
the arnount of dividends paid in cash during
2010/11. The total number of shares in issue
at 31 March 2011 was 936.9 million.

Investment and
capital expenditure

investing for sustained dividend growth
SSE's capital and investment expenditure
totalled £1,443.7m, building on the
expenditure of £1,315.2m in the previous
year. During 2010/11:

= the investment of £126.5m in thermatl
generation included work at Peterhead
power station to enhance its ability to
operate an a 'two shift’ basis;

3 the invesiment of £784.4m in renewable
generation included S5E’s share of the
investment at Greater Gabbard and
Walney offshore wind farms;

Overview
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Capital expenditure and investment - £m

Capital expenditure and investment 2010/11 - %

Renewable energy capital expenditure - Em

Underlying interest cover - times

=+ the investment of £52.6m in gas storage
included £2%.4m invested in the new
facility at Aldbrough, which takes the
total invested by SSE in this development
to £237.3m; and

+ the investrment of £328.5m in electricity
networks included £28.6m on works
related to the upgrade of the Beauly-
Denny transmission line.

Including investment of £165.4m in 2011,
SS5E’s cumulative investment in Greater
Gabbard is now £538m, excluding
transmission costs.

A total of £1.5bn has been invested by SSE
in assets which were still largely under
construction at 31 March 2011, including
its share of the cumulative investment

in Greater Gabbard (£538m, excluding
transmission costs]. The majority of these
assets will make some cantribution to S5E's
earningsin 2011/12.

SSE is committed to constructing robust
assets, from which revenue can be generaled
on a reliable basis and which support future
dividend growth. This entails rigorous scrutiny
and control of the costs of large capital
projects but also a clear focus on the return
which completed projects will generate.

In line with this, SSE keeps the econcmic
evaluation cf its investrment programme
under continuous review and remains
confident that significant value is being
created from its capital and investment
expenditure programme, based en actuat
project delivery and en the most up-to-date
project costs and schedules.

in addition to its own capital and investment
expenditure programme, SSE effectively

has a 50% interest in Scotia Gas Networks’
capital and replacement expenditure, through
its 50% equity share in that business, SGN
is self-financing and all debt relating to it
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In November 2010, SSE announced
that it expects that its investment
and capital expenditure will be in
the range of £1.5bn to £1.7bn in
each of the five years to March 2015.
Capital and investment expenditure
is expected to be around £1.7bn

during 2011/12.

is separate from SSE's balance sheet.
Nevertheless, it is a very substantial
business which gives SSE, through its 50%
stake, a major interest in gas distribution.

In 2019/11, 2 50% share of SGN’s capital
and replacement expenditure was £199.7m,
compared with £206.4m in the previous year.
SGN's total capital investment in 2010/11
was £142.7m, taking the amount so far for
the 2008-13 gas Distribution Price Control
period to £648.0m.

Future investment priorities

in 2011/12 and beyond .

In November 2010, S5E announced that
it expects that its investment and capital
expenditure will be in the range of
£1.5bnte £1.7bn in each of the five years
to March 2015. Capital and investment
expenditure is expected to be around
£1.7bn during 2011/12.

There are four main categories in SSE's
investment and capital expenditure plans
to March 2015:

+ econemically-regulated electricity
distribution expenditure plus essenial
maintenance of cther assets;

-+ economically-regulated expenditure
on electricity transmission upgrades;

=+ expenditure that is already committed
to develepment of new assets such as
wind farms; and

= expenditure that is not yet committed
but which could be incurred to support
the development of new assets.

Around one third of the potential total

spend over the four years to 2015 is in the
uncommitted category and the majority of
the uncommitted spend would be incurred

towards the end of the period. It will onty
be incurred if it is consistent with $5E's
financial principles.

A pregramme with these principles, this
shape, and on this scale, is designed to
allow SSE to maintain the development of

a balanced and diverse range of assets to
support sustained, above-inflatien dividend
growth while remaining consistent with the
criteria for 2 single A credit rating without the
need to issue new shares. Each individual
investment decision will be made:

= in line with SSE's financial principles:

- in the context of S5E's cormmitment to
maintaining a diverse range of assets
within its economically-requlated and
market-based businesses; and

=+ in the light of developments in public
policy and regulation.

SSE’s investment programme will deliver:

=+ g significantly-enhanced asset base in
key businesses, including economically-
regulated etectricity networks;

= additional fuel for electricity in the form
of renewable sources of energy; and

=+ additional cash flows and profits to
support future dividend growth,

During the same period SGN, in which
SSE has a 50% stake, will also be making
a significant investment in economically-
regulated gas distribution petworks,

Delivering investment efficiently
Central to 55E’s strategy is efficient
investment in a balanced range of
economically-regutated and market-
based energy businesses. This means
that investments should be:

-+ consistent with SSE's financial principles
and so should achieve returns which are
greater than the cost of capital [with a
risk premium applied to the expected
rate of return from individual projects
where appropriate), enhance earnings
and centribute to dividend growth; and

- governed, developed, approved and
executed in an elfective manner,
consistent with SSE's Large Capital
Project Governance Framework which
is, in itself, reguiarly updated.

In October 2010, to help ensure the effective
implementation of this framework, and in
keeping with its leng-standing approach
of retaining specialist contractors to assist
with major developments, SSE appointed
KBR, a leading engineering, procurement
and construction company, as Project
Management Partner tc help maintain

the processes, systemns and skills needed
to deliver large capital projects and 1o act
as SSE's ‘critical friend’ in this area.

KBR teams have now been established
alongside SSE teams and are supporting
arange of individual projects as well as
contributing {o overall project management
and reperting. As a result, KBRis
supplementing and complamenting the
work done by SSE's four in-house specialist
large capital projects teams which cover:

anshore renewable energy developments;
offshore renewable energy developments;
thermal generation developments
{including SSE's interests in nuclear
powerl; and

= electricily transmissicn upgrades.

+ 44

These teams were augmented in 2010/11
to increase further SSE's capacity to
manage majar projects, and ensuring
there is enough senior management and
other types of ressurce in place to support
the delivery of the projects will remain a
key priority for SSE.

Financial management
and balance sheet

Maintaining a prudent treasury policy
SSE’s operations and investments are
generally financed by & combination of:

+ retained profits;
= bank borrowings;
-2 bond issuance; and
- commercial paper.

As a matter of policy, a minimum of 50%

of SSE's debt is subject tc fixed, or inflation-
linked rates of interest. Within this policy
framework, SSE borrows as required on
different interest bases, with derivatives
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and forward rate agreements being used
to achieve the desired out-turn interest
rate profile. At 31 March 2011, after taking
account of interest rate swaps, over 70%
of S5E's borrowings were at fixed rates,

Borrowings are mainly made in Sterling
and Euro to reflect the underlying currency
denominaticn of assets and cash flows
within SSE. All other foreign currency
borrowings are swapped back inte Sterling.

The United Kingdem remains SSE's main
area of operation, although business
activities in the Republic of Ireland are also
substantial. Transactional foreign exchange
risk arises in respect of:

procurement contracts;

fuel and carbon purchasing;

commodity hedging and energy trading
operattons; and

=+ long-term service agreements for plant.

4

SSE's policy is to hedge all material
transactional foreign exchange exposures
through the use of forward currency
purchases and/or derivative instruments.
Indirect foreign exchange exposures created
by SSE's gas purchasing are similarly hedged
on an ongoing basis. Translational foreign
exchange risk arises in respect of overseas
investments, and hedging in respect of such
exposures is determined as appropriate to
the circumstances cn a case-by-case basis.

Managing net debt and

maintaining cash flow

SSE's adjusted net debt and hybrid capiial
was £5.891bn at 31 March 2011, compared
with £5.292bn at 31 March 2010. This was
lower than expected because of:

= lower than forecast capital expenditure;

2 lower cash dividend payments because
of the Scrip dividend scheme; and

Adjusted net debt

- strong operating cash flow through
improved working capital management
particularly in reducing energy customers’
aged debt and in SSE Contracting.

As the table below sets out, adjusted net
debt excludes finance leases and includes
outstanding liquid funds that relate to
power purchase agreements and wholesale
energy transactions, Hybrid capital is
accounted for as equity within the Financial
Statements but has been included within
S5E's ‘Adjusted net debt and hybrid capital’
to aid comparability.

Shortly after the end of the financial year,
in April 2011, SSE received proceeds of
£178.4m relating to the sale of its equity
interest in three onshore wind farms.

A strong debt structure through

medium- and long-term borrowings

SSE's objective is ta maintain a balance
between continuity of funding and flexibitity,
with debt maturities staggered across a
broad range of dates. Its average debt
maturity as at 31 March 2011 was 10.4 years,
compared with 11.0 years at 31 March 2010.

SSE’s debt structure remains strong, with
around £4.9bn of medium- to long-term
borrowings in the form of issued bonds,
European Investment Bank debt and long-
term project finance and other loans. In
addition, in September 2010, SSE issued
hybrid capital of £1.14bn [see table below
and ‘Ensuring investment is well-financed’
below]. The balance of SSE's adjusted

net debt is financed with short-term
commercial paper and bank debt, S5E's
adjusted net debt includes cash and cash
equivalents totalling £476.9m,

Just over £100m of medium-to-long-term
borrowings will mature in the year to 31
March 2012. The balance of SSE's adjusted

March 11 March 10

£m Ern

Loans anc barrowings {5,606.4) [6,047.0]

Cash and cash equivalents 476.9 261.7

Unadjusted net debt (5,129.5) [5,785.3]
less:

Finance leases 372.2 384.4
Add outstanding liquid funds 28.1 108.7
Adjusted net debt (4,729.2) (5.292.2}
add: Hybrid capital {1,161.4} -
Adjusted net debt and hybrid capital (5,890.5) [5.292.2)
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net debt is financed with short-term
commercial paper and bank debt.

Ensuring investment is well-financed
SSE believes that maintaining a strong
balance sheet, evidenced by a commitment
1o the criteria for a single A credit rating,
is a key financial principle. Its corporate
credit ratings are now:

3 ‘A-", with a 'stable’ outlook [Standard &
Peors:; reaffirmed in June 2010]; and

+ ‘A3 with a 'stable’ outlook (Moody's;
reaffirmed in July 2010).

SSE is committed to maintaining financial
diversity and will move quickly to take the
right financing options, including issuing
new bonds and loans. During 2010/11 it:

=+ signed an amendment agreement with
banks to extend its main revolving credit
facilities [£1bn] by three years, to 2015,
and reduce their price by arcund £5m
per annum, The facilities are expected
to remain far the foreseeable future,
undrawn, and $5SE’s liguidity position
is very strong; and

= launched an issue of hybrid capital,
a financial instrument which brings
together features of both debt and equity
and is perpetual and subordinate to alt
senior creditors. The dual tranche issue
comprised £750m and €500m and has
an all-in funding cost to SSE of around
5.6% per annurm. There is no fixed
rademption date but SSE may, at its sole
discretion, redeem all, but not part of,
these bonds at their principal amount
on 1 Qctober 2015 or 1 October 2020 or
any subsequent coupon payment date.

The hybrid capitat issue in sterling was the
first ever by a UK-listed company outside
the financial services sector, and the launch
was the first ever by a utility company which
is not state-owned. It provides another
source of atiractively-priced funding for SSE
to complement its already well-financed
investment programme.

Indeed, the well-financed nature of SSE’s
investment programme has resulted in
some external analysis suggesting that

its commitment ta the criteria for a single
A credit rating could result in it missing
out on opportunities to increase earnings.
SSE believes, however, that it has sufficient
financiat flexibility to pursue the best
opportunities to increase earnings. At the
same time, it also believes that history - most
recently the ‘credit crunch’ - demonstrates
how companies with a8 commitrment to the
long terrm must be disciplined when
managing their balance sheets and
cautious in financing their activities.
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Net finance costs

The tabte below reconciles reported net
finance costs to adjusted net finance costs,
which 85E believes is a more meaningful
measure. In line with this, 55E’s adjusted
net finance casts during 2010/11 were
£342.8m, compared with £335.9m in the
previcus year.

There was no charge for hybrid debt interest
during the year. In future, any charge will be
presented within dividends and reflected
within adjusted earnings per share*.

The average interest rate for S5E, excluding
JCE/Associate interest, during the year
wasg 5.43%, compared with 5.35% for the
previous year. Based on adjusted interest
costs, SS5E's underlying interest cover was
[previcus year's comparison in brackets]:

=+ 7.3 times, excluding interest related
to SGN (8.3 times); and

- 5.7 times, including interest related
to SGN [5.6 times).

Excluding shareholder lcans, SGN’s net debt
at 31 March 2011 was £3.16bn, and within
the adjusted interest costs of £290.5m, the
element relating te SGN's net finance costs
was £90.4m [compared with £63.0m in the
previeus year), after netting loan stock

Net finance costs

interest payable to SSE. Its contribution

to SSE's adjusted profit before tax* was,
therefore, £96.4m, compared with £120.7m
in the previous year.

Contributing to employees’

pension schemes

In tine with the 145 19 treatment of
pension scheme assets, liabilities and
costs, pension scheme liabilities of £668.6m
are recognised in the balance sheet at

31 March 2011, gross of deferred tax.

This represents a decrease in net liabilities
of £51.7m compared with the position at

31 March 2010, principally due to deficit
repair contributions made to schemes.

During 2018/11, employer cash
contributtons amounted to:

-+ £48.5m for the Scottish Hydro Electric
scheme, including deficit repair
contributions of £29.5m; and

- £58.1m for the Southern Electric
scheme, including deficit repair
contributions of £38.8m.

As part of the electricity Distribution Price
Contirol for 2010-15, it was agreed that
atlowances equivalent toc economically-
regulated businesses’ share of deficit
repair contributions in respect of the

March 11 March 10
£m Em
Reported net finance costs 256.1 2653
add/lless]:
Share of JCE'/Associate interest 139.9 107.1
Exceptional charges (8.8 -
Movement on derivatives (64,4} (36.5)
Adjusted net finance costs 342.8 335.9
Return on pension scheme assets 141.9 100.7
Interest on pension scheme liabitities (150.2) (127.5)
Finance lease interest (39.7) [13.2]
Netional interest arising on discounted provisions (4.3) (3.5]
Adjusted interest costs?® 290.5 292.4
! Jointly Controtled Entities.
2 Adjusted finance income and costs fer interest cover calculation.
Tax charge
March 11 March 10
£€m Em
Reported tax charge 607.2 4034
add back:
Share of JCE!/Assaciate tax (3.3) 51.3
less:
Deferred tax (83.3) (69.4]
Tax on exceptional items/certain remeasurements (252.4] (110.9]
Adjusted current tax charge 268.2 274.1

Southern Electric and Scottish Hydra
Electric schemes would be included in
price controlled revenue, with an incentive
around ongoing pension costs.

Tax

To assist the understanding of SSE’s tax
position, the adjusted current tax charge
is calcutated as shown in the table below.

The effective adjusted current tax rate, based
on adjusted profit before tax*, was 20.5%,
cornpared with 21.2% in the previous year, en
the same basis. The impact of SSE's higher
capital expenditure programme and the
changes introduced in Budget 2007 have
had, and will continue te have, 2 positive
impact on the effective current tax rate.

The Emergency Budget in June 2010 and
Budget 2011 announced a series of annual
reductrons in the UK Corparation Tax rate
for future years. The deferred tax balance
has been remeasured to reflect the first of
these rate reductions [fram 28% to 26%) and
the effect of this has been disclosed as an
exceptional item. The deferred tax balances
for future years will be remeasured as each
subsequent rate reduction ig enacted.

Budget 2011 also included an increase in
Supplementary Corporation Tax, which has
had an impact on SSE’s recently-acquired
gas production assets, the effect of which has
alse been disclosed as an exceptional item.

The reported tex charge for 2010/41 is
£607.2m, compared with a tax charge of
£403.1m in the previous year. The increase
reflects the deferred tax associated with the
mark to market movements on derivatives,
and the impairment of fixed assets.

SSE’s cash contribution to government
revenues in the UK, including Cerporation
Tax, Empleoyers’ National Insurance
Contributions and Business Rates, totalled
£507.5m during 2010/11, compared with
£474.4m in the previous year. The total
includes joint ventures and associates. »
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Energy networks

Performance indicators

2009 2010 2017 Change
Assets
Electricity network Requlated Asset Value [RAV] - £bn 2.89 297 .21 +8.1%
Gas network RAV [share] - £bn .82 1.97 2.15 +9.1%
Total RAY of energy network assets — £bn 471 4.94 5.36 +8.5%
Electricity netwaork capital expenditure - £m 314.6 3345 328.5 -1.8%
Gas network capital/replacement spend {sharel - Em 191.4 206.4 199.7 -3.2%
Operations
SEPD customer minutes lost b4 65 b4 -1.5%
SEPD custamer interruptions b4 61 b4 +4.9%
SHEPD customer minutes lost 75 74 78 +9.4%
SHEPD customer interruptions 76 78 T4 -5.1%
SEPD/SHEPRD performance-based revenue - £Em 18.0 24.0 163  -32.1%
SGN uncontrolled gas escapes attended within
one hour 98.6 97.9 97.2 -0.7%
SGN gas mains replaced = km 951 1,062 1,102 +3.8%
Volume
SEPD electricity units distrituted - TWh 34.4 33.7 33.6 -0.3%
SHEPD electricity units distributed - TWh 8.5 8.4 8.5 +1.2%
SGN gas volume transported [Scotland] - TWh 58.6 55.2 55.8 +1.1%
SGN gas volume transparted [Southernl - TWh 114.9 107.8 110.4 +2.4%

A balanced group of energy

network companies

SSE has an ownership interest in five
economically-regulated energy network
companies; -

-+ Scotlish Hydro Electric Transmission
[100%]):

= Scottish Hydro Electric Power
Distribution {100%);

= Southern Electric Power Distribution
[100%):

+ Scotland Gas Networks [50%]; and

= Southarn Gas Networks [50%].

The electricity networks transmit and
distribute electricity to around 3.5 million
businesses, offices and homes via almost
130,000km of overhead lines and under
ground cables and the gas networks distribute
gas to around 5.7 millicn homes, offices and
businesses via 75,000km of gas mains.

SSE estimates that the total Regulatory
Asset Value [RAV] of its econamically-
regulated ‘naturat monopoly” businesses
is now over £5.36bn, comprising:

2 £515m for electricity transmission;
<+ £2.70bn for electiricity distribution; and

2 [2.15bn for gas distribution [ie 50% of
the businesses’ tetal RAV of £4.3bn).

SSE is the only energy company in the UK
to be involved in electricity transmission,
electricity distribution and gas distribution,
Together, these tower-risk ecanomically-
regulated natural monopoly businesses,
featuring RPI inflation-linked revenue,
provide a financial backbone and
eperational facus for SSE and balance

its activities in the competitive Generation
and Supply markets.

Focus on operational and

investment efficiency

The aim of economic regulation is to attract
investrnent in electricity and gas networks
and encourage companies to operate them
as efficiently as possible. Against this
background, SSE's cbjectives in energy
networks are {0:

- camply fully with all safety standards
and environmental requirements;

- ensure that they are managed as
efficiently as possible, including
maintaining tight centrels aver
operational expenditure;

= provide good performance in areas
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such as reliability of supply. customer
service and innovation and thus earn
additicnal incentive-based revenue
under the various Ofgem schemes;

- deliver efficient and innovative capital
expenditure programmes, so that the
number and duration of power cuts and
gas supply interruptions experienced by
customers is kept to @ minimum, and s¢
that there is adequate capacity to meet
dernand aon the electricity system;

- increase the RAV of the netwarks
businesses and so secure increased
revenye from them; and

=+ engage constructively with the
regulator, Ofgern, te secure regulatory
autcomes that meet the needs of
customers and investors.

Financial performance in energy networks
Operating profit* in energy networks
increased by 7.1%, from £59%.5m to
£642.3m, contributing 38.9% of SSE's

total aperating profit*. This comprised:

< E455.5m in electricity networks,
compared with £415.8m in the previous
year; ang

-+ £184.8m representing SSE's share of
the operating profit* for SGN, compared
with £183.7m in the previous year.

Electricity Distribution
and Transmission

Performance in Southern Electric
Power Distribution

In Southern Electric Power Distribution
[SEPD] in 2010/11:

- operating profit* increased by 11.9%
to £287.4m;

= electricity distributed fell by 0.1TWh
to 33.4TWh;

= the average number of minutes of
tost supply per customer was 64, down
from 65;

- the number of supply interruptions per
100 customers was &4, up from &1; and

- performance-based additional income
of £10.8m is expected to be earned,
compared with the {inal out-turn of
£15.8m in the previous year.

The increase in operating profit follows
changes in the price of units distributed
under the electricity Bistribution Price
Control for 2010-15, plus a cantinued

focus on efficiency and cost contrel and
some henefit from the ‘over-recovery’ of
allowed income. Performance in respect of
custemer interruptions was ahead of the 1S
targets set by Ofgem under its Interruptions
Incentive Scheme [I1S], which gives financial
benefits to distribution network operaters
that deliver goad performance for
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SSE has undertaken a fundamental
review of all of the processes around
operating and capital expenditure,
looking at every step in the value chain,
in order to secure the maximum possible
outputs from any expenditure.

customers. Performance-based income
cavers a number of issues, including the
guality of service provided to customers
and innovation.

Performance in Scottish Hydro Etectric
Power Distribution and Scottish Hydro
Electric Transmission

In Seottish Hydro Electric Power Distribution
[SHEPDI] and Scottish Hydro Electric
Transmission [SHETL) in 2010/11:

= operating profit® increased by 5.8%
to E168.1m;

=+ electricity distributed increased by
0.1TWh ta 8.5TWh;

- the average number of minutes of fost
supply per customer was 78, up from 74;

= the number of supply interruptions per 100
custorners was 74, down from 78: and

= perfoermance-based additienal income
of £5.5m is expected to be earned,
compared with the final out-turn
of £8.2m in the previous year.

The increase in operating profit refiects
changes in the price of units distributed
under the Price Control 2010-15, increased
allowed revenue in respect of the
transmission network and a continued
focus on efficiency and cost control.
Performance in respect of interruptions
was ahead of the IS targets set by Ofgem.
The positicn on customer minutes lost was
negatively affected by the severe weather
experienced in the north of Scotland in
early March 2011,

Volume of electricity distributed

The total velume of electricity distributed

by SSE during 2010/11 was 42.1TWh,
uncheanged from the previcus year. Under
the electricity Distribution Price Control for
2010-15, the volume of electricity distributed
will no lenger aifect companies” overall
allowed revenue. This has further reduced
the level of risk associated with energy
networks businesses.

Earning revenue by delivering

a good quality of service

SSE's two networks earned additicnal
revenue of £59.4m in nominal prices

in the five years to March 2010 for their
perfoermance in respect of Custormer
Interruptions and Customer Minutes Lost.
On this measure, they were ranked first
[SEPD! and fourth {SHEPD) among the 14
electricity distribution companies in Great
Britain. This reflects effective investment
in the automation of the networks and
effective operational responses to electricity
supply interruptions.

Operating electricity networks efficiently
Efficiency is one of SSE’s core vatues and
amongst Ofgem’s explicit purposes in
setting Price Controls is 1o keep as low as
possible the costs of providing secure and
reliable networks. SSE has a straightforward
operating model, under which the vast
majerity of activities are in-house. Under
this model:

- customer-facing activities, such as
restoring power supplies or providing
new connections, are managed from
a network of 14 depots in communities
throughout central, southern England
and the north of Scotland; and

- network management activities,
such as inspections, maintenance
and investment, are carried out in
Qperational Production Groups.

This model gives SSE a strong oversight
of operations and investment, allows
flexibility in responding ta changed
circumstances and supports a culture
of efficiency, teamwork and excellence,
including innovation.

Investing in electricity networks
and securing growth in their RAV
2010/11 was the first year of the etectricity
Distribution Price Control for 2010-15. The
new Price Controt changed the framework

for operating and capital expenditure to
remaove the perceived bias in favour of the
latter and to ensure the delivery of not only
the investment itself but of agreed outputs
from it. The most successful electricity
distribution companies, therefore, will be
those that apply efficiency and innovation to
rnaximise autputs from agreed expenditure.

In response ta this, SSE has underizken a
fundamental review of all of the processes
around operating and capital expenditure,
locking at every step in the value chain,

in order to secure the maximurm possible
outputs from any expenditure. As a result,
it has identified a number of solutions and
interventions for wider deployment in 2010-
15 to ensure its success throughout the
Price Control period. This means SSE

has robust and cost efficient network
investment processes that deliver real
value for custemers. it has alsc identified
a number of technological advancerments
that are detivering cast savings and
minimising distuption.

For example, use of directicnal drilling
units, a method of cable installation, is

well esiablished in SSE. The directional
drill burrows under ground holes for cables,
resulting in minimum disturbance to the
highway and thereby reduces disruption

to the public and the costs associated with
ground reinstaterment. This has been taken
a stage further with the first use in the

UK for under ground cable replacement

of a ‘wash-over’ drill head, which injects
water at high pressure to loosen soil
around cabling. The old cable can then

be removed and a new one installed along
the same route. The idea was developed and
introduced to SSE by an emplayee under its
‘Licence to Innovate’ scheme and in 2010/11
reduced open excavations/highway closures
by an estimated 620 days.

Techniques such as these will be more
widely deployed and developed during the
new Price Control. Their deployment, plus
good performance in response to Oigem’s
enhanced incentive mechanisms in areas
such as customer service, and the headline
allowed weighted average cost of capital,
should enable SSE to achieve the post-tax
real returnin excess of 5% which it is
targeting in electricity distribution.

Against this background. capital expenditure
in elactricity networks (including trensmission
and the Beauly-Denny upgrade - see below]
during 2010/11 was £328.5m. The need for
further significant investment in Great
Britain's electricity netwarks, to maintain
and/or replace ageing assets or to provide
additional capacity, is likely to mean S5E
wilt invest in 2011/12 around:
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- £250m in its electricity distribution
networks; and

= £220m in its electricity transmission
network, including around £180m cn
upgrades, such as the replacement of
the Beauly-Denny line larcund £100m
in the year].

Significant distributicn projects include a
£40m project to install new 132kV plant at
Bracknell and Camberley subsiations and
new 132kV cables between the substations.
The project will help te meet demand for
electricity in a key area between the M3 and
Mé motorways and should be completed

in 2014.

Making electricity networks smart
Although there s no standard definition,
the European Technology Ptatform for the
Electricity Networks of the Future defines
smart grids as "electricity networks that
can intelligently integrate the behaviour
and actions of all users connected to it -
generators, consumers and those that

do both - in order to efficiently deliver
sustainable, ecenomic and secure
electricity suppties’.

SSE, with Smarter Grid Solutions Ltd, an
associate company, has already deployed
commercially smart grid technotagy on
SSE's power distribution network on Orkney,
aliowing the connection of 15MW of extra new
renewable energy generation, an increase of
one third, with the potential for this to grow
further. The Orkney Smart Grid is based on
the principle that capacity exists in real-time
on the power distribution grid due to variaticn
in demand for electricity and diversity in the
output of grié-connected generators. This
innovative smart grid technology permits
greater numbers of renewable generators
to be connecled to the existing electricity
network, in a much cheaper and faster

way than traditional means, by allowing
generators to access power netwark capacity
not normally available under conventional
network planning requirements,

SSE has twe other principal projects to
support smart grid developments, working
with a wide range of organisations and
partners:

=+ Northern Isles New Energy Solutions
[NINES] in Shetland: NINES features
installing 'smart’ storage heaters and
hot water tanks in up to 1,000 homes
which can help balance the electricity
network; adding a new electric boiler
to the existing district heating system,
which will be associated with the
proposed medium-scale Gremista wind
farm: deploying new technology on the
network that will allow more smatt scale

renewable generators to connect ta the
network; introducing new commercial
arrangements to encourage businesses
to change the times at which they use
mast energy; and installing 2 1MW
battery, part-funded by the Department
for Energy and Climate Change, at
Lerwick Power Station; and

-+ Thames Valley Vision {TVV] in and

around Bracknell: TVV aims to
demanstrate that applying new
technologies to Bracknell's network
will provide a lower cost alternative to
redeveloping the subsiation to meet
increasing electricity demand, with the
potential te significantly reduce costs to
custorners. TW involves: manitoring -
measuring and understanding power
flows and usage patierns; modelling -
taking data produced by monitoring
and applying sophisticated demand
prediction techniques; and managing -
installing network automation and
constraint managemensi systems, energy
storage technelogies and automated
demand response 1o manage network
flows predicted by medelling.

SSE is commitied to making sure that both
areas benefit from the ideas put forward, It
is working with Ofgem to ensure sufficient
funding is secured under the Price Control

for 2010-15 to allow NINES to move forward.

SSE aims to finance TVV with sums received
from Ofgem’s Low Carbon Networks Fund;

it will submit a bid for funding in August 2011,

Supporting deployment of

electric vehicles (EVs)

Electric vehicles will be an essential part

of the move towards a low-carbon transport
infrastructure. The potential nurnber of EVs
on UK roads is predicted to be over one
million by 2020, One study in 2010 forecast
that EVs will overtake hybrids in UK market
share and will reach a combined total of
over 20% by the end of the decade.

Against this background, SSE has been
a full participant in two EV projects -
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the MINI E and the Ford Transit Connect
consortia. These are pioneering trials

to evaluate the psychological, sccial

and technical aspects of living with

an all-electric vehicle:

2 the MINI E consortium is led by BMW and
includes SSE, Oxford Brockes University,
the South East England Development
Agency (SEEDA], Oxford City Council
and Oxfordshire County Council; and

- the Ford Transit Connect project is led
by Ford and includes SSE, the University
of Strathclyde and the London Borough
of Hillingdon.

Financial support for both these projects has
come from the Technology Strategy Board.

As part of the projects SSE completed, in
January 2011, the installation of a public
network of over 20 re-charging points in
Oxford and a simitar number in Hillingdon.
In a pioneering move to further widen the
availability of such charging points across
the UK, the Oxford and Hillingdon networks
are linked to a new sister’ network in
Milton Keynes, so drivers can charge their
cars in any of these locations. This kind of
interoperability between the two networks
will be crucial as electric cars become mare
popular in the decades ahead. SSE had
already installed home charging points for
each driver taking part in the project. lt is
planning other public charging points across
central southern England.

S5E is also a major partner in the Mayor of
London’s ambitious "SourceLondon’ scheme
to instalt EV charging points in the capital,
a major adopter of EV technology, and has
already installed EV charging points in mare
than 20 NCP car parks as part of this project,

When their numbers become significant, EVs
could change greatly the volume and pattern
of electricity demand, and it is for this reason
- in addition to supporting the low-carbon
objectives behind them - that SSE is so
actively involved in projects such as these,

Electric vehicles will be an essential

part of the move towards a low-carbon
transport infrastructure. The potential
number of electric vehicles on UK roads is
predicted to be over one million by 2020.
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Networks regulated asset value - £bn

Networks asset value 2010/11 -%

Upgrading Scotland’s electricity
transmission network

Scottish Hydro Electric Transmission

Ltd [SHETL] is responsible for operating,
maintaining and investing in the transmission
network in its area, which serves around
70% of the land mass of Scotland. As the
licensed transmission company for the area,
SHETL has to ensure there is sufficient
network capacity for those seeking to
generate etectricily from renewable

and other sources within it.

A series of major developments have the
potential to transform the scale and scope
of SSE's electricity transmission business:

<+ Knocknagael Substation, Beauly-
Blackhillock-Kintore and Beauly-
Dounreay: Ofgem has authorised pre-
construction and construction funding
for these three upgrades in the SHETL
area, which form part of the first phase

of transmission projects to help connect
renewable energy to the electricity
network. These projects have a total
value of almost £200m and should al!
be completed between 2011 and 2015;
Beauly-Denny: Scottish Ministers
granted consents, with associated
conditions, in January 2010, to install a
400kV overhead electricity transmission
line 1o replace the existing 132kV
overhead transmission line between
Beauly and Denny. The existing line will
be dismantleg. Construction works in
line with the £58.8m of initial funding
authorised by Ofgem in September
2010 are well under way. Substantive
progress has also been made in
satisfying conditions associated with
Scottish Ministers’ consent to reptace
the line which apply to the S5E section.
Propesals were submitted to Ofgem in
December 2010 for autharisation of the
remainder of $SE's share of the project

With such significant investment
requirements over the next few years,
not least in providing the infrastructure
to accommodate electricity produced
from renewable sources, the scope

for additional incremental growth

in electricity networks is clear.

expenditure [around £5C0m).
Independent consultants appointed

by Ofgem have confirmed that S5E's
submission represents ‘a prudent
assessment of eificient costs’ and
Ofgem will shortly undertake a
consultation, Subject te that and to
continued progress, full censtruction
work on the replacement line, including
the erection of new pylons, should begin
later this year, with the replacement
line being completed in 2014;
Beauly-Mossford; SHETL has undertaken
public consultatiens on the proposal to
reinforce the existing 132V electricity
transmission infrastructure, including

a new substation and a new line to
accornmodate a higher capacity. An
application for consent to undertake the
work was submitted to Seottish Ministers
in January 2011, Based on early estimates,
two parts of the project are likely to
require total investrnent of around £45m;
Shetland: SHETL has now secured
consent for converter stations
asscciated with the proposed 320km
subsea/25km onshare under ground
high voltage direct current (HVOC!
transmission link between the Shetland
Islands and Moray on the Scottish
mainland to accommodate renewable
energy develapments in Shetland. The
link would also connect properties in
Shetland to the mainland electricity
netwark for the first time. Related to
this, in Decernber 2009, the European
Commission announced that SSE had
been successful in securing a capital
grant of up to €74m under the European
Energy Programme for Recovery. The
grant is towards the incremental cost

of including an intermediate offshore
HVDC hub cff Caithness on the route

of the propesed Shetland link and
increasing the capacity of the southern
section to Maray. The hub is at the
centre of a potentia{, inncvative three-
ended 'Y' configuration, with legs from
Caithness and Shetland to accommedate
substantial planned renewable energy
developments in the far north east of
Scotland and the Northern isles and
could be the first step towards an
offshore ‘super grid’; and

Western |sles; In Cctober 2010, SHETL
cencluded that the lack of financiat
underwriting from electricity generaters
{attributed to the level of transmission
charges| relating to the link from the
Western Isles to the mainland meant it
would not be able to canclude a contract
for the supply of the necessary electricity
cable. As a result, it withdrew its request
to Ofgem for authorisation to make the
investment. The project remains active
and SSE will prepare a new reguest for
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authorisation to invest in the link as scon
as these issues are resalved. In practice,
this is likely to take around one year.

Based on current estimates [although these
will inevitably be revised| the Shetland and
Western Isles links could require investment
of around £900m.

The charging arrangements for electricity
and gas transmissicn networks are
currently the subject of an Ofgem-
sponsored independent review named
Project TransmiT which was launched in
September 2010. It is designed to ensure
that the iramework for transmission
charging promotes security of supply and

a low carbon future, while keeping the cost
of transmission to customers under control.
The outcome of Project TransmiT wilt have
a bearing on the amount of electricity irom
renewable sources that is developed in
Scotland and, therefore, on the way in which
the transmission network is upgraded.

Looking to the longer term, S5E has
participated in the Electricity Networks
Strategy Group, sponsored by Gfgem

and the UK Department of Energy and
Climate Change and invalving all of the
transmission companies in Great Britain.
It has identified a potential need for
sub-sea cable links between Scatland
and England known as 'bootstraps’. 55E
axpects to be a major participant in this
and other transmission developments over
the next decade and beyond.

‘Keeping the lights on and

supporting growth’

"Keeping the lights on and supporting
growth” was the name given to the public
consultation issued by Scottish Hydro
Electric Transmission Ltd ISHETL}in
February 2011 through which it sought the
views of customers and other stakeholders
on the key activities and investments that
should be included inits business plan for
the new elactricity Transmission Price
Control that is due to run for eight years
from 1 April 2013.

The cansultation stemmed from Ofgem’s
new RIIO [Revenue = Incentives + Innovation
+ Outputs) model for economic regutation.
RO is designed to encourage the efficient
investment and innovation needed to secure
energy supplies and meet environmental
targets while delivering tong-term value for
meney for customers.

In March 2011, Ofgem published its strategy
far the new electricity Transmission Price
Control [RHO-T1). The financial package
addressed key issues such as:

= the length of time over which assets will
be depreciated, with 20 years for existing
assets and 45 years for new assets;

3 the allowed cost of equity, with an
indicative range of 6.0-7.2%; and

- the allowed cost of debt, with the use
of an index for determining companies’
debt cests.

This package represenied a step forward

in reaching an acceptable Price Control, but
extensive engagement with Ofgem and other
stakeholders is required to ensure the final
settlement fulfils the objectives that have
been set for it. Transmission companies
such as SHETL are required to devetop
business plans by the end of July 2011,
demonstrating how they will ‘meet the
sustainability challenge, fund network
investment and ensure continued safe

and reliable operation of the networks

and high levels of customer service'.

Electricity Distribution
and Transmission
priorities in 2011/12
and beyond

During 2011/12 S5E's priorities
in electricity networks are to:

- maintain safe and reliable supplies of
pawer and to restore supplies as quickly
as possible in the event of interruptions;

- respend effectively to the new
arrangements in electricity distribution
for allocating casts between support
activities (expenses} and networks
[capitall;

= deliver successfully its investment plans
inits electricity distribution networks;

=+ deploy innovative techniques to maximise
the returns from goed performance in
electricity networks;

2 make further progress in upgrading
the transmission network in the north
of Scotland; and

= continue to work with stakeholders to
secure ah acceptable outcome to the new
electricity Transmission Price Control.

With such significant investment requirements
over the next few years, not least in providing
the infrastructure to accommodate electricity
produced from renewable sources, the scope
for additional incremental growth in electricity
networks is clear.
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Gas Distribution

Performance in SGN

SSE receives 50% of the distributable
earnings from Scotia Gas Networks [SGN], in
line with its equity holding, and atso provides
it with corporate and management services.
In SGN in 2010/11:

- SSE’s share of operating profit was
£186.8m, up from £183.7m in the
pravious year;

= gas transported increased by 3.2TWh
to 166.2TWh; and

=+ 97.2% of uncantrolled gas escapes
were attended within one hour of
notification, compared with $7.9%
in the previous year.

SGN's two networks therefore both
achieved the $7% standard for uncontrolled
gas escapes.

The increase in operating profit for SGN
is primarily due to two things:

= the impact of the price changes agreed
as part of the five-year gas Distribution
Price Control to March 2013; and

- underlying operational efficiencies
achieved during the year.

Only 3.5% of SGN's transportation income
is volume-related; the remaining 96.59%
is related to the maximum capacity
requirements of its customers. A small
part of SGN's operating profit is derived
fram the non-regulated activities of its
contracting, connections and commercial
services operations.

Operating gas networks efficiently

When SGN acquired its networks in June
2005, National Grid was contracted to
provide it with services with a total value

of £30m per annum. In the period since,
services have been brought within SGN,
and SGN's remaining service contracts with
National Grid total £7m per annum. These
Managed Services Agreement contracts
cover transmission services, control and IT
services and emergency call handling, and
the process of bringing them within SGN

is continuing. During 2011/12, it will stop
using National Grid's Gas Transportation
Management System and replace it with its
new Distribution Network Control System,

Investing in gas networks and

securing growth in their RAY

The five-year gas Distribution Price
Control, which began in April 2008,
provides the apportunity for SGN to
increase significantly investment in its gas
distribution networks, thereby reinforcing
their safety and reliability and securing
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SGN was awarded £1.1m under Ofgem’s
scheme for rewarding companies for
developing and adopting best practice in
serving the interests of customers, society
and the environment. This was the second
successive year in which SGN secured
the highest award under the scheme.

another significant increase in their RAV.
By 2013, SGN estimates that its total RAV
will be around £4.8bn.

During 2010/11, SGN invested £39%.3m in
capital expenditure and mains ang services
replacement projects, compared with
£412.8m in the previous year:

- the most high profile capital project
is the £21m replacement of the under-
sea gas main between the south coast
maintand and the isle of Wight, which is
nearing completion. The project involves
connecting Lepe and Gurnard through
the longest directicnal drill ever
vndertaken {3.9km). Twe tunnels
have been bored, meeting around
40 metres below the seabed, to take
the two 12 inch diameter pipes;

= the majority of the mains replacement
expenditure was incurred under the
30:30 mains replacement programme
which was started in 2002. This reguires
that all iren gas mains within 30 metres
of homes and prerises must be replaced
over a 30-year period. During 2010/11,
SGN replaced 1,102km of its metallic
gas mains with modern polyethylene
pipes; and

2 SGNis also committed to making new
gas connections to existing homes that
are not on mains gas as affordable as
possible, and is running a new Assisted
Connections scheme, under which
4,700 properties were connected to its
networks during 2010/11. A further 5,000
preperties are expected to be connected
in 2011/12. )

Investrent will continue to be a top priority

for SGN and, in line with that, it expects to

invest around £400m in capital expenditure

and mains and service replacement projects

during 2011/12.

£arning financial rewards for

corporate responsibility

In Septemnber 2010, SGN was awarded
£1.1m under Gfgem’s scheme for rewarding
companies for developing and adopting
best practice in serving the interests of
customers, society and the environment,
This was the second successive year in
which SGN secured the highest award
under the scheme. Amongst other things,
the award was in respect of SGN's ‘Green
Gas’ project, to introduce biomethane from
sewerage Into the gas network, The schame,
which is judged by a panel of industry
experts, was established as part of Qfgem’s
gas Distribution Price Control 2008-13.

Making gas networks more sustainable

In March 2011, the UK government taunched
the Renewable Heat Incentive to revolutionise
the way heat is generated and used in
buildings’. It will support emerging
technologies and is designed to reduce
dependence on heating from fossil fuels.

SGN has leng recognised that renewable
heat is an untapped resource. Working with

a water company and a gas supplier, it began
the delivery and supply of biomethane to 200
hornes in Cxfordshire. Under the scheme, the
first of its kind in Britain, sludge is subjected
to the process of anaerobic digestion to
create biogas which, after the removal of
impurities, is fed inte the gas distribution
network, it is estimated that biomethane
coutd account for up to 15% of domestic

gas needs in the UK in 2020.

SGN is now develeping this technology so
that larger volumes of biomethane at other
sites can be commissioned into the network
and is progressing around 50 enquiries for
biomethane network entry points from
anaerobic digestion and landfill gas projects
in Scotland and southern England.

Preparing for the new gas

Distribution Price Control

As with electricity transmission, a new
eight-year Price Control wilt be introduced
for gas distribution from 1 April 2013 -
RIIO-GDt. SGN has undertaken extensive
consultations with stakehalders to help
determine what should be included in its
business plan for the new Price Control.

In March 2011, Ofgem published its strategy
for the new gas Distribution Price Control
[RINO-GD1). In additicn to the allowed cost of
equity and allowed cost of debt [see "Keeping
the lights on and supporting growth' abovel
the financial package included proposals

to refine the depreciation profite, so that it
is entirely front loaded, and to capitalise

all replacement expenditure (only 50%

is capitalised at present].

As in electricity transmissiaon this package
represents a step ferward in reaching an
acceptable Price Control, but still requires
extensive engagement with Ofgem and other
stakeholders to ensure the final settlement
fulfils the objectives that have been set for it,

Gas Distribution priorities
in 2011/12 and beyond

During 2011/12, SGN's priorities are to:

+ deliver a sale and secure gas supply
1o customers;

+ deliver to time and budget the 2011/12
mains replacement and capital works
programmes;

- establish the new Distribution Network
Control System;

- continue to work with stakeholders to
secure an acceptable outcome to the

,  new gas Distrihution Price Control; and

= support sustainable developments in
gas distribution.
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Market-based businesses

Generation and Supply

Performance indicators

Generation

2009 2010 2011 Change
Assets*
Gas- and cil-fired generation capacity - MW 4,510 4,590 4,470 -2.6%
Coal-fired generation capatity (inc biomass
co-firing) - MW 4,010 4,370 4,370 +0.0%
Renewable generaticn capacity™ [inc pumped
storage] - MW 2,220 2,370 2,450 +3.4%
Total electricity generation capacity - MW 10,740 11,330 11,290 -0.4%
Operations
Gas power slation availahility - % 76 34 88 -6.4%
Coal power station availability - % 89 92 84 -8.7%
Hydro storage - % 73 52 61 +17.3%
Wind farm availability - % 6 97 97 +0.0%
Output**
Gas- and oil-fired linc CHPl - TWh 26.3 31.3 29.3 -6.4%
Coal-fired lin¢ biomass co-firing! - TWh 7.8 10.7 136 +27.1%
Total output from thermal power stations - TWh 231 420 42.9 +2.1%
Conventiona! hydro - GWh 3.316 3.016 2,558 -15.2%
Wind energy - GWh 1.861 1,444 1,683 +145%
Dedicated biamass - GWh 148 218 200 -8.3%
Total output of renewable energy - GWh 5,182 4,678 4,411 -5.7%
Total output from pumped storage - GWh 273 380 370 -2.6%
Supply

2009 2010 2011 Change
Electricity customer accounts (6B demesticl - )
millions 5.10 517 5.16 -0.2%
Gas customer accounts [GB domestic) - millions 3.50 3.54 3.57 +0.8%
Energy customers [GB business sites] - millions 0.45 0.45 0.43 -4.4%
Total GB energy customer accounts — millions 2.05 9.16 9.16 +0.0%
All-island energy market customers [Ireland) -
millions 0.05 0.1¢9 0.49 +157.9%
Home services custoemer accounis [GB| - millions 033 0.41 0.42 +2.4%
Total customer accounts [GB and Ireland| - millions 2.43 9.76 10.07 +3.2%
Electricity supplied household average (GB] - kWh 4,748 4,465 4,408 -1.3%
Gas supplied househald average (GBI - therms 598 558 563 +0.9%
Complaints to third party organisations [GB) N/A 1.231 1,161 -5.7%

* Wholly-awned and share of joint ventures. ** Electricity from power stations in which SSE has an
ownership interest [output based on SSE's contractual share].

A vertically-integrated business

SSE operates the business of electricity
generation and the supply of electricity and
the supply of gas in Great Britain and lreland
as a single, vertically-integrated Generation
and Supply business.

This means that SSE seeks to meet the
energy requirements of its customers
through the ownership and operation of

power statians, power purchase agreements
with other generators and fuel supply
contracts, and itis the meeting of the
energy supply requirements of its customers
which is the key determinant of S5E's
operational and investment decisions in
Generation. Under this madel, customers
benefit from lower exposure to wholesale
price volatility and from price stagility
through 'smoething’.
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As at 31 March 2011, 5SE supplied energy to:

3 9.146 millien custemer accounts in Great
Britain; and

- 490,000 customer accounts in Northern
Ireland and the Republic of Ireland.

Its generation capacity, including its share of
joint ventures and associates, was around:

< 10,800MW in Great Britain;
-+ 80MW in Northern Ireland; and
= 410MW in the Republic of ireland.

Overall, SSE seeks to maintain a well-
balanced portfolio of customers, assets
lalsc including stakes in gas production
assets] and contracts, including longer-
term contracts for purchasing gas and
power purchase agreements. In line with
this, it purchases most of the gas and
some of the electricity it needs to supply
customers via bilateral contracts of
varying lengths and also through trading in
wholesale markets. SSE also buys gas, coal,
oil and biomass to use in the production of
electricity from its power stations, as well
as carbon dioxide emissions atlowances.

Its Energy Portiolio Management team

is responsible for contract management
and for SSE's participation in wholesale
markets for electricity and gas, as well as
the markets for coal, cil and carbon dioxide
emissions allewances. Through analysis of
generation plant availability {in SSE's own
portfolio and elsewhere in the market),
customer demand and its contractual
position SSE can assess, and therefore
manage, its exposure to market prices.

The wholesale price of energy can fluctuate
greatly, accorging to variables such as
physical supply, custormers’ demand,

the waather, the availability of delivery
infrastructure and geopolitical issues.
SSE's approach is designed to hedge its
requirements in a way that minimises its
costs while ensuring its exposure to market
prices is not excessive, Given there are
uncertainties around the volume of energy
that will be required at any particular point,
SSE is unlikely to be fully hedged until close
tc the delivery of the energy itself.

This balanced, integrated business features
a diverse range of assets and contracts to
support the supply of energy 10 customers.
It therefare provides:

=+ lower risk from wholesale energy price
volatility through reduced exposure to
any single commedity;

- greater ability to manage wholesale
energy price volatility and to protect
customers from it; and
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= more scope to deliver investment
needed in generation because the risks
associated with large-scale and long-
term investments are mitigated by the
income earned from supplying electricity
and gas o customers.

In March 2011, Ofgem published its findings
and initial proposals from the Retail Market
Review it launched in November 2010.

It confirmed that it "expects efficient firms to
make a profit’, At the same time, it said that
‘turther action is needed 1o make energy retail
markets in Great Britain work maore effectively
in the interests of consumers’. The proposals
include actions to ‘improve further the
transparency in vertically-integrated utilities’.
Qfgem described its proposals as “high-level
and preliminary’ and confirmed that they will
be subject to ‘further rounds of consultatien’.

SSE betieves that Ofgem’s proposals would
represent significant changes to the energy
market in Great Britain, It believes the
market is fundamentally sound, but is
participating constructively in Ofgem’s
process of consultation and will strongly
support steps which assist customers

and the competitive market in general.

On 10 May 2011, in a case at Guildford Crown
Court, SSE was found guilty on twe counts
{out of seven) relating te the use of direct
sales aids in February 200%. The case was
brought by Surrey County Council Trading
Standards. The sales aids in question are not
now in use, and SSE is confident that its sales
processes continue to be fair and responsibte.

SSE remains very disappeinted with the
verdict and is considering legat optiens,
which include the possibility of an appeal.
It has 28 days from the jury's verdict to
launch an appeal.

Financial performance in

Generation and Supply

Operating profit* in Generation and Supply
fell by 1.5%, from £896.0m to £882.8m.

it contributed 53.4% of SSE's total operating
profit* in 2010/11, The reasons behind this
performance are set out under ‘Increasing
adjusted profit before tax* in 2010/11" on
page 17.

Total revenue for Generation and Supply
was £27.2bn, which accounied for 3% of
SSE's total revenue in 2010/11, of which
£8bn was in relation to sales of electricity
and gas to industrial, commercial and
domestic customers.

Generating and supplying

electricity in Great Britain

During 2010/11, in Great Britain, S5E
[previous year's numbers in bracketsl:

-+ generated 42.9TWh, based on contracted
output of electricity from all thermal
power stations in which it has an
ownership interest (42.0TWh];

- generated 3.7TWh, based on contracled
autput from renewable scurces of energy
in which it has an ownership interest,
including pumped storage 14.0TWhI; and

- purchased 7.4TWh of electricity through
long-term contracts with other
generators (7.7TWhl.

During the same pericd, also in Great
Britain, it:

= supplied 27.7TWh of electricity to its
industrial and commercial customers; and

2 supplied 29.0TWh to its smatl business
and household customers.

This means that, during the year, S5E:

- generated or purchased under long term
contracts the equivalent of over $0% of
the electricity needed to supply all of its
custamers; and

= generated over 150% of the electricity
needed to supply its household and
stmall business customers.

Any net balances were traded in the
wholesale electricity market, thereby
centributing to its liquidity.

‘Profound developments’

in Generation and Supply

in its February 2011 report into future energy
scenarios, ‘Signals & Signposts’, Royal
Dutceh Shell said that, cver the next four
decades, the world's energy system will see
‘profeund developments’, It also said that:

= thereis a ‘'step change in energy use’,
as developing nations enter their most
energy-intensive phase of economic
growth, which could see underlying
global demand for energy triple from
its 2000 level by 2050;

=+ natural innovation’and competition could
spur improvements in energy efficiency
to moderate underlying demand;

=+ supply will struggle to keep pace with
demand - by the end of the coming
decade, growth in the production of
easily accessible oil and gas will not
maich the projected rate of demand
growth; and

= even if it were possible for fossil fuels
to maintain their current share of the
energy mix and respend to increased
demand, carbon dioxide emissions
would then be on a pathway that could
severely threaten human well-being.

The UK government's Annuai Energy
Statement 2010 predicted that demand

for electricity in the UK will double over

the next 40 years as a result of the need

10 electrify large parts of the heat and
transport sectors, It also said that for this te
have the required impact on emissions, the
electricity being consumed will need to be
almost exclusively from low carbon sources.

The ‘required impact’ refers to the fact that:

- under the EU Renewable Energy Directive,
the UK has a legally-binding target to
meet 15% of its energy requirements
from renewable sources by 2020 [for
Ireland, it is 16%); and

=+ under the Climate Change Act 2008, the
UK is required to achieve a reducticn of
34% in emissions of greenhouse gases,
such as carben dicxide, by 2020
[compared with 1990 levels).

k is in this context that SSE is managing

the operation of, and investment in, its
Generation and Supply business. As well as
being subject to a process of decarbonisation,
the UK energy sector will also become

more decentralised. The introduction of a
Renewable Heat Incentive in the UK, from
July 2011, which will in due course encourage
and support installations down to the
domestic level, is an examgple of this.

Consolidated Segmental Statement
Ofgem introduced a requirement on
electricity generators and suppliers

to publish a Consolidated Segmental
Statement [CSS) shawing revenue, costs
and profits from electricity generation

and electricity and gas supply activities.
SSE published its statement for 2009/10 on
28 September 2010, The 55 required SSE
to report financial information in a diiferent
way from which the Generation and Supply
business is operated. SSE’s next C55 will
be published by 30 September 2011.

Reparting requirements may evolve in the
coming years as part of Ofgem’s proposals
to ‘improve further the transparency in
verlically-integrated utilities’,
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Principles for management

of SSE’s Generation portfolio

The operation of, and investment in,
SSE's Generation portfolio is founded
on a series of principles:

-+ compliance: with all safety standards
and environmental requirements;

-+ capacity: 1o meet the electricity needs of
domestic and small business customers;

=+ diversity: to avoid over-dependency on
particular fuels or technologies:

3 availability: to respend to customer
dernand and market conditions;

- flexibility: to ensure that changes
in demand for electricity can be
addressed; and

- sustainability: to deliver a 50% cutin
the carbon dioxide content of electricity
produced.

A diverse Generation portfolio

5SE's 31 March 2011 pertfelio of 11,290MW
of capacity for generating electricity
compares with 11 330MW the year before.
During 2010/11 it:

+ commissicned YOMW of new onshore
wind farm capacity as a result of ils
investment programme;

-+ sold onshore wind farm capacity at
Ardrossan; and

-+ suspended operations at 120MW of
gas-fired generation capacity at Fife.

Subsequently, in April 201, capacity
totalling 96.8MW at three onshare wind
farms in Scotland and Nerthern Ireland
was sold after the end of the financial
year, in April 2011, for a cash payment
of E178.4m.

In line with the Generaticn principle
of diversity, SSE currentty mainiains
a balance between:

=+ gas- and coal-fired generaticn
capacity; and

=+ fossil fuet and renewable sources
of energy.

The practical application of this balance
means that SSE's Generation portfolio
comprised at 31 March 2011:

2 4,470MW of gas- and cil-fired capacity;

=+ 4 370MW of coal-fired capacity [with
biomass co-firing capability); and

= 2,450MW of renewable [hydro, wind
and dedicated biomass] capacity.

As a result of this, SSE has the greatest
diversity in fuels for generating electricity
among UK generators. This means it:
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= avoids dependency on a single
technotagy or commodity;

= has significant optionality in the
management of its power stations: and

- can manage effectively the risks inevitably
associated with primary fuel procurement.

Management of primary fuel procurement
risks is also assisted by the fact that SSE

is the largest generator of electricity from
renewable sources across the UK and Ireland.

Meeting longer-term energy requirements
SSE's long-term power purchase agreements
with Barking Power Ltd [in which it has a
30.4% stake], Derwent Cogeneration Ltd

lin which it has a 49.5% stakel and British
Energy all expired during 2010/11.

I order to provide continuing long-term
stability to the energy portfolic, further
contractual arrangements have been agreed
in recent years. These include the 15-year
tolling agreement with Marchwood Power
Ltd which commenced in 2009 and the
re-negotiated contract for electricity output
from Seabank Power Ltd entered into in 2008.

How SSE’s gas-fired power

stations performed

SSE owns 4,470MW of gas- and oil-fired
electricity generation capacity, including

its share of joint ventures but excluding Fife
Power Station [see below]. Good perfermance
in Generation and Supply is dependent on
plant at power stations being availzble to
generate electricity as and when required

by customer demand and market conditions.
During 2010/11, SSE's principal wholly-owned
gas-fired power stations [Keadby, Medway and
Peterhead] achieved 88% of their maximum
availability to generate electricity, excluding
planned outages, compared with 94%

availability in the previous year. The main
reason for the dectine in availability was

a generator fault at Keadby, which was
returned to service in early May 2011 after
successiul repair work was carried out.

From time-to-time, the stations at
Peterhead, Keadby and Medway have been
required o operate on a flexible "two shift’
basis. The requirement to do this is likely to
increase over the medium-term, and further
work is being designed by SSE's Engineering
Centre to apply modifications to support
mare frequent two shifting” in the future,

In addition, updated long-term gas turbine
maintenance contracts are being entered
into to support more flexible operations at
Keadby and Medway in the future.

Marchwood, the 840MW CCGT owned

by Marchwood Power Ltd, a 50:30 joint
venture between SSE and ESB International,
completed its first fult financial year of
commercial operation in 2010/11 and
achieved 93% of its maximum availability
to operate during the year. All of the
station’s output is contracted to 55E.

The amount of electricity generated by
SSE at gas-fired power statiens in which

it has an ownership or cantractual interest,
including CHP, was 29.3TWh in 2010/11
lincluding 13.3TWh from whelly-owned
stations], compared with 31.3TWh in the
previous year lincluding 15.4Twh from
wholly-owned stations).

All of S5E's power stations have to be able
to operate economically over the medium
term. The market for smaller gas-fired
generation has become increasingly
difficult. Fife Power Station was loss-making
in 2010/11 and was forecast to remain so,




32

Annual Report 2011

Scettish and Southern Energy

Market-based businesses (contnued)

Generation and Supply

particularty when the impact of the very high
transmission access charges that apply in
Scotland are taken inte account. As a result,
SSE suspended commercial cperations at
the plant in February 2013.

Investment eptions for

gas-fired power stations

The UK gavernment’s "Electricity Market
Reform’” consultation document, published in
December 2010, said that gas-fired generation
will ‘continue to play an important role in the
electricity sector - providing vital flexibility to
support an increasing ameunt of low-carben
generation and to maintain security of supply’.

In February 2011, SSE secured consent,
under Section 35 of the Electricity Act
1989, for the construction and operation

of a two-unit CCGT power station of up to
870MW at the Abernedd brownfield site in
South Wales. Subsequently, SSE released
Transmission Entry Capacity [TEC] rights
to reduce them to 450MW, and intends tec
pursue the development of a single CCGT
unit only - the most economic option in the
context of the development requirements
for a twe-unit site and of the medium-term
autloek for gas-fired generation.

An investment decision on the scaled-back
Abernedd project will not be taken until
next year at the earliest and will depend,
amongst other things, on the emerging
shape of the electricity market following the
UK government’s consultation. This means
that the power station, if built, will not he
operational until late 2015. When SSE
acquired Abernedd in May 2009, it was
envisaged that a two-unit, B70MW CCGT
would be develaped, with the first unit
becoming operational around 20i3.

SSE agrees that CCGT is a cleaner fossil
‘fuel technology, which has the necessary
flexibility to support security of suppties
as the presence of wind energy an the
eleciricity system increases, but believes
the right market signals need io be there
if the necessary investment decisions are
to be tzken.

SSE has potential options for additional
CCGT capacity at two other power stations:

= it has effective consent to develop
710MW of capacity at Keadby; and

=+ Barking Power Ltd, in which it has a
30.4% stake has consent to develop
new 470MW of capacity.

How SSE’s coal-fired power

stations performed )
SSE owns 4,370MW cf ceal-fired generation
capacity at three power stations: Fiddler's
Ferry, Ferrybridge and Uskrouth. The
stations alse co-fire fuels from renewabkle
sources in order to displace fossil fuels,
All of the capacity at Fiddler's Ferry and
Uskmovuth and half of the capacity at
Ferrybridge (over 3,300MW in totall complies
with the EU Industrial Emissions Directive
and so can remain operational beyond 2015
and up to 2023.

During 2010/11, SSE generated 13.8TWh of
electricity at its coal-fired power stations at
Fiddler's Ferry, Ferrybridge and Uskmouth,
compared with 10.7TWh in the previcus year
(excluding Uskmouth, which was acquired
in August 2009]. The stations achieved 84%
of their maximum availability to generate
electricity, excluding planned cutages,
compared with 92% in the previcus year,
Availability et Ferrybridge was affected by a
number of technical issues which emerged
during planned owtages and which were
subsequently resolved.

Nevertheless, all of S5E's coal-fired power
siations demonstrated their ablity to
operate flexibly in response to customer
demand and electricity market conditions
during 2010/11. The value of electricity
from coal-fired power stations was
demonstrated following the Japanese
earthquake in March 2011 and the political
upheaval in the Middle East.

Looking to the future of

coal-fired power stations

Existing coal-fired power stations still have
a significant part to play in maintaining

All of SSE’s coal-fired power stations
demonstrated their ability to operate
flexibly in response to customer
demand and electricity market
conditions during 2010/11.

secure supplies of electricity. Moreover,
the sites they occupy benefit from key
infrastructure such as:

2 electricity network connections;

- access to water necessary for power
generation gperations; and

=2 established transport links.

During 2010/11, SSE decided against
proceeding with the installation of
Setective Catalytic Reduction [SCR]
technology at Fiddler's Ferry after it was
confirmed that the EU Industriat Emissions
Directive [IED] means it can operate the
station far 17,500 hours between 2014
and 2023, even if SCR is not fitted to meet
new IED limits on emissions of nitrogen
oxides. SSE does, however, retain the
option of installing Selective non-Catalytic
Reduction technology at Fiddler's Ferry

if it is economically and environmentally
viable for it to do s0.

W is SSE's belief that no new coal-fired
power generation plant should be builtin
the UK without carbon dioxide abatement
and that no coal-fired plant without such
abatement should remain operational
beyand 2030. This is consistent with

the UK Committee on Climate Change’'s
recommendation that the UK shoutd commit
to a 0% cut in carbon dioxide emissions by
2030, with ‘radical decarbonisation’ of tha
electricity sector.

Future operations at 5SE's coal-fired power
stations, and the associated investment
decisions, will therefore be determined

by three main factors:

= the need to maintain and improve the
day-to-day performance of the stations
while they are operational;

2 the prospects for the developmant
of alternative sources of energy; and

= the continuing UK government
commitment to the development
of CCS technotogy.

Against this background, 35E's investment
strategy for Fiddler's Ferry, Ferrybridg
and Uskmouth is as follows: N

2 itis continuing to invest in the operation
and maintenance of the three stations.
with a total of £49.9m invested in the
stations in 2010/11;

-+ it is seeking planning consent so it has
the option to develop a multi-fuel facility
at Ferrybridge, using predominantly
refuse-derived fuels from which to
generate around 65MW of electricity:

2 itis developing a project at Uskmouth
to repower a coal-fired generating unit
into a 100MW biomass unit; and




33

= itis building Europe’s largest post-
combustion carbon dioxide capture trial
at Ferrybridge, in collaberation with
Doosan Babcock and Vattenfall, where
construction work ts now well under way
in advance of the trial beginning later
this year [see ‘Making progress on
Carben Capture and Starage’ below).

Making progress on Carbon

Capture and Starage {CCS)

Coal remains & critically important

fuel for the UK, because of its flexibility,
its availability and because it reduces
reliance an imported gas. As a result,
existing coal-fired power stations still have
a crucial role to play in maintaining secure
supplies cf electricity but, longer term,
the use of coal to generate electricity

will depend on the extent to which CC5S
technology can be applied to abate

carbon dioxide ernissions,

Moreover, if long-term targets for reducing
carbon dioxide emissions are to be met,
CCS technology will need to be applied as
widely as possible. The November 2010
decision by the UK government to include
gas-fired generation plant inits CCS
demonstration programme was a clear
recagnition of this.

Against this background, SSE has two
CCS projects under way:

-+ Coal at Ferrybridge: This project is
Europe’s largest post-combustion
carben dioxide capture trial. The scale
of the project, equivalent to SMW of
coal-fired power generating capacity
producing 100 tonnes of carbon dioxide
per day, bridges the gap between the
various laboratery-scale trials that are
under way and the larger-scale projects
envisaged by the UK gavernment. The
significance of the project therefore lies
in its scale and its ability to demonstrate
the opersticnal characteristics of
capture plant on an actual pawer
station and the performance of the
amine solvent on real flue gas. It is due
te become operational later this year; and

=+ Gas at Peterhead: The proposed project
will design and develop a full chain,
post-combustion CCS facility which will
be capable of capturing the CO; from one
385MW combined cycle gas turbine unit.
Current plans are that the CO, will then
be transported via an existing under
ground pipeline to St Fergus for further
compression and then transported via
an undersea pipeline to an existing gas
reservoir in the North Sea operated by
Shell UK. Limited that will have ceased
production and is being redeveloped by
CO, Deep Store. In May 2011, the UK

government announced that the

project is cne of seven CCS applications
to the European Investrnent Bank for
cansideration in the next round of the
EU's New Entrant Reserve scheme to
support CCS and renewable energy
projects across the EU. Up to three
such projects may be supported per
member state.

Securing value from ash

at coal-fired power stations

The overall sustainability of coal-fired
power stations has improved in recent
years. In October 2010, having previously
held a 49.9% shareholding, SSE assumed
100% ownership of RockTron (Widnes] Ltd,
now named SSE Mineral Solutions Ltd. It
cwns and operates an ash separation plant
at Fiddler's Ferry, where fresh and stored

‘| ash produced by the power station is

processed into marketable minerals and
materials such as cement substitutes.
Lang-term options for the plant are
currently being assessed.

Participating in the EU

Emissions Trading Scheme

Phase |l of the EU Emissions Trading
Scheme [EU ETS) began on 1 January
2008, Across its electricity generation
portfolio {taking account of contractual
sharas), SSE now has an allocation of

18.9 million tonnes of carbon dioxide
ernissions allowances per calendar year,
including the allowances for Marchwood
and Uskmouth. SSE’s emissicns allowances
requirement for 2010/11, beyond those
allocated under EU ETS, was 5.6 million
tennes. This compares with 4.9 million
tonnes in the previous year. During 2010/11,
the price of allowances ranged from around
€13/tonne to around €17/tonne.

From 2013, all of the carbon dioxide
emissions allowances for electricity
producers will be auctioned. Moreover, in
Budget 2011, the UK government announced
proposals for the introduction of & floor” for
the price of atlewances in the electricity
sector, 5o that they are around £14/tonne

in 2013, rising to around £30/tonne in 2020
{based on 2009 prices].

Tackling emissiens of carbon dioxide

In 2010/11, emissions of earbon dioxide
fram pawer stations in which S5E has an
ownership er contractual interest totalled
24,5 million tonnes, compared with

23.1 millien tonnes in the previous year,
reflecting increased output from coal-fired
power stations and the first full year of
operation of Marchwood Power Station.
SSE's carbon emissions data is externally
verified by a UK Accreditation Service
[UKASI-accredited organisation,
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S5E’s target is to reduce the amount

of carbon dioxide per kitewatt-hour of
electricity generated at plant in which it
has an ownership or contractual interest
by 50%, between 20054, the first full year
alter it acquired coal-fired power stations,
when it was just aver 600g/kWh, and 2020,
On this basis, its carbon intensity in
2010/11 was 504g/kWh, compared with
4%4g/kWh in the previous year, reflecting
the increase in carbon dioxide emissions
described zbove.

SSE expects to achieve its 2020 target by:

- reducing output of electricity from
coal-fired power stations;

- optimising the efficiency with which
primary fuel is converted into electricity
at gas-fired power stations; and

= increasing significantly the output of
electricity from renewable sources.

More broadly, SSE has joined other energy
companies in Europe in calling for the £4U
to adopt a greenhouse gas emissions
reduction target of 25% {up from 20% at
present] as part of a long-term move away
from fossil fuel-based electricity generation
and full decarbonisation by 2050.

SSE's position in the Carbon

Disclosure Project [CDP)

In September 2010, SSE was commended
by the CDP, which represents over 500
institutional investors with US$44 trillion in
assets under management, for its approach
to climate change disclosure and for the
action it is taking to reduce global emissions
and mitigate the risks of climate change.

SSE is featured in:

= the Carben Disclosure Leadership
Index which highlights the constituent
companies within the FTSE Global
500 which have displayed the most
professional approach to cerporate
governance in respect of climate
change disclosure practices; and

< the Carbon Pericrmance Leadership
tndex which hightights those
comganies which have demonstrated
commitment to strategy, governance,
stakehelder communications and,
most of all, emissions reduction
in their COP responses.

Renewable energy - overview

The EU Renewable Energy Directive means
that the UK has a tegally-binding target

to meet 15% of its energy requirements
from renewable sources by 2020; for Ireland,
the targetis 16%. In practice, this means
that over 30% of the countries’ electricity
reguirements will have to be met from
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renewable sources, up frem arcund 6.5%
and 14.5% respectively at present.

The drive for additional renewable socurces
of energy is supported by public policies
1o encourage the necessary investment
by enhancing the value of the output.

The key policies are:

- the Renewables Obligatien in the
UK, under which generators receive
Renewable Obligation Certificates
[ROCs) for electricity generated
frem eligible renewable sources
and electricity suppliers are required
to source an increasing progortion of
their electricity from eligible renewable
sources; and

3 the Renewable Energy Feed In Tariff
[REFIT] in the Republic of Ireland, which
supports renewable energy by providing
a guaranteed price for output and a 15%
rebate [subject te a cap! on suppliers’
purchase of REFIT energy.

The existence of these schemes is a
practical demonstration of the fact that the
viability of wind energy remains dependent

on government-sponsored financial support.

The UK government’s work on Electricity
Market Reform is expliciily designed to make
sure that low carbon technologies such as
energy from renewable sources ‘become a

more atiractive choice for investers’. As a
result, SSE does not detect or foresee any
weakening of public policy commitment ta
renewable energy in either the UK or Ireland.
Nevertheless, it remains a key priority for SSE
to avoid dependency on a single generation
technology or related financial support.

Increasing capacity for renewable energy
At 31 March 2011, SSE had almost 2,450MW
of commissioned renewable energy capacity
in the UK and Ireland, including its share

of joint ventures, comprising:

1.190MW conventicnal hydro;
210MW anshore wind;

SMW offshore wind:

B0MW dedicated biomass; and
300MW pumped storage,

L P A

Of this, output from over 850MW qualifies
for ROCs, the key financial support scheme
for renewable energy in the UK, with:

= 1.0 ROCs/MWh for qualifying hydro and
onshore wind;

=2 1.5 ROCs/MWh for qualifying dedicated
biomass; and

= 2.0 ROCs/MWh for qualifying ofishore
wind.

In the year to 31 March 2011, SSE has
commissioned almost $0MW of new

onshore wind farm capacity. It bas also
disposed of capacity as follows:

= in May 2010, it sold its equity interest
[which was 51% on 31 March 2010,
increasing to 100% in April 2010) in the
30MW Ardrossan wind farm to Infinis,
a Terra Firma company, in a transactien
with a tolal vaiue of £53.8m; and

= inApril 2011 it sold its 100% interest in
three onshore wind farms in Scotland
and Northern Ireland with a total
capacity of 96.8MW, also to Infinis
for a cash payment of £178.4m.

All of the electricity generated from the
capacity disposed of in Scotland is sold
te a third party.

The net result is that SSE remains on
course to ewn around 3,500MW of capacity
for renewable energy that is in operation or
under construction in the UK and Ireland by
the end of 2012/13, This will mean SSE is:

-+ making a significant contribution to the
achievement of the legally-binding 2020
targets for renewable energy in the UK
anad Ireland;

- harnessing water and wind, which are
free and indigenous sources of primary
energy; and

<+ reducing its exposure to volatile prices
for fossil fuels, which are becoming
more difficult to source while also being
in much more demand around the world.

Producing electricity from

renewable sources

Total output frem all of SSE's conventional
hydro electric schemes, wind farms and
its dedicated biomass plant was 4,411GWh
during 2010/11, compared with 4,678GWh
in 2009/10. It was around 20% lower than
forecast because of dry and still weather
conditions experienced during the year,

Producing electricity from

hydro electric schemes

SSE owns and operates just over 1,450MW of
capacity in hydro electric schemes, including
the 300MW pumped storage facility at Foyers,
on Loch Ness. In the last 30 years, electricity
output from conventional hydro electric
schemes has ranged from a high of 3,896GWh
to a low of 2,429GWh. During 2010/11
[previous year's comparison in brackets]:

-+ total output from all of SSE’s conventional
hydro electric schermes was 2,558GWh
[3,016GWh]: and, within this,

-+ total output from S5E’s hydro electric
capacity qualifying for ROCs - just over
500MW - was 1,193GWh (1,436GWh].

As at 31 March 2011, the total amount of water
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held in SSE's reservoirs which could be used to
generate eleciricity was 41% of the maximum,
compared with 52% in the previous year,

Restoring generation at the

Glendoe hydro electric scheme

In August 2009, SSE identified a blockage
caused by a fall of rock in the tunnel carrying
water from the reservoir {0 the power station
at the 100MW Glendoe hydro electric scheme,
thus stopping operations at the power station.
The first of the two new tunnels required to
by-pass the blockage in the existing tunnel
has been completed and wark on the second
tunne! has progressed beyond the geological
fault zone at the site. This wark is being
underiaken by BAM Nuttall.

If good mementum is maintained, the
process of re-filling the reserveir at Glendoe
is expected to begin this winter and electricity
generation should resume in the first half of
2012. Meanwhile, SSE is continuing 1o make
sure that the contractual and insurance
issues arising from the fall of rock are dealt
with satisfactorily.

Options for investment in

hydro electric schemes

Hydro electric schemes which use
impounded water to generate electricity
have an important part to play in meeting
peak demand and also complement the
variable output from the grewing number
of wingd farms, SSE has developed four main
options for new hydro electric schemes:

2 Kildermorie: In September 2010, SSE
received consent to develop a new
7.5MW hydre electric power station near
Ardross in Ross-shire. It will consist of a
new dam and storage reservair, a buried
pipeline and a semi-buried powerhouse
with asseciated tailrace. Construction is
likely to begin in the second half of 2012;

= Sloy: In September 2010, 55E secured
fram Scottish Ministers consent to
develop a 60MW pumped storage scheme
as part of its 152MW Sloy power station,
near Loch Lomand. This means that, in
addition te electricity produced from
waler collected and held in the Loch Sloy
reservoir, Sloy will be able to generate
an additional 100GWh of etectricity in a
typical year using water pumped from
l.och Lemond to the reservoir. SSE now
expects that developing a pumgped storage
facility at Sloy will require investrment
of around £40m, and is expecting to
take a final decision on the investmeant
after it has campleted further technical
and engineering studies and considered
the outcame of the UK government’s
consultation on Electricity Market Reform;

- Coire glas: SSE is proposing to develop a
new large scale pumped storage scheme

at Loch Lochy with an instatled capacity
of between 300MW and 400MW and a
capability to produce in excess of
1.000GWh of electricity in a typical year.
A planning application for the scheme is
expected to be submitted during 2012; and
-+ Balmacaan: SSE is also proposing to
develop a 300MW-400MW pumped
storage scheme at Loch Ness, with a
similar expected electricity output to
Coire glas. While this project is entirely
independent of Coire glas, it is at a
similar stage, a similar timetable for
submitting 2 planning application is
envisaged and the two projects are
managed by a single development tearn.

Construction of Coire glas and/or
Balmacaan would not begin before 2014
at the earliest and, subject to planning
consent, SSE will have the option to build
neither, ane or both of the schemes. They
would be the first new pumped storage
schemes to be developed in Great Britain
since work began on the Dinorwig scheme
in Wales in 1974,

Final decisions an these and on other
renewable energy developments will

atso depend upon acceptable charging
arrangements being in place for the use of
the transmission network in Great Britain,
an issue which is the subject of the Project
TransmiT review launched by Ofgem in
September 2010.

Producing electricity from wind farms

At 31 March 2011, SSE owned and operated
F10MW of wind farm capacity and output
during 2010/11 was as follows [previsus
year's camparison tn brackets):

2 739GWh in the UK, [615GWh]: and
=+ 914GWh in the Republic of Ireland,
1829GWh].

On average, the turbines at SSE’s wind
farms in the UK and Ireland achieved 97%
of their maximum availabitity to generate
electricity, the same as in the previous
year. Their average load factor was lower
than expected, at 24%, compared with
26% in the previous year, due to the stilt
weather conditions experienced during
much of the year.

Developing wind farms

to produce electricity

When SSE entered into the agreement

to acquire Airtricity in January 2008, the
combined husiness had just over 870MW of
onshore wind farm capacity in operation, in
constructicn or with cansent for development
in the UK and Ireland. At 31 March 2011, this
had more than doubled, to over 1,200MW,
comprising around [netl:
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7 10MW in operation;

710MW in construction or
pre-censtruction; and

- over I00MW with consent for
development.

+ 4

in addition, SSE has also submitted for
approval by the relevant planning autherities
in the UK and Ireland proposals for onshore
wind farms with a total capacity of over
BOOMW. This includes its share of the
capacity contained in the proposal by Viking
Energy, the joint venture between Viking
Energy Ltd (which is 90% awned by the
Shetland Charitable Trust] and SSE to
develop on Shetland’s Central Mainland
awind farm with a capacity expected to

be around 450MW.

In addition to its onshore capacity, SSE has

offshore wind farm capacity in operation or
under censtruction totalling almost 350MW,
comprising:

- a 50% stake in the 10MW Beatrice
offshore wind farm in the Moray Firth;

=+ a25.1% share of the 367MW Walney
offshore wind farm now under
construction in the Irish Sea; and

-+ 2 50% share of the 500MW Greater
Gabbard development now under
construction in the outer Thames Estuary.

This means that SSE now has 3,750MW of
renewable energy capacity (onshere wind,
offshore wind, hydro and dedicated biomass]
in aperation, under construction or with
consent for developmentin the UK and

the Repubtic of Ireland. This excludes the
possible Arklow wind farm scheme off

the east coast of the Republic of Ireland.

Maximising electricity

ocutput from wind farms

While capacity, as measured by megawatts,
is of central importance in on- and offshore
wind farm development, there are four other
critical factors which help determine the
electricity output from that capacity and
thus the value ¢f any development:

3 site selection;

= wind analysis carried out by a
specialist team;

= site optimisation to maximise output,
including turbine layout; and

- turbine selection to match turbine
characteristics with wind canditians
and ensure reliability.

SSE has an experienced wind energy
develocpment team comprising more than
250 people with the specialist skills to make
sure that these factors are rigorously applied
so that the electricity output from the wind
farm capacity it develops is maximised.
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Onshore wind capacity - MW

GGOWL remains in 2 contractoal

Building new onshare wind farms

The main projects within S5E’s onshore
wind farm construction portfolio are Clyde
(350MW] in South Lanarkshire, Griffin
[154MW] in Perthshire and Gerdonbush
[70MW] in Sutherland:

- Clyde: Consent has been secured

from North Lanarkshire Council for

the development of a permanent new
primary radar facility to provide the
necessary tevel of coverage for the site,
and construction work on the new facility
has begun. It shoultd beceme operational
in early 2012. To ensure aviation safety
in the meantime, a temporary solution

is being reached following extensive
discussions involving the Civil Aviation
Autharity and NATS {En Routel plc. As a
result, the first generation cf electricity
is expected in the next few weeks and
the most advanced of the wind farm’s
three sections, South {130MW], should
still be completed by around the time

of SSE's six-month financial results
announcement in Novernber, The

wind farm as a whole is on course fer
completion in 2012. This is censistent
with the timetable set cut in SSE's Annual
Report 2009. The wind farm is expacted
ta produce over 1,000GWh of electricity
in a typical year and its totat construction
cost is forecast to be over £500m;
Griffin: Construction work is well under
way at the site, and the installation of
turbines at the site has started, with

the first electricity being generated
earlier than expected in the first week

of May 2011. The wind {arm should be
comgleted in the spring of 2012. The
electricity cutput is expected to be
hetween 350GWh and 400GWh in a
typical year and the construction cost

is expected to be over £200m; and
Gordonbush: Construction work is

well under way at the site, with turbine
delivery and installation due to begin
later this year. The wind farm should be
commissioned around the end of the
current financial year. The electricity
output is expected to be around 180GWh
in a typical year and its canstruction cost
is expected to be just over £100m.

In addition to Clyde, Griffin and Gordenbush,

SSE has the following onshore wind farm
projects currently under censtruction or
pre-construction in the UK and Ireland
(MW are SSE's sharel:

Slieve Kirk [27MW];
Calliacher [2Z7TMW);
Athea [19MW);
Gtenconway [19MW);
Rathcahitl [12MW);

Tiev [1OMW);

Balmurrie Fell (FMW];
Tilbury (FMW); and
Bindoo Extension (MW,
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SSE has also completed the acquisition,
frorn RES, of a 34 turbine/68-85MW wind
farm project for which consent for
construction has been granted at a site
close to its Keadby power station in North
Lincolnshire. As a result, Keadby has
become SSE's first consented wind farm
in England. Subject to a final investment
decision, SSE expects to begin construction
of the wind farm during 2012/13, with work
expected to take up to 18 months. Keadby
is expected to be part of SSE's investment
pragramme to 2015,

Building new offshore wind farms

SSE is developing Greater Gabbard in
partnership with RWE npower renewables
[through Greater Gabbard Ofishore Winds
Limited] and Watney in partnership with
DONG Energy [through Walney [UK]
Offshore Windfarms Ltd) and believes that
partnerships of this kind represent the best
means of managing the risks associated
with offshore wind farms and maximising

the development and canstruction capability:

- Greater Gabbard [300MW development;
SSE stake in Greater Gabbard Offshore
Winds Limited - 50%!): Over 70% of the
project’s assets are instalted. All 140
monopile foundations are in place at
the wind farm and 108 turbines have
been installed. Turbine installation will

resume later this year; in the meantime,

other work at the site will continue,
including subsea cabling. The first
17 turbines have now been energised,

dispute with Fluor Limited, the principal
contractor for the wind farm, relating
to the need for assurance of the quality
of potentially up to 52 of the turbine
foundations used in the early stages
of development. Despite these issues,
the wind {farm remains scheduled to be
completed as planned in 2012, although
there is some potential risk to this
timetable as a result of the GGOWL/
Fluor Limited dispute, The total annual
electricity output is expected to be
around 1,900GWh in a typical year, of
which SSE will take half, and SSE's
share of the construction cost is
expected to be around £450m
lexcluding the cost of connection
to the electricity gridk and

<+ Walney [367MW development; SSE stake
in Walney (UK] Offshore Windfarms Ltd -
25.1%}: AlL 51 turbines for the first phase
of the wind farm have been instailed
and all the array cables have been put
in place and connected to the turbines.
The first 43 turbines have now been
energised and the whole of phase one
of the wind farm {183.6MW] is expected
to be completed in early summer.
Construection of the second phase of
the wind farm is now under way, with
the wind farm as a whole on schedule
for full commercial cperation in 2012.
SSE's share of the construction cost is
expected to be around £250m (excluding
connection to the electricity grid).

Developing more new offshore wind farms
SSE's priority for the next year is the
successful completion and commissioning of
Greater Gabbard and Walney. These projects
have given it significant experience of offshore
wind farm development and construction,

SSE believes that harnessing the power of
offshore wind will enable the UK to generate
significant amounts of low-carbon electricity
from a renewable source and thereiore help
meet the country’s energy security and
climate change objectives. Against this
background, it intends to maintain an orderly,
phased and continuing programme of
devetlopment, with the next two offshore wind
farm projects to be developed taking priority:

-+ the S00MW Galloper wind farm,
close to the existing Greater Gabbard
development, a 50:50 partnership with
RWE npower renewables; and

- the 1,000MW Beatrice wind farm in
the Moray Firth, a 75:25 partnership
with Seaknergy.

Planning applicatians in respact af these
developments are expected to be submitted
in the course of 2011/12. Beyond this, 55&
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has secured fram The Crown Estate rights
for the possible devetopment of additional
offshore wind farm assets later in the
decade with a total potential capacity of up
to 4.8GW [net]. SSE's disciplined approach
to the consideration af the options that such
rights have given it was demonstrated by its
decision, in February 2011, to halt work an
the development of its proposed offshore
wind farm at Kintyre following detailed
environmental studies and consultation
with local stakeholders.

Building a supply chain for offshore wind
Offshore wind farms are a new and
evalving technclogy, and fulfilling their
potential requires the development of a
sustainable supply chain, including design,
manufacture and installation. Mareover,
they are characterised by high up-front
capital costs, on which it is vital to exert

a downward pressure.

in response to this, SSE has:

=+ entered into a joint venture with Marsh
Wind Technology Ltd, the UK subsidiary
of Marsh Global Holdings Ltd, which has
completed the purchase of the Skykon
wind turbine tower manufacturing
and assembly plant at Machrihanish,
Campbeltown, from its Administrators,
in May 2011;

+ formed an alliance of companies,
including Siemens, to collaborate on its
offshore wind programme, with the aim
of securing substantial reductions in the
cost of delivered power, in February 2011;

=+ signed a strategic agraement with
Mitsubishi to co-operate on lew carbon
energy deveiopments, in July 2010; and

= acquired a 15% stzke in Burntisland
Fabrications (BiFabl, the offshore energy
structure fabricator, in April 2010. In
addition to the equity stake, SSE secured
an agreemnent with Bifab for the supply
of at least b0 jacket substructures
annually to support SSE’s offshere
wind developments.

The energy potential of offshore wind is vast,

and in a resource- and carbon-censtrained
warld it is potential that needs to be fulfilled
while developing an effective supply chain
and keeping ¢osts as low as possible. SSE
is aiming to do this through these initiatives,
and others such as engeing participation

in the Carbon Trust's Cffshore Wind
Accelerator, a research and development
initiative to reduce costs.

Establishing an intermediate holding
company for offshore renewable energy
SSE has decided to establish a single
intermediate holding company for all of
its offshore renewable energy assets and

interests [mainly windl, including assets
in gperation, under construction erin
development. It will be whelly-owned

by SSE for the foreseeable future and its
establishment will give SSE a company for
the financing of offshore renewable energy
developments. The new company is likely
to be formed during 2011/12.

Developing marine sources of electricity
The UK enjoys major advantages in the
development of marine energy technologies,
with the huge potential rescurce of marine
energy itself, allied to significant
commitment to the operation and
development of testing facilities. While
marine energy could play some part in
helping to meet renewable energy targets
set for 2020, its longer-term potential is
much more significant and itis in that
context that marine energy developments
should be considered.

SSE has a two-pronged approach to the
development of marine energy technologies
and to futfilling the potential of marine
energy resources:

=+ it has a 43% stake in the wave
energy developer, Aquamarine Power,
following further investment of £2.7m
in November 2010, taking the total
over the past three years to £19.8m.
Aquamarine Power is currently
developing an innovative wave energy
converter, Oyster 2, which is expected
to be deptoyed during 2011. Its existing
Oyster device has been undergoing sea
trials at the Eurapean Marine Energy
Centre in Orkney; and

= it currently retains exclusive rights from
The Crown Estate to develop 400MW aof
wave and tidal energy at sites in the
Pentland Firth and Orkney Waters and a
further 400MW with Aguamarine Power
and OpenHydro. SSE has submitted an
application to National Grid for an
electricity connection relating to three
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of these sites and is working closely
with The Crown Estate and other
stakeholders to develop applications
to construct the devetlopments,

Generating electricity from

atternative sources like hiomass

SSE’s plant at Slough has a current
generating capacity of BOMW and remains
Ihe UK's largest dedicated biomass energy
facility. Curing 2010/11, it produced 200GWhH
of electricity from renewable sources,
compared with 218GWh during the previous
year. Qualifying output from dedicated regular
biomass plants attracts 1.5 ROCs per MWh.

Looking ta the future of alternative energy
The plant at Slough has given SSE practical
experience which it can deploy when
considering investment in biomass and
other alternative fuels such as those
derived from refuse {ROF], Such fuels could
play & very valuable role in securing firm,
contrellable generation of electricity from
renewable sources to complement other
more variable sources such as wind. S5E
has developed a diverse range of options
from which to select potential investments
which could deliver up to 250MW of new
alternative energy capacity:

= the possible 65MW multi-fuel CHP facility
at Ferrybridge [see ‘Looking to the future
of coal-fired power stations” on page 32);

=+ the possible re-pewering of an entire
coal-fired generating unit at Uskmouth
into a 160MW biomass unit, fuelled
by an industriat grade wood pellet
(see page 32 alsol: and

= the possible re-powering of the Slough
piantintc  new 80MW bicmass unit.

The creation of RDF for use in electricity
generation is a practical means for
crganisations to avoid Landfill Tax, and the
generator is, therefore, paid to take the fuel.
At the same tirme, the reliability of fuel
sources ts often a critical issue in any

The energy potential of offshore wind
is vast, and in a resource- and carbon-
constrained world it is potential that
needs to be fulfilled while developing
an effective supply chain and keeping
costs as low as possible.
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alternative energy development. A major
milestone in the development of the multi
fuel plant at Ferrybridge was achteved in
April 2611 when 3SE, the joint venture
partnership between Shanks and SSE, was
confirmed as preferred bidder for the waste
frem Barnsley, Doncaster and Rotherham
Council areas [BDRI. After Shanks has
processed the waste, the resultant fuel

will secure, locally, around one fifth of the
overall requirements of the proposed plant.

In addition, Forth Energy. the jeint venture
between SSE and Forth Ports PLC, has
now submitted planning applicatiens ta
develop dedicated biomass power siations,
with a tatal capacity of 500MW, at four sites
in Scotland.

In May 2019, SSE took partin a £13.5m
agreement o invest in the construction

af Scatland’s largest biogas plant at a
former landfill site at Barkip in Neorth
Ayrshire. The investrment made SSE the
first energy company in the UK to commit
ta the construction and aperation of an
anaerobic digestion biogas plant of this
type. The site will be capable of processing
around 75,000 tonnes of waste (such as
food, manures and organic effluent sludges)
annually, producing around 2.3MW of
renewable etectricity. It has received its first
loads and has entered the commissioning
phase, after the successful completion of
plant censtruction.

Bicgas developrments such as Barkip

have the potential to provide an important
sustainable energy solution, capturing the
energy contained in waste. They offer
apperlunities beyond on-site electricity
generation to include connections to the
gas distribution network, an issue that will
be of increasing significance in the future
as changes are made to the source of heat
for buildings in the UK, in line with the
Renewable Heat Incentive. Progress at
Barkip is, therefore, of direct interest

to both SSE and SGM.

Investing in new ventures in energy

SSE Ventures [SSEV] was sel up in 2007 to
develop and grow a portiolio of investments
in small and medium-sized enterprises
offering renewable, sustainable and energy

efficiency-enhancing products and services.

Amongst other things, investments were
made to help SSE anticipate, be at the
forefront of and adapt to the kind of changes
in energy production and consumption that
are likely to occur over the next decade.

Since its establishment, SSEV has investec
or committed to invest a cumulative total
of £138.4m, including equity and loansin a
total of 40 companies. It is now examining

its strategy to ensure the optimum appreach
to investment in these companies in the
years ahead.

A cautious approach to nuclear

power development

It is expecied that the total capacity of the
UK's nuclear power slations will fall by over
7,000MW by 2020, even if advanced gas-
cooled reactor {AGR) stations are allowed
by the Nuctear Installations Inspectorate to
operate for five years beyond their existing
planned closure dates.

In November 2010, SSE said in iis six-
month financial statement, that: 'the cost,
development issues and timetable and
operational efficacy of nuclear power
stations ail require the greatest possible
scrutiny before a commitment to invest in
new nuclear power stations can be made’.
This was before the devastating events at

Generation priorities
in 2011/12 and beyond

SSE's key operational objective in Generation
during 2011/12 is ta be consistent with its
established principles and in particular:

-+ comply fully with all safety standards
and environmental requirements;

=+ ensure power stations are available to
respond 1o customer demand and market
conditions; and

-+ operate power stations efficiently 1o achieve
the optimum conversion of primary fuel into
electricily,

During 2011/12, SSE expects to invest almost
£1bn in maintaining and upgrading existing

generation assets and in developing new assets.

Its Engineering Centre supports the process of
asset maintenance and investment, Against this
background, SSE’s investment priorities are to:

=+ complete asset maintenance and
refurbishment programmes on time
and on hudget;

2 maximise the potential for existing thermal
power stations (o operate flexibly;

- meet key milestones in new asset
development and construction; and

=+ make progress in developing the diverse
range of investment options it has created
for the second half of this decade.

- SSE's investment programeme is designed to

Fukushima, which have thrown these issues
into even sharper relief,

Nevertheless, SSE continues to believe
that the development of new nuclear power
stations should be an option for the future.
Its joint venture with GDF Suez SA and
Iberdrola SA, NuGeneration Ltd [NuGen),

in which it has a 25% stake, is developing
plans for a new nuclear power station of
up to 3.6GW on land adjacent to Sellafield
in Cumbria, for which it secured an option
in Octaber 2009.

These plans will be prepared in consultation
with safety authorities and local stakeholders
and should be submitted for consideration
by the relevant planning autharities, with
the aim of a finat investment decisien being
taken in the middle of the decade, On this
basis, any new power station would not be
commissioned until 2023 at the earliest.

abate the envirenmental impact of existing
assets and extend their working lives and to
deliver new assets, principally in renewable
energy but alse other forms of generation. All
of this will support security of energy supply.

This focus an good operational performance
and on effective investment is designed to

give SSE a balanced portfolio of efficient
electricity generation assets, with a diminishing
environmental impact, in which its exposure to
fossil fuel price volatility is increasingly diluted.

SSE will atso actively seek to maintain optionality
and diversityin the future development of its
generation portfalio so that it remains on course
to reduce by 50% the carbon dioxide intensity of
electricity produced at power stations in which

it has an gwnership or contractual interest,

aver the period from 2004 1o 2020.

The tuture development of its portfolio will
depend to a significant extent on the outcome of
the UK government’s consultation on Electricity
Market Reform. SSE believes a workable
package of reforms can emerge from this
process, based around carbon price support, a
mechanism to reward all electricity capacity that
is available 1o generate electricity. and continuing
support for the production of electricity from
renewable sources. The UK government is
expected ta publish a White Paper later this year.
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Supply

SSE's approach te retaining

and gaining customers

Long-term success in energy supply
depends on the supplier’s ability te retain

and gain customers. SSE aims to do this by:

-+ offering consistently competitive prices
over the medium term;

= delivering the highest possible quatity
of service; and

=+ providing market-leading products
and services to help transform energy
consumption.

Energy supply has one key characteristic
which makes it different from almast
any other sector: there are specific
requirements on energy suppliers to help
reduce their customers’ consumption af
electricity and gas. This means that
sustzinable performance in energy
supply is about detivering services and
adding value to customers in ways which
support this movernent towards greater
energy efficiency.

In¢reasing customer numbers

in GB and lreland

SSE supplies electricity and gas in Great
Britain and lreland as:

Secuthern Elactric and SSE [England];
Swalec [Wales;

Scottish Hydro (Scotland];

Atlantic; and

Airtricity [Northern Ireland and the
Republic of frelanal.

el

During 2010/11, it achieved a net gain of
300,000 energy customer accounts in Great
Britain and Ireland, taking the total ta 9.45
million. It alse achieved a small increase in
the number of horme services customers,
taking the total to 420,000, SSE's customer
accounts therefore totalled 10.07 million
and at 31 March 2011 comprises:

=+ 5.14& million househcld electricity
customer accounts in GB;

-+ 3.57 millien household gas customer
accounts in GB;

= 430,000 business eleciricity and gas
sites in GB;

- 490,000 energy accounts in Northern
Iretand and the Republic of Ireland
{90% household and 10% industrial
and commerciall; and

=+ 420,000 home services customer
accounts, including gas boiler, central
heating and wiring maintenance;
instaltation products and services;
telephone tine rental, calls and
broadband services.

The increase in customer account

numbers was therafore the result of
success in freland where, in April 2011,
SSE through Airtricity, passed the 500,000
customer accounts milestone, In contrast,
there was a slight reduction in customer
numbers in Great Britain in the second half
of the year, reflecting the highly competitive
market conditions.

Within the total. 3.05 million customer
accounts in Great Britain are for loyatty
products such as:

-+ energyplus Argos, which rewards
customers with meney-off discount
vouchers;

-+ energyplus Pulse, under which
customers are able to support the
British Heart Faundaticn {which received
almost £120,000 from SSE in respect of
energyplus Pulse custemers during
2010/11, taking the total since the
product was launched to almost £1.3m);
and

-+ M&S Energy. available to customers
through M&5’ stores and website.

SSE's customer growth is partly founded

on telephone and face-to-face sales. Ofgem
introduced new ticence conditions to govern
sales processes in 2809 and in September
2010 launched an investigation to ‘establish
whether’ four suppliers, including SSE, are
complying with the licence conditions. SSE
is committed to high standards in its sales

Using energy more efficiently is the
fastest and most cost-effective way
of reducing customers’ energy costs,
sustaining supplies for the long term

and reducing emissions of carbon dioxide.
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processes and is co-operating fully with the
investigation, which is ongoing.

Customers’ use of energy

is continuing to decline

On a weather-corrected basis, S5E
househald customers have continued to
reduce their use of energy, and on an actual
basis in 20310/11 SSE household customers
used, on average:

= 543 therms of gas, compared with
558 therms in the previous year, and
598 therms in 2008/09; and

> 4,408kWh of electricity, compared with
4,465kWh in the previous year, and
4,748kWh in 2008/09.

As a result of the underlying fall in energy
censurmption, households are less exposed
to the impact of high unit prices than they
otherwise would be.

Helping customers use less energy

Using energy mare efficiently is the fastest
and most cost-effective way of reducing
customers’ energy costs, sustaining
supplies for the long term and reducing
emissions of carbon dioxide. As an energy
supplier, SSE has obligaticns under the
Carbon Emissions Reduction Target [CERTI
scheme to deliver energy efficiency
measures to hauseholds throughout

Great Britain 2nd in 2010/11 funded the
installation of cavity wall insulation in 87,000
hames and left insulatien in 104,600 homes
{excluding DIY insulation].

In its CERT Annual Report, a review of
CERT in 2009/10, published in August
2010, Ofgern stated that SSE had met 78%
of its overatl carbon emissions reduction
obligation for the three years to 2011. 55€
is the energy supplier which has delivered
the highest share of its CERT obligations
through appliances, via a number of
consumer electronics schemes. These
have the benefit of helping to address
directly demand for electricity.

Cemplementing CERT, the Community
Energy Savings Programme [CESP) is an
obligation placed on energy suppliers and
electricity generators ta make savings in
customers homes by helping to install
energy efficiency measures. The pregramme
is designed to ensure that suppliers work in
the lower income areas and to incentivise a
‘whole house’ approach te energy savings.
SSE's first CESP programmes got under way
in 2010/11 at lacations throughout England,
Scotland and Wates.

CESP and CERT will be superseded by
the ‘Green Deal” and Energy Company
Obligation [ECO] when they are introduced:
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=+ the Green Deal is a new financing
mechanism for customers seeking
to install energy saving measures,
featuring a Golden Rule under which
the expected financial savings arising
from the measures must be equal
to or greater than the costs attached
to the energy bill; and

2 the ECO wili replace the obligations
arising from CERT and CESP, with
suppliers expected to focus assistance
on the poorest and most vutnerable
households and the hardest-to-treat
properties, which may not be able to
take advantage of the Green Deal.

The Green Oeal and ECO are subjects

of the Energy Bill, which is making its
way threugh the UK Parliament and are
expected to be implemented, following
extensive secondary legislation, from 2012,
The Secretary of State for Energy and
Ctimate Change will be responsible for
determining what energy efficiency
measures will be eligible fer the Green
Deal, and providing such measures could
represent a significant opportunity for
SSE to market products and services.

Helping vulnerable customers

The UK government has appointed
Professar John Hills to lead an independent
review of fuel poverty. A househaold is
currently classed as being in fuel poverty
if it would need to spend more than 10%
of its income on fuel to keep their home
warm enough. The review will examine the
definition of fuel poverty and the government
targets relating to it. It is expected fo
conclude in 2012.

SSE believes that any type of paverty,
including fuel poverty, results fundamentally
from an individual or heusehold having
insufficient income, Nevertheless, SS5E
fulfils two key responsibilities in order to
help those of its customers whe struggle

te pay for their basic energy needs:

=+ under the voluntary agreement struck
with the UK government in 2008, S5E
operated schemes with a value of around
£28m in 2010/11 1o help vulnerable
customers. It introduced a tiered
approach to assistance, featuring its
energyplus Care tariff, rebate tariffs
and other services, and helped around
200,060 customers in the year. This
agreement has now been replaced
by the Warm Home Discount, which
requires energy cempanies to give
discounts on energy bills to vulnerable
customers; and

= SSE helps customers whe may be having
difficulties in paying far the electricity
and gas ihey use by offering tailor-made

payment arrangements that suit their
financial and other circumstances. In
March 2011, over 240,000 customers
were taking advantage of these
arrangements.

Retail energy bills in Great Britain

SSE increased its prices fer household gas
supply by 9.4% on 1 December 2010. Forward
annual wholesale prices for gas rose by over
25% in the pericd between March 2010, when
SSE previously announced a package of
changes to prices ior household gas, and
October 2010, when the price change was
announced. Throughout this time, domestic
gas supply was a loss-making activity for
SSE and its gas supply business, Socuthern
Electric Gas, has traded at a loss for most
of the past few years.

In Novernber 2010, Ofgem adopted, for
analytical and comparative purposes, a new
typical annual domestic gas consumption
of 16,500kWh, a reduction of 4,000kWh,
following a consistent decline in average
domestic gas consumption levels. This
demonstrated that the co-cperation seen

in recent years between energy suppliers,
government, Ofgern, consumer organisations,
and the associaled investment, is delivering
a sustained reduction in the amount of gas
being consumed in Britain’s homes.

The distinction between the price of a unit
of energy and the amount customers pay
for heating and powering their homes is
iliustrated by the £132 difference between
the cost of 20,500kWh of gas and 14,500kWh.
With greater energy efficiency, households
are less exposed to the impact of high unit
prices than they otherwise would be, because
they are using less energy, and further
improvermnents in this area remain a top
priority for SSE.

When it pubtished its initial proposals from
its Retail Market Review in March 2011,
Ofgem claimed to have ‘evidence that
energy prices have tended to rise in
response to wholesale cost increases
more quickly than they have fallen with
decreases’. [t acknowledged that this
finding is dependent on both the analysis
techniques used, as well as how we assume
suppliers hadge their energy purchases’.

in fact, Ofgem’s analysis on this particularly
sensitive point is flawed because it assumes
a constant level of energy consumption
between 2004 and 2010 when, in fact,
censumption has declined. The analytical
flaw arises because energy suppliers like
SSE recaver some of their fixed costs [such
as network costs in gas} through charges

on units of energy used. This means that if
consumption is reduced, some fixed costs are

not recovered by suppliers who, as a result,
have to ensure unit prices are at a level that
enables them to recover fixed costs.

Future trends in energy prices for domestic
customers will uttimately depend en what
happens inwholesale electricity and gas
markets, with public policy and regulatory
decisions on energy production, distribution
and consumption also having a significant
impact. For example, the costs associated
with the EU ETS, RO and CERT are allon
an increasing trend, as are the costs of
distributing energy. Moreover, forward
annual wholesale prices for electricity and
gas have risen by around one quarter and
around ane third respectively in the six
months {ollowing SSE's 29 October 2010
announcement of a price increase for
househcld gas supply.

How people pay their energy bills

Aotal of 61% of SSE’s domestic electricity
and gas accounts across Great Britain and
Ireland are paid by direct debit or standing
order. A further 12% are paid through pay-
as-you-go {or pre-payment] meters in Great
Britain and the balance [27%)] are en credit
terms and setiled by cheque ar other such
payment methods.

Keeping customers’ energy

debt under control

As at 31 March 2011, the total aged debt

lie debt that is overdue by more than six
menths] of SSE's domestic and small
business electricity and gas custemers

in Great Britain and Ireland was £89.2m,
compared with £94.9m in March 2010. A bad
debt-related charge to profits, covering both
provision and write-off, of £47.4m has been
made, This compares with a charge of
£76.1m in the previous year.

The general economic climate meant
2010/11 posed significant debt management
challenges, with the velume of work in this
area for SSE's Customer Service division
again increasing. SSE has sought to manage
this situation by taking a number of steps,
including rigorous assessment of the credit-
waorthiness of potential business customers,
and making earlier contact with the
customer [business or househald) when

it becomes apparent from analysis that
payments are in arrears, so that the issues
are more manageable from everyone's
point of view. The work of office-based
credit agents is supplemented by the

work of field-based teams who work

with customers to resolve debt.

Providing sector-leading

service to customers

SSE's grewth in energy supply has been
achieved while being independently and
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consistently recognised as the customer
service benchmark for the rest of the energy
supply industry. To provide customers with
the best possible value for money, S5E
betieves that it needs to provide best-in-
sector service and products, as well as
campetitive prices over the medium term.

SSE's position as the customer service
benchmark for the rest of the energy supply
industry is illustrated by:

= the UK Custemer Satisfaction Index,
published in Juty 2010, in which 55E
achieved the top ranking in the utility
sector;

- the Customer Satisfacticn Report from
uSwitch.com, published in September
2010, in which SSE was ranked the best
energy supplier for the seventh
successive time;

< the JD Power and Associates 2010 UK
Electricity and Gas Supplier Customer
Satisfaction Study, published in November
2010, in which three of SSE's supply
brands occupied the top three places
in the study of electricily suppliers; and

- the Consumer Focus customer
complaints rankings, published in March
2011, in which SSE again emerged as the
best, being the only company with a four
star rating.

During 2010/11, there were 1,161 SSE-related
complaints {o the following third party
organisations; the Energy Ombudsman:
Consumer Focus; and Consurner Direct. This
was a reduction from the 1,237 complaints
in the previous year.

Although SSE maintained its best-in-sector
position in customer service during 2010411,
itwas a year in which the profile of the energy
supply sector remained very high. In total,
S5E’s energy supply custorners in Great
Britain made just over 20 million calls to the
Company's teams in Basingstoke, Cardiff,
Cumbernauld, Havant and Perth during the
year. These conversations ailow SSE to
assess, consider and respond to customers’
concerns and, over time, adapt the services
and products it pravides accordingly.

Making services available online

Web and email are now firmly established
as the second maost cornmon means of
communication with the Company used
by SSE's customners. Around one third of
SSE's transactions with customers now
take place anline.

Moreover, SSE's custemers in the Great
Britain and Ireland markets now have
1.3 million cnline accounts, up from just
ever 800,000 a year before. Online
customers can view their account and
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Energy customer numbers - millions

Energy customer numbers 2010/11 composition - %

Domestic customers’ payment methods 2010/11 - %

payment history, submit meter readings
and receive an up-ta-date balance on their
account, make secure payments on their
account and other such services.

This, in turn, indicates that the popularity
of e-services such as paperless billing is

likely to cantinue to increase rapidly over

the next few years. Enabling customers to
carry out more transactions online if they
choose is now one of SSE's top customner

service priorities,

Developing new energy

products and services

The energy supply market in Great Britain
is evalving from the simple retailing of
electricity and gas to the provision of a
comprehensive range of smarter products
and services, consistent with the long-term
decarbonisation of energy production and
consumption. This process will receive
additional impetus with the introduction

of the Renewahle Heat Incentive fram July
2011, forthcoming roll-eut of smart meters
in Great Britain and the introduction of the
Green Deal.

SSE launched better plan four years

ago as part of its commitment to work

in partnership with its customers te help
them reduce their energy use and ta
create @ more sustainable level of energy

consumption. By the end of 2010/11, the
number of better plan customer accounts
had increased to 227,000,

Better plan is a practical example of

SSE's commitment to product and service
innovation in energy supply. It was {allowed
in the avtumn of 2010 by iplan, a new energy
product which delivers smart energy
features to customers, allowing them 1o
track their energy usage by providing the
real-time and historic information they

need to change the way they use energy,
thus helping to lower their energy costs.

SSE is rmore than just a retailer of electricity
and gas. It has, for example, developed a
number of products based on solar PV, solar
thermal and air-source heat pumps. This
reflacts the fact that while Feed-in Tariffs for
localised electricity generaticn lintroduced
in April 2010] and the phasegd introduction of
the Renewable Heat Incentive will reinforce
the decline in customers’ electricity and gas
consumption, they are also creating
opportunities for SSE to broaden the range
of products and services it delivers,

Microgeneration is a very small market at’
the moment, but it is growing fast. 55&’s
turnover in this area more than trebled
during 2010/11 and milestones achieved
included:
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=+ the completion, in March 2011, of its {irst
social housing project for greund-source
heat pumps, in conjunction with
Geothermal International, an investee
company of SSE Ventures;

=+ the installation of 2 solar PV installation
{or a housing asscciation in Oxfordshire;
and

-+ the alignment of SSE's domestic solar
PV business with its gas and electrical
installation businesses to achieve
greater synergies and a better-aligned
package of products and services.

In summary, SSE is aiming te build on

its position as the sector leader in service
pravisian and on the development of
transition products such as iptan by
accelerating the long-term transfcrmation
of its energy supply products and services
that is already under way. This will require
sustained, but disciplined and pragmatic,
investment in systems and processes over
the next few years and SSE is developing
comprehensive plans to do this.

Preparing for the roll-out of smart meters
Energy supply in Great Britain will also be
transformed by the installation of 53 million
smart energy meters in 30 million homes
and businesses. They will enable the
guantity and value of electricity and gas
used by the customer to be continuously
monitored and allow information about its
use and cost to be available to the customer
and exchanged with the supplier, through
two-way electronic communications.

As the UK government said in March 2011,
when it published its plans for the national
roll-out, smart meters will deliver a range
of benefits to customers, energy suppliers
and energy network companies:

=+ customers will have reat-time information
on their energy consumption to help
them control energy use, and thereby
save money and reduce emissions, and
bring an end to estimated bills;

-2 energy suppliers will have access to
accurate data for billing, and will be able
to deliver enhanced customer service
and reduced costs; and

=+ energy network companies will have
better information with which to manage
and plan current activities and the move
towards smart grids.

SSE supports the two-phase approach to
the smart meter roll-out which has been
adopted, {eaturing:

= the foundation stage to enable the
energy industry o build and test all the
systems needed to start the retl-out,
ensure positive customer engagement

and deliver energy savings and to enable
the government to establish the Data
Communications Company to manage
smart meter communications; and

= the rolt-out stage, between 2014 and
2019, during which the meters
themselves will be instalied,

In line with its measured and realistic
approach to the roll-out, SSE installed 2,000
gas and electricity smart meters in 1,000
dual fuel customers’ hames in the Midlands
and Southern regional electricity areas
during 20¥0/11. It plans to build on this with
the instatlation of up to 10,000 smart meters
during 2011/12 and by making substantive
progress on the necessary IT systems to
support the wider rolt-out,

Delivering zerc carbon homes

Products and services provided by energy
companies have to change because the
way people consume energy has to change.
People are customers of energy companies,
and sc the only sustainable cption is for
companies to change also.

In line with this, SSE completed a
development of 10 zera carbon homes on
a brownfield site in Slough in September
2010, when it was opened by the Secretary
of State for Energy and Climate Change.
They feature triple glazing, mechanical
ventilation systems, solar PV tiles, solar
thermal panels and an energy centre

with a biomass boiler and a greund source
heat pump and conform to the highest
specification for sustainable building,
Code 6 in the Code for Sustainable Homes.

The hemes are now occupied and
information is being gathered about
how householders adapt and respond to
zero carbon living 1o help inform future
developments in the decarbonisation

of the energy secter.

Supply priorities in
2011/12 and beyond

With smart metering and other developments,
S5E is moving tawards 3 much more dynamic,
two-way relationship with customers. During
2011/12, and beyond, SSE will seek to buitd
momentum in this direction and:

- provide consistently competitive prices;

= relain and gain customer accounts across
the markets in Great Britain and lreland;

= secure further efficiencies in day-te-day
operations, including the ways in which
customers are retained and gained and
the ways in which they are given the
services they need;

< maintain the highest standards of
operations, delivering best-in-sector
service, inciuding improvements in billing,
call handling times and enhancements
to online and smart services;

=+ deliver energy efiiciency improvements,
principally through the CERT and CESP
programmes;

-+ make substantive preparaticns for the
roll-out of smart meters and related
developments; and

=+ continue to develop the energy-related
products and services provided to
customers, including micregeneration
and insulation,

SSE will seek to achieve all of this while
engaging constructively with Ofgem as it takes
forward the findings and initial preposals from
its Retail Market Review.

In summary, S5E is aiming to build on its
position as sectar leader for the quality of
service provided to electricity and gas
customers and develop a broader, deeper
energy services offering capable of being
geared towards, and targeted at, the needs
of individual customers,.
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Other energy and utility services

Performance indicators

2009 2010 2011 Change
(Gas storage customer nominations met - % 100 100 100 +0.0%
Gas storage net capacity - mcm 325 400 440 +10.0%
SSE contracting order book - £m 101 115 98 -148%
Qut-of-area networks in operation 47 53 74 +39.6%
New gas connections 7.300 6700 11,120 +64.0%
Maters read - millions 9.0 10.7 13.8 +29.0%

Substantial market-based businesses
complementing S5E’s core activities

As well as being involved in Energy
Networks and Generaticn and Supply, SSE
provides other energy and utility services:

= Gas Production;

= (as Storage;

= Coentracting, Utility Solutions
and Metering; and

2 Telecoms,

The operating profit of this group of
businesses has grown from just over £91m
to £134.7m in the five years to March 2011,
This represents tess than 10% of SSE's
aperating profit, and in SSE’s financial
statements they are presented as a single
operating segment, in line with how they
are reviewed by the Beard. During 2010/11,
SSE acquired its first gas praduction
assets. lts other energy and utility services
businesses are substantial in their cwn
fields. For exammple:

3 55E’s anshore gas storage facility
at Hornsea is the largest in the UK;

2 5SE's contracting business is the second
largest mechanical and electrical
contracting business in the UK; and

= SSE's telecoms business is the fourth
largest telecomns network company
in the UK.

As well as being substantiat in their own
fields, these businesses give SSE an
important presence in areas of significance
to the UK's infrastructure requirements:

- the UK gavernment’s Annual Energy
Statement in July 2010 confirmed the
need for more gas storage capacity;

= il also confirmed the need to modernise
the UK's energy infrastructure, with
much greater decentralisation; and

- telecorns networks are clearly
recocgnised as being central to the
competitiveness of any economy and the
success of any substantial organisation.

The UK government's Annual Energy
Statement also stated that indigenous
supplies of oil and gas remain impaortant
and that the UK must ‘'maximise economic
production while applying effective
environmental and safety regulations’.

Gas Production

Securing upstream supplies of gas

SSE needs on average around 13.5 million
therms of gas per day to supply its
customers and to fuel its power stations.
Its goal is to build up a presence in the
upstream gas sector in @ measured way to
provide an additional source of primary fuet
and a hedge for its gas-fired generation

As well as being substantial in their
own fields, other energy and utility
services give SSE an important presence
in areas of significance to the UK’s
infrastructure requirements.
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and gas supply activities. During 2010/11 it:

= signed, in Novemnber 2010, an agreement

with Faroe Petroleum plc, the independent
" oit and gas company, to work together

to identify, 2ssess and, where gocd value
can be obtained, acquire producing oil
and gas assets in the North Sea. It also
subscribed in a placing for just over 5%
of the enlarged share capital of Faroe
Petroleum plc at a cost of around £18m.
The partnership’s combined expertise and
relationships across the market provide
an opportunity to acquire high quality ol
and gas preduction and benefits frem
respective strengths; and

- comgleted, in February 2011, the
acquisition fram Hess Lirmited of North
Sea naturat gas and infrastructure
assets. Gas delivery from the assets that
are currently in producticn is expected
to be zround 200 million therms in 2011
and, subject to the success and phasing
of development fields, could increase
up to 300 million therms, which would
provide around 6% of S5E's gas needs.
Producticn is then forecast to decline
over the next 10 years. The main
producticn asset operators are BP and
Perencc. The total cash consideration
for the acquisition was £197.2m.

in the two months since SSE acquired
its assets, Gas Production delivered an
operating profit of £4.6m.

The acquisition and agreement represent
SSE's first steps into the upstream gas
sector, and it hepes to build its presence

in the sector over time ~ but in a careful,
measured way, consistent with its financial
principles and, therefore, anly where fair
value can be secured.

Gas Production priorities
in 2011/12 and beyond

SSE's priorities in Gas Production in 2011/12
are to:

-+ complete the integraticn of recently-
acquired gas production assets inta its
portfolio; and

= pursue further opportunities to secure
upstream gas assets, while adhering
te its key financial principles.
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Gas Storage

Providing capacity to store gas

As production of North Sea gas declines in
the coming years, UK imparts will continue
to increase to meet demand from domestic
custorners, gas-fired power stations and
other industrial and commercial users.
Imports could be put at risk by periods of
unusually low temperatures, cperational
failures in pipelines delivering gas to the UK,
political disputes in gas-producing regions
or high demand in other parts of the warld.
This is why gas slorage capacity is
imporiant, and wilt remain so even though
tiquefied natural gas [LNG] has recently
helped to diversify sources of gas in the

UK and thereby had a negalive financial
impact of gas storage,

Gas storage delivered an operating profit*
of £23.7m during 2010G/11, compared with
£41.8m in the previous year. Profitability
has been affected by a decline in the price
achieved for Standard Bundled Units of
capacity. This, in turn, reflects a reduction
in the differentials between forward summer
and winter gas prices. reflecting the
increased availability of LNG.

SSE has an ownership interest in two major
gas storage facilities in East Yorkshire:

+ the UK's largest onshore gas storage
facility, at Hornsea, in which arcund
325 million cubic metres [mem) of gas
can be stored in a total of nine caverns.,
Hornsea accounts for arcund 7% of the
total gas sterage capacity in the UK and
15% of deliverabitity; and

3 the UK's newest cnshore gas storage
{acility, at Aldbrough, which SS5E is
developing with Statoil [UK) Ltd. An
initiat 170mem of capacity in six caverns
is already available for commercial
operation, The capacity at the Aldbrough
development is divided between S5E
and Statoil [UK) Ltd on a two thirds/
one third basis.

To farm caverns such as these at Aldbrough
and Hornsea, salt deposits around Zkm
under ground are leached out by seawater
which, in turn, is replaced [dewatered| by
gas under pressure. Leaching of all nine
caverns at Aldbrough has now been
completed, which should allow the final
three caverns to be ready for operation by
the summer of 2012 and S5E’s forecast totat
investrment for the development remains
around £290m.

When fully commissioned, Aldbreugh will
ultimately have the capacity to inject gas
and store around 330mcm in nine under
ground caverns [of which SSE will awn two

Gas storage capacity - million cubic metres

thirds). It will bave the capacity to deliver
gas to the National Transmission System

at a rate of up te 40mcm per day, equivalent
to the average daily consumption of eight
million homes, and the ability tc have up

to 30mem of gas per day injected.

SSE and Statoil {UK] Ltd have consent

to increase the storage capacity at the
Aldyrough site beyond that currently under
development but concluded during 2010 that
an investment decision on the develepment
should be deferred white the UK gevernment
develops its policy on gas security.

Making sure storage capacity is available
At Hornsea, gas can be injected at a rate
of 2mem per day and delivered to the
Mational Transmission System at a rate of
18mem par day, which is equivalent to the
requirements of around four mitlien hemes.
During 2010/11, Hornsea maintained its
geod record of dependability and was 100%
avaitable lo customers, except in instances
of planned maintenance. This enabled
storage customers to manage their gas
market risks and respond to gas trading
opportunities.

The capacity which became available at
Aldbrough also performed well during
2010/11, its first fuil year of commercial
operation,

Gas Storage priorities
in 2011/12 and beyond

SSE's operational and investment priorities
in Gas Storage during 2011/12 are to:

=+ ensure safe and effective operation of
capacity at Hornsea and Aldbrough; and
= complete construction work at Aldbrough.

Contracting, Utility Solutions
and Metering

Overall perfermance in Contracting,
Utility Solutions and Metering

Operating profit* in Contracting, Utility
Solutions and Metering was £88.5m during
2010/11, compared with £80.2m in the
previous year, reflecting in particular the
contribution from 5SE’s in-sourced Metering
business Isee below|.

A leading mechanical and electrical
contracting business

SSE Contracting has three main areas
of activity:

= industrial, ccommercial and domestic
mechanical and electrical centracting;

2 electrical and instrumentation
enginaering; and

=+ public and highway lighting services.

It is one of the largest mechanical and
electrical contracting businesses in the UK.
It operates from regional offices throughout
Great Britain.

Sustaining 55E Contracting through
economic uncertainty

While SSE Centracting has continued

to make solid progress during 2010/11,
its order book ended the year at £98.3m,
compared with £115m in 2010 and
£101m in 2009. This reflects economic
uncertainty in the UK. Nevertheless,

the arder baok features a number of
impartant new contracts with customers
as diverse as Frimley Park Hospitat and
Dartford Tunnet.

A majar proportion of SSE Contracting's
business has historically come from

public sector bodies and end-user client
organisations with a high degree of repeat
business or long-term centracts. In line
with this, PriDE, the joint venture company
between SSE Contracting and Interserve
Defence L1d, has signed a £108m, two-year
extension to its South East Regional Prime
Contract with the Defence Infrastructure
Crganisation. The contract will now run

to March 2014.
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With public sector budgets being curtaited
following the UK Spending Review in
Octaber 2010, SSE Contracting is
encouraged by the increasing number of
enguiries fram the private sectar. It is also
focusing on pest-sales control, particularty
in terrms of costs, and maintaining strong
customer relationships, with careful
analysis of the markets and areas of work
it should prioritise. The structure of the
business is also being kept under review,
with, for example, some raticnalisation

of depots being undertaken,

Maintaining leadership in lighting
services provision

SSE Contracting remains the UK's and
Ireland’s leading street-lighting contractor.
It has:

-+ contracts with 24 local authorities in
England, Wales and Scotland to maintain
over 600,000 lighting units;

- contracts with 28 local autherities in
the Republic of Ireland te maintain over
275,000 lighting units, through Airtricity
Utility Solutions; and

- contracts with 12 local authorities,
under the Private Finance Initiative, and
through the wholly-owned subsidiary
Tay Valley Lighting Ltd, to replace and
maintain over 600,000 lighting units.

The PFI contracts include the 25-year
contract awarded by Knowsley Metrepolitan
Council in April 2011 for the maintenance of
over 24,000 lighting celumns, traffic bollards
and traffic signs and for the replacement of
more than 70% of these during the initial
four-year investrnent period.

Under the contract, the innavative
'Mayflower’ Central Management

Systemn technology will be installed on all
iluminated apparatus. Mayflower is owned
by SSE and the technology enables variable
light control, fault detection and energy
consumption measurement to be
undertaken from a central location, allewing
the local autharity to manage lighting levels
and therefore energy consumpticn,
throughout the contract.

Including PFIl and maintenance contracts
in Great Britain and the Republic of ireland,
SSE now maintains almost 1.5 miltion
lighting units. A public tender process for
street light maintenance in Northern (reland
will begin in 2012,

Providing comprehensive Utility Solutions
SSE provides a comprehensive range of
utility solutions. [t designs, builds, owns,
operates and maintains cable and pipe
networks for detivering electricity, gas,
water, heat and telecommunications to
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Qut-of-area networks in operation

existing and new commercial and residential
developrments in England, Wales and
Scotland. it is, therefore, abte to provide

a one-stop solution for multi-utility
infrastructure requirements to customers
in the development and construction sectors.

3 Electricity Networks: in the summer of
2010, SSE signed a contract which will
result in the development of its 100th
embedded electricity network outside
the areas served by its economically-
requlated subsidiaries Scottish Hydro
Electric Power Distribution and Southern
Electric Power Distributian. SSE now
owns and cperates 74 energised
electricity networks of this kind. A
further 14 are under construction and
contracts have been signed for the
development of an additional 29, taking
the tetal to 117, In total, SSE has 740MW
of network capacity, including almost

- 300MW of existing demand and 440MW
of connections to be completed:;

< Gas Pipelines: SSE is also a licensed
gas transporter, installing, cwning and
operating gas mains and services an new
housing and commercial developments
throughout the UK. The total number
of new premises connecied to its gas
networks has continued to grow, and
during 2010/117, it connected a further
11,120 premises, taking the total number
of connections to over 78,000;

+ Water: SSE Water [SSEW] is the first
new company to coffer both water and
sewerage services since privatisation
in England and Wales in 1989, and

its establishment will enable S5E to
previde, over the long term, a more
comprehensive multi-utility solution to
custamers in the property development
and house-building sectors, through
being able to install, own, cperate and
supply water and sewerage services
alongside its existing electricity and gas
services. An ‘inset” appointment is the
route by which one company replaces
another as the appointed water and/for
sewerage company for a specified area.
SSEW now has nine such appointments
and provides, or has secured contracts
to provide, water and sewerage services
to aver 15,000 properties in England and
Wales; and

- Heat: SSE uses a range of sustainable
technical solutions, including Combined
Heat and Power {CHP generation,
biomass boilers and ground- and air-
source heat pumps and combines these
with cemmunity heating schemes where
appraopriate. For example, in August
2010, it secured a contract to adopt,
own and operate the new heat netwark
for two adjacent sites totalling 750 plets
in the Londen Borough of Hackney.

Maintaining a national Metering business
SSE's Metering business provides services
to most electricity suppliers with customers
in central southern England and the narth
of Scotland. Previously, SSE relied on a
combination of its own empleyees in central
southern England and the north of Scotland
and up 1o nine external agencies elsewhere
in the country to read electricity and gas

SSE supplies, installs and maintains
domestic meters and carries out
metering work in the commercial,
industrial and generation sectors.

It also offers data collection services.
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Other energy and utility services

meters and install and repair eleciricity
meters. Follewing the successiul completion
of a pregramme of in-sourcing in March
2070, it undertakes meter reading
operations and meter operstor work in all
other parts of Great Britain. It supplies,
installs and maintains domestic meters
and carries cut metering work in the
commercial, industrial and generation
sectors, It also offers data collection
services to the domestic and SME sectors.

In total, SSE ewns 3.8 million meters,
During 2010/11, the first fult year after
the completing of in-sourcing, it collected:;

- 8.4 million electricity readings, up from
6.8 million in the previous year; and

- 5.4 million gas readings, up from
3.9 million.

This increase reflects the comgletion,
during 2009/10, of the in-sourcing of

its meter reading and electricity meter
operation services throughout Great
Britain, Longer-term, SSE's Great Britain-
wide metering team will be able to support
the transition to smari meters which will
take place in the coming decade and will
help SSE deploy other energy-related
services and products during that time
[see ‘Preparing for the roll-out of smart
meters’ on page 42].

Contracting, Utility
Solutions and Metering
priorities in 2011/12
and beyond

SSE's priorities in Cantracting, Utility Solutions
and Metering are to:

=+ deliver a high standard of service to all
customers;

- focus an strong cost control and maintaining
and developing customer conlacts:

- increase the number of contracts secured
across all activities; and

- help prepare for the roll-out of smart
meters,

SSE’s telecoms business is the fourth
largest telecoms network company in the
UK. As a subsidiary of SSE, it is also able
to position itself as one of the UK’s most
financially secure telecoms network
operators, which gives it an important
competitive advantage, especially
during an economic downturn.

Telecoms

Operating one of the UK's

largest telecoms networks

The origins of SSE’s Telecoms business

tie in the installation, a decade ago, of fibre
optic cable on SSE's electricity network.
The business comtines S5E Telecoms

and Neos Networks and a number of
acquisitions and now operates a 11,200km
UK-wide telecoms network,

This netwerk provides capacity and
bandwidth services for companies, public
sector organisations, internet service
providers, application service providers and
other licence operaters and now comprises:

= fibre optic cabling which SSE owns
[5,00Ckm);

> leased lit fibre {2,600km]); and

3 rmicrowsve radio [3.600km).

As a result, this is the fourth largest
telecorns network company in the UK. As a
subsidiary of SSE, it is also able to position
itself as one of the UK's most financially
secure telecoms network operators, which
gives it an important competitive advantage,
gspecially during an economic downturn.

To complement its core telecems network
husiness, SSE&'s Fareham-based data centre
provides capacity for more than 1,200 racks
for the co-location of IT services within the
88,000 square feet secure site and 10MW

of power in a resilient and energy efficient
environment. During the summer of 2010,
what is believed to be the UK's largest
cammercial solar PV installation was placed
on the roof of the data centre. Customers for
the data centre include Thomsan Reuters
and Kingfisher.

Telecoms' financial perfermance

SSE’s combined Telecoms business
achiaved an operating profit* of £17.9m
during 2010/11, compared with £16.4m.
The year was characterised by a challenging
environment for sales in respect of the
network, which made tight control on
operating cests especially important.

The Telecoms business undertook capital
expenditure of £34.7m in 2010/11, focused
on improving network reliability and reach
ang on the Fareham data centre.

Telecoms priorities
in 2011/12 and beyond

SSE's priorities in Telecems in 201t/12 are 10:

+ retain and gain customers for key services
such as capacity and bandwidth; and

4 3dd to the number of customers for its
data centre business.

The achievement of these priorities should
enable SSE Telecoms to continue to make
progress tewards becoming the UK's leading
alternative telecoms network,
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Chairman’s introduction to SSE corporate governance Querview

Lord Smith of Kelvin
Chairman

| am pleased to introduce the corporate
governance report for 2010/11. It explains
our approach to corporate governance in
detail by describing the SSE team, how the
Board works, risk management and internal
control and the work of each of the Beard
Cammittees. The Committees for the year
reported on were Audit, Risk and Trading,
Nomination, Safely Health and Envirenment,
and Remuneration.

The Board's approach to corporate
governance is key to running SSE as a
successful, responsible and sustainable
business capable of delivering increases
in the dividend payable to shareholders
in the short, medium, and long term.

This year’s cerporate governance report
sets out in detail the arrangements in place.
However { would like to draw particutar
attention to some specific points.

New corporate governance code

The Board has been fully briefed on

the changes in the new UK Corporate
Governance Code. The new code cavers
in particular annual re-appointment of
Directors, Board diversity, external
evaluation, greater emphasis on risk,
and clear explanation of business model
and strategy. We welcome these changes
and are committed to complying.

Changes to the Board

As part of our planned and continuing
refreshment of the Board. | am pleased to
welcome two new non-Executive Directors
to the Board - Jeremy Beeton and Katie
Bickerstaffe. They bring specific experience
which will be invaluabte as the Campany
undertakes major capital projects and faces
the challenges of changes in the domestic
customer market.

Nick Baldwin resigned as a non-Executive
Director on 1 April 2011 on his appaintment
as Chair of the Office for Nuclear Regulation.
The Board benefitted greatly from his breadth
of experience in the energy sector and we
wish him well in his new role.

Board evaluation

Our Board evaluation process this year

buitt en the external independent evaluation
report carried out tast year. We will carry
cut a further external evaluation within the
next two years.

Ethics and values

We have reviewed and updated our ethics
policy in light of the enactment of the
Bribery Act 2010. SSE remains committed
to the highest standards of business
conduct and expects atl its employges to
act accordingly. The new policy has been

Strategy

Group performance
Segmental performance
[Corporate governarce |
Financial statements
Shareholder intormation

distributed throughout the Group and is
part of the induction programme for new
recruits. The SSE set of core values af
Safety, Service, Efficiency, Sustainability,
Excellence and Teamwork remain our
guiding principles. Safety is the overriding
value, and it is addressed at every Board
meeting as the first item an the agenda.

Commitment

The non-Executive Directors deveote time

ta SSE over and above attendance at Board
and Committee meetings. During the year
each non-Executive Director is expected to
visit key business locations in the Group and
receives briefings from members of the S5E
management team on a range of matters.

Lastly. [ was pleased that SSE waen the
2010 PwC Building Pubtic Trust Award
for Executive Remuneration Reporting
in the FTSE 100.

Lord Smith of Kelvin
Chairman
19 May 2011
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Lard Smith of Kelvin

Lady Rice CBE

Gregor Alexander

lan Marchant

René Médori

Colin Hood

Alistair Phillips-Davies

Thomas Thune Andersen
Richard Gillingwater CBE
Jeremy Beeton (fram 1 July 2041]
Katie Bickerstafle (from 1 July 2011)

The Management Board
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David Franklin

Rob McDanald

Jim McPhillimy

Mark Mathieson

Paul Smith

Alan Young

Joha Morea lin attendance)

Ian Marchant. Celin Hood, Gregor
Alexander and Alistair Philtips-Davies are
also members of the Management Board.
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The Board of Directors

Lord Smith of Kelvin
Chairman

Robert joined the Board as a non-Executive
Director in June 2003 and became Chairman in
January 2005. He is also: Chairman of the Weir
Group plc: a non-Executive Director of Standard
Bank Group Ltd; Chairman of Glasgow 2014 Ltd,
the organising cornmittee for the Commonwealth
Games; and Chanceilor of the University of the
West of Scotland. Rabert is Chairman of the
Nomination Cammitiee and a member of the
Remuneration Committee,

Jan Marchant
Chief Executive

lan was appointed Chief Executive in 2002, having
been Finance Directar since 1998. He has worked
in the energy industry since 1992, when he joined
Southern Electric. He is also: a member of the
UK Business Council for Sustainable Energy:
Chairman of the Scotland 2020 Delivery Group; a
member of Gfgern’s Environmental Advisory Group;
a member of the Energy Research Partnership;

a non-Executive Director of John Weod Group

plc and Maggie's Cancer Centres; and became
Chairman af the Engineering Construction Forum
in 2009. lan is a member of the Nomination
Committee and the Risk and Trading Committee.
He has Board-level responsibility far energy
networks, regulation and corparate affairs

and is Lead Directer for the environment,

Colin Hood
Chief Operating Officer

Colin was appointed Chief Operating Otficer in
2002, having joined the Board as Power Syslems
Directer in 2001. He has worked in the energy
industry since 1977, when he joined Scottish Hydro
Electric. He has Board level responsibility for SSE's
large capital projects and is 53E's Lead Directar
for Health and Safety matters and is Chairman

of the Safety, Health and Environment Advisory
Committee. Colin is a Director of SGN and became
a non-Executive Director of FirstGroup ple in May
2009 and non-Executive Birector of Southern
Water in early 2013,

Lady Rice CBE
Senior Independent Director

Susan joined the Board as non-Executive Director
in July 2003 and became Senior Independent
Director in 2007. She is Managing Director of
Lioyds Banking Group Scotland. Susan is also a
non-Execulive Director of the Court of the Bank
of England, where she chairs the Audil and Risk
Committee, and of Scotland’s Futures Forum. She
chairs the Boards of the Edinburgh International
Book Festival and the Edinburgh Festivals Forum,
Susan chairs the Remuneration Committee and
is a member of the Nomination Committee.

Richard Gillingwater CBE
Non-Executive Director

Richard joined the Board as a non-Executive
Director in May 2007, He is Dean of Cass Business
School and is non-Execulive Chairman of COC
Group ple and a Senior Independent Directer of

Hiscox Lid, Richard is @ member of the Audit,
Remuneratian and Nomination Committees.

Alistair Phillips-Davies
Generation and Supply Director

Alistair was appointed Generation and

Supply Director in December 2010 after taking
responsibility for Generaticn Qperations; previously
he was Energy Supply Director since joining the
Board in 2002. He has worked in the energy
industry since 1997, when he joined Scuthern
Electric. Alistair has Board level responsibility
for generalion, energy trading, electricity and
gas supply. energy efficiency. customer service,
sales, markeling and energy services. He chairs
the Risk and Trading Committee.

René Médori
Audit Committee Chairman

René joined the Board as a nen-Executive Director
in June 2003. He is Finance Director of Anglo
American plc and is a non-Executive Director of
Anglo Platinum and DB [De Beers} investments.
He is Chairman of the Audit Committee and a
member of the Nomination Committee.

Gregor Alexander
Finance Director

Gregar was appeinted Finance Director and joined
the Board in 2002, having previously been Group
Treasurer and Tax Manager. He has worked in the
energy industry since 1990, when he joined Scollish
Hydro Electric. He has Board-level respansibility
for finance, human resources, |7, procurement and
other Group services. He is also the sponsoring
Board member for S5E's business developrment
in Ireland. Gregor is a Director of SGN, and is a
member of the Risk and Trading Committee.

Thomas Thune Andersen
Non-Executive Director

Thomas joined the Board as a non-Executive
Director in January 2009. He is the Chairman ot
Lloyd's Register Group, Vice Chairman cf the VKR
Holding Group [VELUX] and a non-Executive Director
of Petrotac Plc. He was CED of Maersk Qil and he
is a member of the Audit, Nomination, and Safety,
Health and Environment Advisary Committees.

Jeremy Beeton
Non-Executive Director

Jeremy will join the Board as non-Executive
Director in July 2011. He is the Director General
of the UK Government Olympic Executive. He was
previously Principal Vice President of Bechtel Ltd,
where he dad responsibility for the management
and delivery of Bechtel's warldwide civil engineering
projects infrastructure and aviation business lines.

Katie Bickerstaffe
Non-Executive Director

Katie witl join the Board as non-Executive
Director in July 2011, She is currently Group
Pecple, Marketing and Property Director

of DSG international plc, a role she has held since
June 2008. Katie was previously Managing Director
of Kwik Save, and Group Retail Director and Group
HR Director at Somerfield. Her earlier career
included roles at Dyson, PepsiCo and Unilever.

Overview
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The Management Board

David Franklin is Managing Director, Energy
Portfolio Management. He joined SSE in 1990 and
is responsible for SSE's participation in wholesale
markets for electricity and gas and markets for
coal, oil and carben dioxide emissions allowances.

Rob McDanald is Managing Director, Regulation
and Strategy. He joined SSE in 1997 and is
responsible for regulation, energy economics,
legal services, new ventures and strategy.

Jim McPhillimy is Managing Director. Group
Services, He joined SSE in 1995 and is responsible
for the Group’s corporate services including
safety, human resources, IT and pracurement.

Mark Mathieson is Managing Director, Networks,

He joined SSE in 1988 as a graduate trainee and is
responsible for SSE's electricity netwarks, lighting
services and telecoms businesses.

Paul Smith is Managing Director. Generation.
He joined SSE in 1998 and is responsible fer all
of SSE's operational generation and gas storage
businesses, which includes coal. gas. hydro and
all operational anshore and offshore wind.

Alan Young is Managing Director, Corporate
Affairs. He joined SSE in 2001 and is responsible
for corperate communications, public affairs,
cemmunity programmes and research and
developmenl.

John Morea attends meetings of SSE's
Management Board. He has 27 years' industry
experience and is the Chiel Execulive Officer of
SGN, which owns and operates gas distribution
networks in Scotland and southern Engtand and
in which SSE has a 50% stake.

lan Marchant, Colin Hoed, Gregor Alexander
and Alistair Phillips-Davies are also members
of the Management Board.

The Board of SGN

SSE is entitled to appoint four out of the eight
Cirectors on SGN's Board [reflecting its 50%
shareholding in SGN}. The SSE employees who
serve on Lhe Baard of SGN are: Colin Hood. Chief
Operating Officer; Gregor Alexander, Finance
Director; Rob McDonald, Managing Director,
Regulation and Strategy; and Jim McPhiltimy,
Managing Director, Group Services. When Colin
Hood steps down from the Beard of SGN later
this year, he will be replaced by Natalie Bruce,
$SE's Head of Metering.
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The SSE team

Fundamental to the Company's success

is the professionalism and enthusiasm

of employees, guided by SSE's Teamwork
value, which states: 'We support and value
our calleagues and enjoy working together
in an open and honest way.’

‘ The Board of Directors

The Board is accountable to SSE's
sharehalders for the good conduct of

the Company's atiairs and is collectively
responsible for creating and sustaining
shareholder value through the overall
management of the Company, while ensuring
that a sound system of internal control and
risk management is in place. "How the
Board works' is set out on pages 52 to 55,

The Management Board

The Management Board is the group

of Executive Directors ang other senior
executives which is responsible for
implementing strateqy and pelicy as agreed
by the Main Board and for the operational
management of all of 5SE’s businesses. Of
the 53 senior managers who repert directly
to members of the Management Board,

11 are women; and of the 45 members of
the four Commitiees of the Management
Board, 12 are women.

Other employees

The Executive Direciors and senior executives
and managers are among the 20,249 people
directly employed by SSE on 31 March 2011,
Most of these people work in the United
Kingdom; around 500 are employed in the
Republic of ireland; and 18 werk in mainland
Europe. Of all employees, 73% are men and
27% are women. The average age of SSE's
employees is 39 years. In 2010/11, there was
a 9.5% turnover of employees, compared
with 8.7% in the previcus year.

Participation

SSE betieves that there is a commonality of
interest between employees and customers
and shareholders, To reinforce that it:

- encecurages employees to become and
remain customers by providing them
with a 10% discount on its prices for
electricity and gas supply, plus discounts
on energy efficiency installations, central
heating and wiring maintenance and
telephone and broadband services;

- provides opportunities for employees
1o become and remain shareholders
in SSE through a Share Incentive Plan
and a Sharesave Scheme. Employee
participation in these schemnes is now
44% and 35% respectively; and

= provides oppertunities for employees to

be involved in its ‘Community at Heart’
employee volunteering scheme, which
aims to give 20,000 days of empleyee
time to assisting worthwhile projects
within the communities that 55E serves.

Within SSE, employee participation is
encouraged through adherence to the
Cempany's Teamwerk value. The appraisal
process for employees, including the senior
management team, specifically evaluates
their performance in Teamwork, aleng

with performance in respect of SSE's other
core values: Safety, Service, Efficiency,
Sustainability and Excellence. In keeping with
these values, SSE produced and distributed
in April 2011 an updated code of business
practice, ‘Doing the right thing. It highlights,
summarises and complements a range of
ethics-related policies which SSE has in
place. It takes account of recent legislation
such as the UK's Bribery Act 2010.

In addition to a wide range of internal
communication media and events, employee
participation in SSE is also encouraged
through the Chiet Executive’s Blog, inter-
active online forums, division- and subject-
specific employee surveys, Director-led
regional roadshows and the Licence to
Innovate scheme, which enables employees
to resgarch, review and test-trial new ideas.

Employee engagement

SSE recagnises the value in retaining an
engaged workforce and has started to run
an annual survey of employee engagement
with the Company and what it is trying to
achieve, The results of the 2010 survey,
which were shared with all employees,
showed that SSE has a workferce committed
to meeting business needs and that a large
number of employees see their longer term
future with SSE. As expected, a number of
actions arose from the survey, and these
are being implemented.

Joint Negotiating and

Consultative Committee

SSE benefits from a well-established

Joint Negotiating and Consultative
Cemmittee which includes lay and full-time
representatives from four recagnised trade
unions. In Aprilt 2011, SSE and the JNCC
made a jaint announcement stating that both
parties have reached, in principle, agreement
on a three-year package, featuring pay
increases, performance pay, flexible working
patterns, job stability, family-friendly working
policies and an additional day’s holiday.
They have alsa reached agreement on the
establishment of Joint Business Commitiees,
complermenting the wark of the JNCC by
focusing on issues that affect particular
parts of SSE. Subject to acceptance of the
offer, which is the subject of a futl baliot

of members, it is expected that salary
adjustments will be processed in July 2011
and backdated to April 2011.

Pay arrangements in SSE's Contracting
division are in line with nationat construction
agreements.

Rights

SSE has in place a comprehensive range

of policies to safeguard the interests of
employees and potential employees. Like all
responsible organisations it has in ptace an
actively-ranaged equal opportunities policy, in
keeping with the spirit as well as the letter of
the law in the UK and elsewhere, designed to
ensure fair and equal treatment of employees
and potential employees across the seven
protected characteristics, as defined in the
Equality Act 2010 - sex, race, religion or belief,
disability, pregnancy and maternity, sexual
crientation and gender reassignment. The
Employment Equality {Agel Regulations
2004 have now been incorporated into the
Equality Act 2010, There were no occasions
during 2010/11 when SSE was found to have
faited to comgly with legislation on equality.

Responsibilities

Along with the rights summarised above,
SSE also believes that employees have
responsibilities, summarised in eight People
Principles, adopted in 2008 and built around
its core value of Teamwork:

- Take all active steps to ensure there
is no intimidation or discrimination;

< Engage in safe, healthy and
environmentally-friendly working
practices;

= Always know and understand what
is expected of you in your job;

=+ Maintain respect and support for
colteagues at all times;

2 Work centinucusly to improve team
and individual performance;

- Qbtain constructive feedback on your
perfarmance frem your line manager;

- Receive appropriate tratning,
development and rewards; and

% Know and embrace the Company’s
core values,

Thraugh the application of these
principles, SSE seeks to maintain a positive
organisational culture and to provide a
fulfilling place for people to work.

Training and development

The skills and competencies of employees
are critical to the energy sector in the UK,
the Republic of Ireland and elsewhere.

55E needs to ensure the safe and efficient
operation of its businesses and the reliable
provision of services to custorners. In addition,
SSE needs to develop new skills and
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flexibility to manage new technologies. 1t is,
therefore, critical that employees of SSE
have the training, development and work
experience they need to fulfil their potential,
In order to do this, SSE uses a range of
delivery media for training.

During 2010/11, SSE invested £1.54m

in externally-provided training, taking the
total to £6.3m over the last three years.
This helped to deliver training to 4,900
employees. In addition, SSE employs almost
100 people in its Training and Development
teams and extensive in-house training was
given to a large nurnber of employees during
the year. SSE has technical and general
training centres at Thatcham and Perth.
These centres enable pecple to train in

the types of environment in which they

will eventually work, praviding a realistic
experience in a safe, conirolled setting.

SSE recognises that the continued success of
its business requires the ongoing development
of emnployees, as well as the effective
recruitment, retention and development of
talented people into its business, As part of
this process, S5& has in piace a succession
planning process that is supported by a
detailed set of development options for
individuals. tn addition, SSE offers a range
of structured development programmes
suited to the needs of schoot leavers,
trainees, trainee engineers, graduates

and agprentices. In 2010/11, 100 people
were recruited through these schemes.

Innovation, research
and development

The SSE teamn of pecple has exiensive
knowledge, expertise and know-how. New
ideas, improvements to process and design
and innovation have been key to SSE's
successes to date and are fundamental

to the Company’s ability to adapt to the
challenges of the future. The Company's
Excellence value siates that: "'We strive {o
get better and smarter and more innovative
and be the best in everything we do.’

As a spur to employee participation, idea
generation, continuous improvement and
operational excellence, SSE maintains

and promaotes a systematic approach te
implementing ideas that add value. This

is through the Licence to Innovate scheme,
under which any employee can suggest
ideas for improving the way S5t operates,
consistent with its care values. People with
ideas with significant petential are granted
a Licence to Innovate, under which they can
spend two months researching further their
proposal. Subject to the cutcome of the
research, the idea may then be piloted
prior to full implementation.

Over 1,800 Licences to Innovate were issued
during 2019/11, of which ever 300 were
implemented. & number of Licences have
created value of around £45m. Others have
contributed to improved performance in
specific areas, such as safely, service and
sustainability. In Generation, for example, a
Licence to Innovate resulted in a temperary
technical sclution being apglied to a turbine
issue at a hydre electric scheme which
allowed a fuil outage to be deferred until
the summer months, allewing the scheme
to continue generating electricity during
the wetter winter months.

SSE's focus on innovation complements its
work in research and development, where
new processes, services, products and
technologies are created, enabling it to
remain a successful company in the future.
SSE's corporate research and development
function pricritises actienable projects
focused on ‘the day after tomorrow’ which
can be delivered by employees, working
with external organisations. The projects
are focused on twe Key areas: offshore wind
energy; and energy usage. In total, during
2010/11, and working with partners, SSE
initiated research and development projects
with a value of almost £1Gm.

SSE also maintains a leng-term outlock
through the work of its Central Research Unit,
which examines in detail issues which could
affect SSE and its customers over the next 10,
20 or 40 years. These range from electricity
storage to developments in communication
methads in energy demand management.

Community and
charitable activities

SSE encourages its employees to be active
citizens in the commupnities in which they
live and work. In April 2010 it launched its
‘Community at Heart” emptoyee volunteering
programme, During the year almost 5,000
employees took part in the scheme,
providing practical help to 320 separate
community and charitable greups.

SSE's focus on safety is reflected in ‘Make

it Zero', which rewards business units that
deliver & full year without any lost-time

or repertable injuries with a donation to &
charity of the business unit's choice. Threugh
these and ather schemes, such as financial
support for community programmes near
its wind farms, SSE set aside over £5.2m

for charitable and community programmes
in the UK during 2010/11.

During 2010/11 S5E expects to develop
plans for new visitor facilities at some of
its major sites, with enhanced edutational
links to partnership schools.

Overview

Strategy

Group performante
Segmental performance
[Corporate governance 1
Financial statements
Shareholder information

Suppliers and contractors

SSE depends upon an extended team,

of suppliers and contracters, upon whom
it relies for the long-term success of its
business, It aims 1o promote responsible
practices within its supplier and contractor
base. SSE's aims in this area are to:

=+ ensure safe working by contractors
aperating on sites for SSE;

- integrate hurman rights, labour,
environmental and ethical considerations
into its main procurement processes;

< raise awareness of human rights, labour,
environmental and ethical cancerns
amongst buyers, traders and suppliers;

=+ understand where human rights, labeur,
environmental and ethical risks lie in its
supply chein; and

=+ identify specific procurement activities
where the risks and/or opportunities
merit further investigation and conduct
such investigations as required.

SSE provides advice and guidance to
suppliers on an individual basis and to
potential suppliers via the SSE website.
There is an emphasis on encouraging
suppliers and those involved in tender
processes tc propose innovative ways
of meeting SSE's needs in a way that
minimises envirenmental impact.

SSE has for several years subscribed to

the Verify scheme, which is operated by an
independent company, Achilles. |t assesses
the environmental, health and safety and
guality commitment of potential suppliers
and contractors. SSE expects existing and
potential suppliers and contractors to
co-operate fully with the Verify process.
The Achilles carbon reduction programme
allows suppliers to measure, manage and
repert their organisational footprint via
CEMARS [Certified Emissions Management
and Reduction Scheme). By the end of
2010/11, SSE had successiully encouraged
seven of s main suppliers to sign up to the
scheme. 55E also successfulty completed
the process itself and again achteved
CEMARS certification.

SSE's Director of Procurement is the Chair
of the Steering Group of the Achilles Carbon
Reduction Programme, indicating 55E's
commitment to improving measurement
and management of carbon throughout the
supply chain. During 2011/12, SSE expects
te comptete a series of reviews on the
approach to corporate responsibility of

key suppliers falling within higher risk
categories such as personal protective
equipment, other workwear, catering

and security, especially those which have

a high tabeur intensity. e




Annual Repert 2011

52 i Scottish and Sauthern Energy

How the Board works

The framework of corporate governance
The Board is accountable to the Company’s
shareholders for the good conduct of the
Company's affairs. This report explains how
the Company applies the principles of the
Combined Code on Cerporate Governance
[the 2008 Cade] issued by the Financial
Reporting Council in June 2008.

The Board confirms that the Company
has, throughou! the period under review,
camplied with all provisions set out in
Section 1 of the 2008 Code.

In May 2010, the Financial Reporting Council
issued the UK Corperate Governance Code,
which will apply in place of the 2008 Code

to accounting periods beginning on or after
2% June 2010. The Board has agreed that
each Director shall be subject te annual
re-appointment with effect from the 2011
Annual General Meeting [AGM].

Organisation and structure

Role of the Board

The Board is collectively respensible to the
Company's shareholders for the long-term
success of the Group and for its overall
strategic direction, its values and its
governance. It provides the leadership
necessary for the Group to meet its business
objectives whilst ensuring that a sound
system of internal control and risk
management is in place.

Articles of Association

The powers and duties of the Directars
are determined by legisiation and by the
Company's Articles of Associaticn, which
are available on the S5E website. The
Articles of Association provide that the
Company may change its name by
resolution of the Directers. The Directors
intend to change the Company name to
SSE ple later in the year.

Board decisions

A formal list of matters is specifically
reserved to the Board for its decisicn,
including:

- Group strategy;

- annual budget;

= approval of interim and final financial
statements:

< interim dividend payments and
recarmimendation of {inal dividends;

< significant changes in accounting
policy and practice;

- the Group’s corporate governance
and system of internal control;

= Board and Committee membership;

= major acquisitions, mergers, disposals
and capital expenditure;

= changes in the capital and structure

of the Group; and
< approval of key policies such as safety,
health and environment.

The list is reviewed regularly by the Board
and is published on the SSE website.

The Board alsa has overall responsibitity
for risk management, which is reported
in detail on pages 56 to 59,

Roles of Chairman and Chief Executive
The rotes of the Chairman and the Chief
Executive are separate and clearly defined.

The Chairman:

=+ is responsible for the operation,
leadership and governance of the Board
ensuring that the Beard operates
effectively whilst providing appropriate
challenge to management;

= identifies individual Diractor training
needs and conducts the performance
evaluation; and

3 meets with shareholders, analysts and
other representatives of institutional
investers, and participates in both the
interim and annual results presentations
and AGM,

The Chairman regularly meets with
managers and employees at locations
and key sites throughout the Group.

The Chief Executive:

- leads the other Executive Directors and
the management team in the day-to-day
running and operatiens of the Group:

2 implements the strategy and policy as
agreed by the Beard: and

= represents the Company to external
stakeholders, including shareholders,
customers, suppliers, regulatory and
government authorities, and the
community.

In discharging his responsibilities, the Chief
Executive is advised and assisted by the
Management Board and its Committees
which oversee the operational and financial
performance of, and issues facing, the
Company. The Management Board was set
up in January 2011, and its role is explained
on page 54.

Biographical information on the Chairman
and Chief Executive are set out on page 49.

Balance of the Board

The compaosition of the Board and its
Committees is reqularly reviewed to ensure
that the batance and mix of skills and
experience is maintained.

As announced on 9 December 2010, Colin
Hood will stand down as an Executive

Director tater in the year. On 1 April 2011,
Nick Baldwin resigned from his position as
non-Executive Director. On 27 April 2011,

it was announced that Jeremy Beeton and
Katie Bickerstafiz would be joining the
Boarg on 1 July 2011. Full biographical
details are set out on page 49.

After all of these changes have taken
place, the Board will comprise the
Chairman, three Executive Cirectors and
six independent non-Executive Directors.
This gives the Board a good batance of
independence and experience, ensuring
that no one individual or group of individuais
has undue influence over the Board's
decision-making.

Non-Executive Directors

The non-Executive Directors are chosen

for their wide range of skills and experience.
Each non-Executive Directar is appointed
for a fixed term of three years. This term
may then be renewed by mutual agreement.
The non-Executive Directors appeintrent
letters are available on the SSE website.

The non-Executive Directors:

< scrutinise, measure and review the

performance of management;

assist in the development of strategy:

review the Group financial information;

ensure systems of internal control

and risk management are appropriate

and effective;

= through the Audit Committee, review
the relationship with the external
Auditors; and

-+ review the remuneration of and
succession planning for the Board.
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The Chairman and non-Executive Directors
met twice-during the year without the
Executive Directors being present.

Senior Independent Director

Lady Rice is the Senior Independent
Director. She is available to meet with major
shareholders an request and attended the
City presentation of S5E’s results. She also
undertock management visits during the
year. Lady Rice carried out the Chairman’s
performance evaluation, together with the
other non-Executive Directors and with
input from the Executive Qirectors.

Director independence

The Board considers that the Chairman
was independent on appointment and all
non-Executive Directors are independent
for the purposes of the 2008 Code. The
continuing tndependent and objective
judgment of the non-Executive Directors
was confirmed in the annual Board
performance evaluation process.
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The Board evaluation process also
confirmed that the performance of the
Directors standing for re-appointment
continued to be effective and that they
continue to demonstrate cammitment in
their respective roles. Biographical details
for all the Directors are set out on page 49.

Attendance at Board and

Board committee meetings

There is normally futl attendance at

Board and Committee meetings, although
occasionally there may be non-attendance
due to unforeseen circumstances or prior
commitments which could not be
rearranged. If unable to attend a meeting,
the Director will provide comments and
feedback to either the Chairman, Committee
Chairman er Company Secretary who
ensures that the comments received

are raised at the meeting.

The Board has six scheduled Board
meetings during the year. These start with
an evening meeting when the Board is oiten
given a presentation by senior management
on a particular topic. Occasionally the
evening is used for meetings with external
stakeholders. The meeting then continues
the following day and is often followed by

a meeting of one of the Board Committees
such as the Remuneration Cornmittee or
the Safety, Health and Environment Advisory
Committee. In addition to the scheduled
meetings the Board has six update
conference calls which are hetd in the
months between the bi-monthly scheduled
Board meetings. These calls usually last for
around one hour and are used to update the
Board on the business perfermance and
brief the Board on any current issues. A
Board decision or approval may be required
al the update conference call if the matter
cannot wait untit the following scheduled
Board meeting. In these circumstances the
decision of the Board is recorded by writien
resolution or minute. The table sets out the
attendance of the Directars at the scheduled
Board meetings.

Attendance at Board meetings

Board meelings

L.ard Smith of Kelvin b/
Gregor Alexander 6/6
Thomas Thune Andersen 616
Nick Baldwin &/4
Richard Gillingwater /6
Colin Hood &/6
Jan Marchant b/6
René Médori 6l6
Alistair Phitlips-Davies /6
Lady Rice &/6

Board effectiveness

Information and professional development
The Cirectors receive detaited financial and
operational information to allow them to
maonitor effectively the performance of the
business. Board and Committee papers are
issued for review in advance of meetings.
At each Board meeting, the Chief Executive
presents an update report on all aspects

of the Group’s business and the Finance
Director presents a report en financial
performance. The Board also receives
regular updates on the progress and
performance of investments and other
decisions made by it.

Curing the year, the Board and Commitlees
were kept up to date with developments
through a programme where briefings are
given by Executive Directers and senior
management on their business areas.
Additional specialist briefings and
presentations were given on areas such

as corporate governance, regulation, public
affairs, health angd safety, major projects,
and the Company's major business activities
generally. Separate more informal meetings
were also held with senior management.

Meetings, briefings and site visits were
arranged for the non-Executive Directars
during the year. The briefings covered
subjects such as operaticnal activities
and major projects, and the visits included
wind farms and other major projects sites.

On joining the Board, Directors receive a
comprehensive induction course tailored to
their individual requirements which includes
meetings with the Executive Directors and
senior management, visits to key sites, and
meelings with key stakeholders. It also
covers a review of the Group’s governance,
policies, structure and business including
details of the risks and operaticnal issues
facing SSE.

The Board believes that given the experience
and skilts of the Directors and the briefings
and induction process referred to above, any
further personal training needs can be left to
the discretion of the individual. The Company
makes the necessary resources available
should any Directer request training.

There is an agreed procedure for Directors
to be abie to take independent professional
advice, if necessary, at the Caompany’s
expense. The prior approval of the Chairman
is required where the cost of such advice is
likely 1o exceed £190,000. Any advice obtained
shall be made available to the other
members of the Board, it the Board so
requests. This procedure was not required
to be used during the year.

Overview
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All Directors have access to the advice
and services of the Company Secretary.

The Company continues to operate
advanced performance coaching for some
of the Executive Directors and for other
members of senior management which is
designed to develop and enhance individual
and Company perfermance.

Executive Directors’ other directorships
Executive Directors may be invited to
become non-Executive Directors of other
companies. Approval may be given to accept
such invitations recognising the benefit

to the individual and to the Cornpany. Any
such appointments are included in the
biographical information set out cn page 49,

Conflicts of interest

During the year a review of the Directors’
interests and appointments was carried
out by the Company Secretary, The Board
considered and authorised each Director's
reported actual or potential contlicts of
interest at the Board meeting in January
2011. In accordance with the Company's
Articles of Associaticn and relevant
legisiation, each Director abstained from
approval of their own position. The Board
continues to monitor and review potential
conflicts of interest on a regular basis,

Performance evaluation

The Board, its Committees and the
individual Directors participate in an annuat
evaluation of performance.

The Board evaluation process this year
was carried cut by internal questionnaire
and individual meetings. This {followed and
built on the approach taken in the previous
evatuation programme which last year was
carried aut by an external party and which
was futly explained in the 2010 Annual
Repart. The Board was updated regularly
during the year on progress with the
recommendations made in the external
report, This year the outcome of the
questionnaire and meetings was reported
at the Board meeting held in January 201t.
The matters censidered at the Board
meeting included the process for risk
oversight, succession planning
arrangements throughout the Group,

and the key performance indicators

which are reported to the Board.

The Directors also participated in detaited
reviews of individual perforrance which
were carried cut in separate meetings with
the Chairman. The process for evaluating
the Chairman was managed by the Senior
Independent Director which invoived a
separate meeting with the non-Executive
Directers and included feedback from the
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How the Board works (continued)

Executive Directors. The review concluded
that the Beard and the Committees were
operating effectively. Each of the Directors
continued to make an effective contribution
to the work of the Board and its
Committees, was well informed and
demonstrated full commitment to their
duties. The Board was satisfied that the
performance evaluation process identified
the main areas for further review and the
external evaluation precess will be repeated
gvery three years as recommended by the
UK Corporate Governance Code.

Board committees

During the year, there were five principal
Board committees. The terms of reference
of these committees are set by the Board,
are reviewed regutarly, and are available on
the SSE website, Membership is determined
by the Board, on the recommendation of the
Nomination Cemmittee and in consultation
with each committee chairman. Minutes of
Board committee meetings [apart from the
Remuneration Committee minutes) are
included on the agenda, and reported at,
the next Board meeting.

Details of each Board Committee, including
membership, meetings, role and activities
in 2010/11, are set out in the committee
reports on pages 60 to 74,

Management Board

Foitowing a review of the management
strycture within SSE, a Management

Board was set up in January 2011. The
Managerment Board is responsible for
implementing policy and strategy set by the
Beard and for the operational management
of all S5&'s businesses. The Risk and

Trading Committee now reports to the
Management Board. The Management
Board comprises the four Executive
Oirectors and six Senior Executives
representing the key areas of the business.
The Chief Executive Officer of Scetia Gas
Networks attends meetings of the
Management Board. The Management
Board meets monthly and the minutes of
the meeting are distributed to the Direclors
for information. The Company Secretary is
Secretary of the Management Board.

The relationship between the Board, its
Cemmittees and the management cf the
Company is summarised as shown in the
table betow.

Engagement with shareholders
and major stakeholders

Disclosure and Governance Committee
The Cornpany's Disclosure and Governance
Committee is responsible for overseeing the
Company's framework for the identification,
release and control of announcements and
other information of intergst to shareholders
and the investment community. The
Committee assists in developing the investor
retations strategy and reviews and implements
governance developments. The Disclosure
and Governance Committee comprises the
Chief Executive, Finance Director, Company
Secretary, Managing Director Corporate
Affairs, Head of Investor Relations and the
Assistant Company Secretary. The Disclosure
and Governance Committee meets when
required and had seven meetings in the year.

Relations with shareholders
The Company continued to develop an
effective dialogue with all shareholders,

Governance structure (from 1 April 2011)

based on a mutual understanding of
objectives. The Board believes that this is
fundamental to ensuring that the Company's
strategy is understood and that any questions
or issues are dealt with in a constructive way.

The Cempany maintains regular coentact with
institutional sharehotders, fund managers
and analysts through a programme of
gialogue, meetings, presentations, events
and site visits led by the Chief Executive
and Finance Director. The Head of Investor
Relations has day-to-day responsibility

for communications with instituticnal
shareholders. Brokers' reports and analysts’
briefings are regularly distributed to
Directors. The Board receives regular reports
on the various issues raised by institutional
shareholders, fund managers and analysts
which allow Directors to ferm a view of the
priorities and concerns of the Company’s
stakehclders. As part of the induction
programme for Directors, arrangements
are made for analysis te meet with newly
appointed Directors.

The Chairman attended the Company’s
interim and preliminary results presentations
in May 2010 and November 2010. The
Chairman meets major institutional
shareholders from time-to-time to gain

a first-hand understanding of key issues.

Lady Rice, the Senior Independent

Director, is availabie to shareholders if

they have concerns that contact through the
normal channels has either fziled {o resclve
or is deemed inappropriate. She attended
the interim results presentation in
November 2010.

S5E's website contains up-to-date
information for shareholders and other
interested parties including share price
information, announcements and news
releases, investor and analyst presentations,
and a section cantaining information on
shareholder services, The Company's Annual
Report and other shareholder circulars are
alse published on the SSE website.

Communications with shareholders
Shareholders have a choice of how to receive
their Company communications such as the
Annual Repert. The Company recognises
the benefit of electronic communications
and encourages shareholders to receive
electronic communication. As recognition
of the reduced cosl and environmental
impact of this form of communication,

the Compeny. on behalf of shareholders,
makes a donation lo the World Wildlife
Fund’s International Ferest Programme

for every shareholder that elects for email
communication or receives Company
documentation via the SSE website,
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The Company’s objective is to ensure
that it is able to perform its core purpose
of providing the energy people need

in a reliable and sustainable way. Its
principal public policy goal at present

is to ensure that there is in place a
framework to enable it to invest in secure
and lower-carbon supplies of energy in

the UK and Ireland.

Annual General Meeting

The Company's AGM will be held at the
Perth Concert Hali, Mill Street, Perth PH1
5HZ an Thursday, 21 July 2011 at 12 noon.
Details of the business to be proposed at
the meeting are contained in the Notice
of Annuat General Meeting.

The AGM provides an opportunity for the
Board to communicate with shareholders
and provide an update on the performance
and plans of the Company. &ll Directors
attend the AGM and shareholders are
invited to ask questions and to meet with
the Directors and senior managers both
before and after the meeting.

Communications with other stakeholders
The Directors have a programme of events
to meet with a range of external stakeholders
representing the public sector, investment
community, environmental affairs, and
consumer interests, The purpose of these
events is to discuss the Campany’s position
on a range of business, policy and public
interest issues and 1o learn more about their
views, hear their suggestions and address
any areas of congern.

More generally, working with pubiic policy
makers is a vital area for the Company,
given the high profile of energy and
environment-related issues in the UK
and elsewhere. The Cempany engages
with stakeholders in seven main ways:

2 constructive engagement with Ofgem,
which is responsible for promoting
competition, wherever appropriate, and
regulating the menopoly cempanies which
run the gas and electricity networks;

< ongoing dialogue with Ministers and
officials in government, including the
devolved administrations in the UK;

2 submissions to government and
Parliamentary consultations and
ingquiries;

3 meetings with, and briefings of. elected
members of all parties in legislatures;

- engagement with local authority elected
members and officials;

- active participation in relevant trade
associatiens and bodies; and

- discussions and work with non-
governmental organisations and other
relevant organisations such as charities,

The Company's objective is to ensure that
it is able to perform its core purpose of
providing the energy people needin 2
retiable and sustainable way. its principal
public policy goal at present is to ensure
that there is in place a framework to enable
it to invest in secure and lower-carbon
suppties of energy in the UK and lreland. e
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Risk management

Risk management model

Risk management

The Board of SSE acknowledges its ¢lear
responsibility for risk management.

Whilst good risk governance is a
respansible approach, the more
fundamental methodolegy followed

by SSE is 1o ensure the averall business
maodel, strategy, and culture are designed
with risk firmly in mind.

Clear and balanced business strategy

SSE has a clear strategic financial geal:

to deliver sustained real growth in the
dividend payable to shareholders. To attain
that goal, it does not need to seek artificially
high rates of growth in profitability or take
operatianal ar investment decisions which
are high risk. The Board beljeves that this
dividend goal must not be subverted for

any cther financiat end.

SSE's view is that a sustainable business
requires a clear approach to risk management
in all aspects of its activities.

SSE seeks to achieve its strategic financial
goal through the implementation of a well-
established strategy: the efficient operation
of, and investment in, a balanced range of
economically-requlated and market-based
energy businesses.

These businesses operate almost entirely in
the UK and Ireland. This means SSE is able
to focus closely on issues, giving greater
experience, analysis and focus to the
identification, consideration and
management of risks.

The practical application of its strategy
means S5E derives income ang profit from:

- three separate economically-regulated
activities - electricity transmission,

electricity distributicn and gas
distribution;

- electricity generation, using a diverse
variety of fuels - gas, oil, coal. blomass,
wing and water;

<+ energy supply ~ gas and electricity,
plus other home services; and

- other energy-related activities
such as gas storage, gas production,
contracting, utility solutions, metering
and telecoms,

This means. that while they have a commen
core — energy — there is balance and diversity
in the sources of SSE's income and profit.

Culture

Central to SSE's approach to risk
management is its core value of Tearmwork,
defined as supporting and vatuing colleagues
and working together in an open and honest
way. This facilitates a full discussion of the
risks and potential rewards associated with
any major decision - discussion which
invalves people because of what they

know, not simply who they are.

Limited appetite for risk

The Teamwork value, combined with other
factors such as the ctear, moderate [but
nevertheless fundamentally important) goat
of sustained real growth in the dividend, mean
SSE has adopted a limited appetite for risk.
At the same time, its approach in respect of
economically-regulated businesses, which
in themselves are lower-risk, is mare risk-
averse than is the case in other, market-based
activities. In these areas. such as electricity
generation, SSE might consider taking on
additional risk where the risk is very well-
understood and can be mitigated and the
potential returns are clearly attractive [but
also crediblel.

Some examples of the risk averse
approach are:

<+ energy trading - levels of exposure are
strictly monitored through sophisticated
models and clear reporting limits;

= major project construction - the
Company has put in place a detailed
governance process for allits large
capital projects;

2+ the Company has a strict appreach to
acquisitions, and sets high hurdle rates
for expected returns;

-+ in treasury and funding matters, there is
a clear and prugdent approach to liquidity
levels, and a mix of maturities and
currencies; and

= insurances are in place for all relevant
major internat risks, while maintaining
an appropriate balance with self
insurance where appropriate,

Limited value at risk

The limited appetite for risk and the
process of risk identification, allied to the
maintenance of a2 balanced madel, in which
diversity of operaticns and investmenis is

a key feature, all mean that the extent of
any single risk and the vatue associated
with it is limited.

Risk monitoring

Risks are monitored by the relevant
business units within SSE, with an overview
provided by the Group Audit Department for
the Audit Committes meetings held in May
and November of each year. The Board
reviewed atl aspects of risk management
and internal control at its meating in March
2011, At that meeting, the Board held a
specific review of the developments within
the Company during the year to ensyre good
risk management; it revisited the approach
to risk appetite; and considered the
management structure to ensure proper
controls are in place, It was also agreed that
this strategic review of risk should be held
twice each year in future.

Following the March 2011 meeting, the
Board undertook & further review of the
Company's principal risks and approved the
tist set out opposite at its May 2011 meeting.

During 2010/11, the Group Audit
department carried out over 40 separate
audits of functions, activities and issues
managed by SSE, providing a large
number of reports tc senior management
throughout the yezr. These include
environmental audits carried out by SSE's
Group Environmental Auditer. Each audit
reportincluded agreed management actions
to improve the overatl management of risk.
Group Audit reviews complement the work
done by business-specific compliance
functions in areas such as Energy Trading,
Energy Efficiency, Demestic Sales, IT and
Customer Service.
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Principal risks

How risk is managed

Safety management

The Safety, Health and Environment Advisory Committee of the Board is responsible for ensuring
SSE's health and safety policy is adhered to, The newly-established Management Board also has
a Safety Committee.

Regulatory change

An experienced Regulation Department manages SSE's relationships and interface with Ofgem,
Qtwat, Ofcom and energy regulators in ether jurisdictions.

Legislative change

An experienced Policy and Public Affairs team manages S55E's relationships and interface with
government ministers and officials, legislators and other policy-makers.

Energy portfolic management

The Board approves levels of exposure which are strictly monitored through sophisticated models
and clear reporting limits. The Management Board has a Risk and Trading Committee.

Asset and plant management

A Central Engineering Team is wetl-established. Asset life assessment and risk-based management are
applied. Regular testing, review and update of major incident handling processes takes place. Capital
spending and maintenance regimes are maintained. The Risk and Trading Committee provides oversight.

Networks management

Significant upgrade and refurbishment programmes are designed to prevent network failures, Business
continuity plans, supporied by contingency sites and regular testing, are established throughout the
Company. Clearly prepared and rehearsed approaches are in place for external relations aspects of
emergency incidents and situations.

Information security

The Company has in place an Information Pretection Programme which cavers all of its operations,
Resilient systems and data centres are in place and there is regular testing.

Supply chain failure

The diverse business model avoids over reliance on specific supply chains. The Sustainability value
ensures a long-term view is taken. Well established procurement and fuel procurement teams ensure
varying supply chains are identified and counterparty exposures monitored.

Treasury management

The Risk ang Trading Committee is required to approve any major changes to treasury policy or
objectives, Periodic reporting of treasury activity ta Audit Committee also takes place, Strong internal
controls are maintained and independent reviews take place.

Credit management

There is Executive Director level representation at debt steering group meetings. Ongoing credit
monitaring and reporting are supported by credit management teams throughout the Campany.

Pension liabilities

There are periodic formal valuations of pension schemes and contributions supported by continual
manitering af scheme investments and valuations. Performance of investment managers is reviewed
regularty by pension boards of trustees.

Sector developments

There is a strong external focus to ensure developments are anticipated, including Strategy, Business
Development and SSE Ventures. A foresighting capability is maintained through a Policy and Research
team which includes Research and Development.

Major capital projects management

Development and implementaticn of SSE's Large Capital Project Governance Framework is designed to
ensure projects are governed, developed, approved and executed in an effective manner. The Framework
itself is regularly reviewed and updated.

Transformation projects management

The Company warks with experienced advisers and suppliers and implements a strong governance
and assurance framework for all aspects of major change programmes.

Compliance management

Wide-ranging consutiation and review of all relevant regulatary. legal and accounting frameworks
take place. Regulation, Camgliance and Group Audit teams develop and monitor compliance processes.

Crisis management

Corperate crisis policy and procedure issued and updated annually. There is Executive training and
regular test exercises are undertaken.

Succession planning

The Nomination Committee of the Board is responsible for reviewing the leadership needs of genior
management and succession plans for the Executive Directors.

Resource management

Integrated Group Services function to ensure optimum resource management, including Finance, HR,
IT and Facilities Management and Property Maintenance, deployment and development of resources
is in response to business needs.

Developing corporate arrogance

Board oversight and practical application, including through the performance appraisal process, of the
'SSE SET' of core values: Salety, Service, Efficiency, Sustainability, Excellence and Teamwork.
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Risk management (continued)

Risk is also the subject of specific
regular reports to the Management Board,
which was established in January 2011
[see page 54 for mere infermation on the
Management Board).

Risk management

In summary, S5E’s approach tc risk
management is characterised by: the
clarity of its financial goal; its strategy and
business medel, which help to limit the
value at risk; its culiure and limited appetite
for risk; and its work on nsk identification
and risk management,

Clear and transparent decision-making
Such an approach to risk management
still requires one essential feature: clear
and transparent decision-making to make
the overatl approach effective, in support
of its clear financial goal.

Risk categories

As stated on page 54, the Board reviewed
SSE's principal risk categaries and the
effectiveness of S5E's system of internal
centrols between March and May 2011,
The risks are set out on the previcus page.

There are three additionat risks that are

not specified but which could potentially
affect a large number of areas of activity:
geopotitical developments; the weather;

and reputation.

- geopolitical developments could have an
impact on a number of SSE's activities,
such as energy portfolio management or
the construction of large capital projects
threugh supply chain impacts. In view of
this, GSE's balanced and diverse business
medel, which is designed amongst other
things to aveid dependence on any single
technology or fuel, is a key means of
seeking 1o ensure the impact of
developments over which S5E can

SSE’s approach to risk management

is characterised by: the clarity of its
financial goal; its strategy and business
model, which help to limit the value at
risk; its culture and limited appetite for
risk; and its work on risk identification
and risk management.

have no controlis, in practice, limited;

=+ the weather coutd have an impact en the
production and consumption of energy
in the Generation and Supply business.
The extent of this risk is contained by
the diversity within SSE's generation
portfolio, the further diversity within
its renewable energy portfolio, and the
integrated nature of its generation and
energy supply activities. It could also
have an impact on the operation of
energy networks, and management of
this risk is factored into the operational
planning of these networks; and

= S5E believes that the most effective way
to manage risks to its reputation is to
manage effectively the risks set out on
page 57. Corporate reputation is very
important for a long-term business
such as SSE, but seeking to manage
‘reputation’, rather than the substance
of the issues which determine a
company's reputation, could lead to
short-term behaviours or actions which
have negative long-term implications.
For this reason, S5E does not specify
‘reputation’ as a risk to be managed.

No list of risks can ever be totally
comprehensive. Circumstances change
and the unexpected happens so the extent
and materiality of any risk can vary.
Nevertheless, in its ongaing review of risk,
S5E is confident that its assessment ot
the principal risk categories is correct
and that its analysis of individual risks

is soundly-based.

Internal control

Risk management depends on a strong
system of internal control, which is
fundamental to achieving 55E's strategic
objectives. The Board is responsible for
the overall system of internal control
and risk management, and it either

‘directly, or through its committees, sets

performance targets and policies for the
management of key risks facing SSE.

The system of internal control is designed
to manage, rather than eliminate, risk

of failure to achieve business objectives
and can provide only reasonabte and not
absolute assurance against material
misstatemnent or loss,

SSE SET of values to manage risk
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All employees are expected to adhere to
the Company’'s code of business practice
and the SSE values of - Safety, Service,
Efficiency, Sustainability, Excellence and
Teamwork - which are embedded in the
culture. [See page 58 for full definitions].
Their consistent application are central to
all activities in SSE. The Teamwork value,

the emphasis on people’s knowledge rather

than status, and the maintenance of a very
experienced team, complemented by the
recruitment of additional specialist skills

where necessary, are all designed to ensure

that the risks associated with operations
are fully understood. Reporting within the

Company is structured so that the key issues

are escalated through the management

team, ultimately to the Board if appropriate.

The key elements of SSE's internat control
and financial reperting processes are
summarised below:

The Board:

- approves the policies, procedures and
framework for the maintenance of a
sound and effective system of internal
control ensuring:

- the provision of guality internal
reporting to the Audit Committee
and other Board Committees by
management and Group Audit;

- the provision of quality reperting
by the external Auditors to the Audit
Committee;

- compliance with the Turnbull Guidance

on Internal Control; and
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Internal control process

operational plans, policies, procedures
and budgets;

= assesses and controls all SSE risks;

< monitors competitive forces in each
area of operation;

3 receives and reviews reports from its
four committees including the Risk
and Trading Committee and the Safety,

Health, and Environment Committee; and
- receives and reviews regular presentations

and reports from all the main Group
businesses.

The Group Audit department:

- compliance with statutory and
regulatory obligations,
reviews the significant risks identified
by each business unit as well as the
mitigating action against those risks
following review by the Audit Committee:
determines the nature and extent of the
significant risks it is willing to take in
achieving its strategic objectives;
approves and regularly reviews and
updates SGE's strategy and business
development;
reviews performance through a system
of reporting based on annual operating
and capital expenditure budgets;
monthly reviews against actual results;
analysis of variances and evaluation
of key performance indicators.;
receives regular reports from the Chief
Executive, the Finance Director and
the other Executive Directers; and
undertakes an annual evaluation of the
Board. its Committees and individual
Directors.

The Management Board:

=Y

=Y

monitors operational and financial
performance of SSE;
develops and implements SSE strategy,

< works with the business units to develep

and improve risk-management tools and
processes in their business cperations;
ensures that business risks are identified,
managed and regularly reviewed and that
the key risks are reported to the Audit
Coemmittee and Board,

ensures that the business units carry out
regular reviews an their internal controls

relating to the key risks;

2 monitors the effectiveness of 5SE's
system of internal cantrel through the
distribution of reports and, where
appropriate, action plans to senior
managers, Directors, the Audit
Committee and external Auditors;

- monitors adherence to SSE's key
policies and principles; and

- provides the Audit Committee and
Board with ohjective assurance
on SSE's centrol envircnment.

Role of commitiees

The role of the Audit Committee, Risk and
Trading Committee and Safety, Health and
Environment Advisory Committee in the
Group’s system of internal control and risk
management is set out in the individual
committee reports.

Reviewing the system of internal cantrol
and monitoring its effectiveness is delegated
to the Audit Comrittee and is reviewed at
least annually by the Board. The Board and
the Audit Committee have reviewed the
affectiveness of the internal control system
in accordance with the Code for the pericd
from 1 April 2010 to 19 May 2011 {being the
last practical day prior to the printing of
this Annual Report]. The Board confirms
that appropriate action would have been
taken to address any significant failings

or weaknesses identified; however, no
intervention has been required. »
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Audit Committee
Members and meetings
Attendance
Membership at meetings
René Médori
[Committee Chairman] 33
Thomas Thune Andersen 3/3
Nick Baldwin 313
Richard Gillingwater 3/3
René Médori The Board has determined that each
Audit Committee Chairman member of the Committee is independent

and that the membership meets the
requirements of the 2008 Cocde. René
Médari is identified as having recent and
relevant financial experience through his
position as Finance Director of a major
international listed company.

The Firance Director, Generation and Supply
Director, Head of Group Internal Audit and
the external Auditors normally attend and
report at Audit Committee meetings. The
Company Chairman also regularly attends
Audit Committee meetings. Senior
management including the Group Treasurer,
Group Financial Controller, Managing
Director, Energy Portfolic Management,
Managing Director, Corporate Affairs and
Director of Portfolio Support may also be
invited to present reports, During the year,
the Committee met privately with the
external Auditors, and separately with

the Head of Group Internal Audit.

The Company Secretary was Secretary
to the Audit Committee during the year.

The Committee has unrestricted access

to Company decuments and information

as well as to management and the external
Auditors. The Audit Committee Chairman
reports the cutcome of Committee meetings
tc the Board.

Role

The Audit Committee assists the Board in
the effective discharge of its responsibilities
for financial reporting and internal control,
together with the procedures for the
identification, assessment and reporting of
risks. The Audit Committee’s remit, which
is set out in its terms of reference, includes
responsibility for:

-+ ensuring that the Company’s financial
reports and farmal announcements
represent an accurate, clear and
balanced assessmenl of the Company's
position and prospects;

=+ monitoring and reviewing the
effectiveness of the Company’s
accounting systems, internal control
policies and procedures and risk
management systems;

= monitoring and reviewing the

effectiveness of the Company’s
internal audit function:

= monitering and reviewing the objectivity
and independence of the external
Auditors taking into consideration the
scope of their work and fees paid for
both audit and non-audit services;

< menitoring and reviewing the significant
risks identified by each business unit as
well as the mitigating action against
those risks;

= monitoring and reviewing the
arrangements by which employees
can in confidence raise concerns about
any possible improprieties in financial
and other matters; and

=+ reviewing the significant financial
reporting issues and judgments,

Activities in 2010/11

The Audit Committee had three meetings

in the year. The key activities of the Audit
Committee during the year are set out below:

Financiat statements

= reviewed the financial staterments in
the 2010 report and accounts and the
interim results. As part of this review the
Commitiee received from the external
Auditors a report on their audit of the
annual report and accounts and their
review of the interim results; and

2 reviewed the annual and interim results
announcements.

Control environment and risk management

= received six-monthly reports by Group
Internal Audit setting out the audit
programme, its progress against the
programme, the results of key audits and
aother significant findings, the adequacy
of management’s response and the
timeliness of resolution of actions;

+ reviewed and agreed the Group Internal
Audit Plan for the year ending 31 March
2012;

= received six-monthly reports from
energy trading and treasury setting
out strategy, market developments,
any significant risks and the controls
in place to mitigate these risks;

= received six-monthly reviews from Group
Internal Audit on the Internal Control
Risk Assassment setting out the Group
Risk Map and Residual Risk Map;

- reviewed Post-Investment Appraisal
Reports; and

= received reports under the Greup
whistleblowing policy and reviewed
the implementation of this policy.

External audit process

+ reviewed the effectiveness of the overall
audit process for 2010/11, meeting with
the Auditars and management
separately 1o identify any areas of
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concern in the preparation of the
financial statemeants;

%+ reviewed independence and objectivity
and agreed the terms of appoiniment,
areas of responsibility, associated
duties and scope of the audit as set
out in the engagement letter for the
forthcoming year;

= reviewed and agreed the audit fees,
fees for non-recurring work and the
regulatary reporting fee;

2 reviewed internal control and key
accounting and audit issues; and

- reviewed recommendations made
by the Auditers and the adequacy
of management’s response,

Independence of Auditors

- reviewed changes in the Audit team; and

3 reviewed the extent of non-audit services
provided by the Auditors in accordance
with the established policy where:

- @ competitive tender process is required
where non-audit fees exceed a
threshold of £30,000 for general advice
and £7%,000 for tax-related advice:

- the Committee must be satisfied that
the work was best handled by the
Auditors because of their knowledge
of the Group; and

~ the Committee must be satisfied that
the objectivity and independence of the
Auditers was not affected by the wark.

The Audit Committee continued to maonitor
the level of non-audit work undertaken by
the Auditors.

The non-audit work awarded curing the
year included:

< taxation advice including general
consultancy, acquisitions and disposals;

= accounting due diligence; and

=+ regulatory accounts.

Full disclosure of the audit and non-audit
fees paid during the year is made in note 4
to the Financial Statements.

KPMG Audit Ple has been the external
auditor of the enlarged Group since 1999,
Under its terms.of reference, the Audit
Committee has responsibility for
recommending to the Board the
appoiniment, re-appointment and removal of
the external Auditors. The Audit Committee
considers that the relationship with the
Auditors is working well and remains
satisflied with their effectiveness. There are
n¢ contraciual obligations restricting the
Company's choice of external avditor. The
external Auditors are required to rotate the
audit partners respensible for the Group
audit every five years and the current lead
partner has been in place for two years.

Upan the recommendation of the Audit
Committee and approvai of the Board,
resolutions to re-appoint KPMG Audit Ple
as Auditars, and to authorise the Directors
to fix their remuneration, will be proposed
at the forthcoming AGM.

René Médorl
Chairman
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Risk and Trading Committee

Alistair Phillips-Davies
Risk and Trading Committee Chairman

Members and meetings

Atiendance
Membership at meetings
Alistair Phillips-Davies
(Committee Chairman) 13/13
Gregor Alexander 1313
lan Marchant 12113

The membership also includes:

< the Managing Director, Energy Portfolic

Management;

the Managing Director, Generation;

the Managing Director, Regulation

and Strategy; and

=+ other senior managers from energy
trading, electricity generation, major
projects, finance and treasury.

=S
EY

The Assistant Company Secretary is
Secretary te the Risk and Trading Committee.

During the year, two non-Executive Oiractors
- Thomas Andersen and Richard Gillingwater
- attended a meeting of the Committee.

Role

The Risk and Trading Committee’s role is
to suppert the Company's risk management
responsibilities by reviewing the strategic,
market, credit, operational and liquidity
risks and exposures arising fram the
Campany’s energy trading, generation

and treasury operatiens. The Commitiee
prevides direction on strategies to mitigate
these risks in accordance with financial
objectives, risk appetite and control
requirements set by the Board.

In addition 1o reviewing the wider business
and ecenornic environment in which SSE
operates, the main responsibilities of the
Commiitee include:

= reviewing current and potential future
risks associated with the operation of
SSE's physicat power generation, and
gas production and gas starage assets;

assessing conditions in the main
wholesale commodity markets in which
SSE operates, and providing guidance
an trading strategies that reflect market
conditions, financial exposures and
business objectives;

considering reports on financial risk
exposures that have arisenas a
consequence of changing demand
patterns, plant performance and
commodity prices;

reviewing reports on counterpart credit
exposures, and approving mitigating
actions where necessary;

censidering reports on wholesale trading
activities and any breaches of internal
limits, controls or pelicies that may
have otcurred;

within its delegated authorities,

+ reviewing proposals to update
governance, cantral arrangements and
insurance in line with business strategy
and risk appetite; and

- updating the Committee’s Terms of
Reference and recommending to the
Board their approval and adoption.

Review

The Risk and Trading Committee was
included in the Board evaluation process.
With effect from 1 April 2011, the Risk and
Trading Committee reports through the
Management Board. The minutes of the
meeting continue to be issued to the full
Board as soon as available after the meeting.

Alistalr Phillips-Davies
Chairman

considering requests for approval of
changes to individual trading limits,
counterparty credit limits and
commodity exposure limits;

=+ considering requests to adopt new trading
products or concepts that are proposed
to mitigate existing and potential financial
or operational risks; and

- reviewing Group funding, foreign
exchange and interest rate exposure
together with other key financial risks.

The Committee maintains a close
relationship with the Company’s Audit
Committee. its external Auditors and
Executive Directors.

Activities in 2010/11

The Risk and Trading Committee met

13 times during the year. At each meeting
updates were provided by Committee
members and other senicr staff on the
status of: power generation; gas production
and gas storage; major projects; wholesale
market conditions; commodity exposures:
energy trading strategies; counterparty
credit expesures; and key corporate funding
issues including interest rate movements
and foreign exchange exposures.

Other activities of the Committee during
the year included:

- considering a number of proposals to
adopt new trading products or strategies
to hedge financizl or cperational risks;

=+ approving commerciai contracts within
its delegated authority levels;

3 reviewing retail tariff setting options in
the context of forecast wholesale energy
prices, customer demand patterns and
competitor activity;

- considering new business strategies,
especially those which may signify
a move away from the Company’'s
traditicnal markets and areas of
operation;
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Nomination Committee

Lord Smith of Kelvin
Nomination Committee Chairman

Members and meetings

Allendance
Membership at meetings
Lord Smith of Kelvin
|Committee and Board Chairman} 2/2
Thomas Thune Andersen 2/2
Nick Baidwin 2/2
Richard Gillingwater 22
René Médori 1/2
Lady Rice T2
lan Marchant 2/2

The Committee is chaired by the Company
Chairman and its membership comprises
of all the non-Executive Directors and the
Chief Executive.

The Company Chairman would not chair

the meeting if it was dealing with any matter
concerning the chairmanship of the Board.
In this case the meeting would be chaired

by a non-Executive Director elected by the
remaining members. Members of the
Committee do not take part in discussions
when their own performance or when their
continued appaointment is being considered.

The Company Secretary is Secretary to the
Nomination Committee,

Role

The Nomination Committee’s role is to
review the leadership needs of the Board
and senior management, with a view to
ensuring SSE's continued ability to compete
effectively in the marketplace. The
Nomination Committee's remit, which is
set out in its terms of reference, includes
responsibility for:

3 reviewing the structure, size
and compositicn of the Beard
and its committees and making
recommendations to the Board
on any desired changes;

- reviewing the succession plans
for the Executive Directors;

-2 making recommendations to the Board
on suitable candidates to fill vacancies
for non-Executive Directors and
Executive Directors;

= ensuring that the procedure for
appointing new Directors is rigorous
and transparent and that appointments
are made on merit and against objective
criteria for purpose; and

-+ reviewing potential conflicts of interest
of Directors,

Before an appointment is made the
Commitiee evaluates the skills, knowledge
and experience of the Board to ensure that
any new appointment complements these
qualities. Candidates from a wide range

of backgrounds are considered and the
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selection process will generally involve
interviews with a number of candidates,
using the services of a professional search
firm specialising in Board level recruitment.

The Committee also reviews succession
planning and leadership needs in the course
of its werk taking into account the risks and
opportunities facing the Company, and from
this identifies the skills and expertise
required from the Board and senior
management team.

Activities in 2010/11

The Nomination Commitiee had two
meetings during the year. The Committee
assessed the roles required for future non-
Executive Director positions, and appeinted
an external search firm, which was used to
identify suitable candidates for the two non-
Executive Director roles announced on 27
April 2011 and referred to on page 49. The
Nomination Committee alsc reviewed Board
Committee membership, and the Directors’
conflicts of interest.

Lord Smith of Kelvin
Chairman
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Safety, Health and Environment Advisory Committee

Colin Hood
Safety, Health and Environment
Advisory Committee Chairman

Members and meetings

Attendance
Membership at meetings
Colin Hood [Committee Chairman] 3/3
Thomas Thune Andersen 3/3

The membership alse comprises certain
senior executives, namely:

-+ the Managing Directar, Group Services;

= the Managing Director, Generation; and

= the Group Safely, Health and
Environment Manager.

The Chief Executive also attends when
reguired. The Assistant Company Secretary
is Secretary to the Cormnmittee.

The Safety, Health and Environment
Advisary Committee has three main
responsibilities. They are to:

-+ ensure that SSE's health and safety
pelicy and environment policy
statements are adhered io;

- set safety, bealth and environmental
targets for improved performance; and

= manitor safety, health and
environmenial performance in SSE.

In exercising these responsibilities, the
Committee focuses on SSE's Safety and
Sustainability values:

-+ we believe all accidents are preventable,
so we do everything safely and
responsibly, or not at all: and

= we operate ethically, taking the tong-
term view to achieve growth while
safeguarding the eavironment.

Policy

Peaple in SSE have many different working
environments - from full-scale industrial
processes to offices. One thing is the
same, hawever: everyone’s role in achieving
safe working conditions. SSE's Safety
Management System facuses on five 'Ps’:

Policy: defining how things get done;

People: helping employees o act safely;

Processes: managing risks and

delivering safe systems of work;

= Plant: maintaining the integrity of plant
and equipment; ang

-+ Performance: managing and improving

SHE performance.

i

Safety performance

By 55E's standards, safety performance
during 2010/11 was mixed, with progress in
some areas being offset by setbacks in others
[previous year's perfermance in brackets):

< the Lost Time/Reportable Injury Rate
was 0.04 (0.03};

-+ the Total Recordable Injury Rate {TRIR],
covering lost-time, reportable and
medical treatment injuries, was 0.12
per 100,000 hours worked (0.14);

= the total number of werking days lost
as a result of injuries ccecurring in
2010/11 was 171 [73); and

= the number of dangerous or potentially
dangerous road traffic accidents involving
SSE employees driving Company vehicles
was 0.31 per 100 vehicles (0.34].

By many other standards, however, this was
a good saiety performance. For example, the
number of working days lost was the second
lowest in the last six years. SSE’s goal,
however, is injury-free working and until
that is achieved and maintained the
Company will not be satisfied.

Contractors’ safety performance

The safety of contracters working en SSE
projects-and sites is fundamentally the
responsibility of their employers, but S5E
works closely with its contractors in increasing
their safety standards. For this group, the
TRIR was 0.12 per 100,000 hours worked,
compared with 0.31 in the previous year.

This was, however, overshadowed by the loss
of the lives of two employees of contractors
to SSE. Loss of life in such circumstances
has a devastating effect on families, friends
and colleagues and is the starkest possible
reminder of why safety is, and must be,

the top priority for SSE and its cantractors,
Amcngst the safety-related issues on
which SSE is working with centractors, the
construction and operaticn of wind farms
affshere is particularly important because
they present new challenges and risks. 55E
is actively working with a group of other
leading developers to set and implement
the best possible safe working procedures.

Health promaetion

SSE’s Health and Well-being Action Plan
provides the basis for workplace health
programmes and initiatives, all designed

to help employees be in good shape for work.
SSE’s policy is to deal with all sickness
absence in a sympathetic and constructive
way, helping people mzake a speedy return to
health and to work by seeking and acting on
medical advice. During 2010/11, the average
number of days of absence from work was
5.38, compared with 5.31 in the previous year.

Environmental management

55E’s main environmental impact is
generally regarded as emissions of carbon
dioxide from electricity generation (see
page 33]. The CEMARS [Certified Emissions
Measurement and Reduction Schemel
standard adopted by Achilles is the world's
first internationally-accredited greenhouse
gas certification scheme ta 15014065 and, in
March 2011, SSE was notified by Achilles that
it had again received the CEMARS standard.

Many of the Company’s day-to-day operations
take place in environmentally sensitive areas.
The priority is to make sure that the five 'Ps’
apply to environmental management and that
negative impacts such as pollution to the
local environment are prevented. SSE's duty
to protect the environment starts when work
is first planned at a site and continues until
SSE clears up that site and leaves it. The key
target in any single year is to ensure there
are no environmental incidents which result
in SSE receiving an enforcement notice from
an environment regulator such as the
Environment Agency. There were no such
incidents during 2010/11. Good environmentat
stewardship involves on-site enargy efficiency
and management of waste, and SSE has
specialist managers responsible far these
areas. A key goal is to minimise waste and
unnecessary use of natural resources by
re-using and recycling materials. During
2010111, 4.63% tonnes of waste were sent
fram SSE's offices and depots for disposal
at landfill sites, a fall of over 20%.

Priorities for 2011/12
The priorities are to:

= supporl progress towards 55€'s
ultimate goal of injury-free working:

= promote the health and well-being
of people working for SSE; and

= ensure effective environmental
management throughout SSE.

The progress towards injury-free warking will
be supported by three specific initiatives on:

- safe working offshore;

- all employees’ safety-related behaviours;
and

- management of ‘leading’ safety indicators.

Caolin Hood
Chairman
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Remuneration Report
Introduction

Lady Rice CBE
Remuneration Commirtee Chairman

A matter of balance

At SSE, the notion of balance runs
throughout the business. We balance a
range of market-based and economically-
regulated businesses. We try to maintain a
well-balanced portfolio of assets, contracts
and customers, to balance fossil fuel and
renewable sources of energy, to balance
independence and experience on the
Board. Balance is alsc fundamental

to remuneration pelicy at SSE.

We see remuneration as being abaut a
batance oetween supporting tha Company’s
over-riding financial goal - sustained real
growth in the dividend - while keeping
emplayees engaged in the short-term. It's
about doing what's right for the business -
which requires a long-term view - and
understanding this in the tontext of the
energy sector today.

Reward by definition refiects the
responsibility and contribution of the
individual. At SSE, teamwork is ane of the
essential elements on which individuals
are rewarded, creating another aspect of
balance. Reward also has to make sense
in the context of companies simitar to SSE
eventwhile it supports SSEs own unique
husiness plans.

A year of consolidation

SSE's remuneration policy was reviewed in
2009/2010 against new guidelines and best
practice. This year has been a time to let
recent changes bed in as well as to complete
that review. The Committee stayed close to
the concerns of shareholders and other
stakehalders, to the guidance of government
for instance on pensions, and te the views of
the executives. We will continue to welcome
shareholder feedback in the future and
indeed now on any aspect of this Report.

The remuneration strategy is to reward the
Executive Directors betow market median;
the same is also true for non-Executive
Directors. The Commiltee is sensitive to

the need t¢ maintain a balance between
this strategy while still keeping employees
motivated. It is also part of the strategy that
remuneration principles apply Company-
wide, and that reward is viewed in the
context of the economic envirenment as
well as alongside sectoral benchmarks,

Benchmarks are useful if they prompt debate
about whether our remuneration strategy
and our pesition are right for the business
and where we want to take it in the future.
While we continue to look at the energy
companies in the UK, they are few in number,
so we have now added the MSCI list of energy
companies in Europe and refer to Deloitte’s
Complexity Index as well, to provide broader
relevant benchmarks. That is alsc why we
benchmark against FTSE 20-50 companies
excluding financial services which share
many characteristics with SSE.

Given the current economic background,
and despite streng financial and cperational
performance last year, it was decided not to
increase the base salaries of the Executive
Directors, which remain below market
median for FTSE 20-50 companies
[excluding financial services). The terms

of the Annual Bonus Plan were unchanged,
and the terms of the Performance Share
Plan which, following consuttation, now
include an element relating directly ta S5E's
primary financiat objective ~ sustained
grawth in dividend - are as set out in last
year's Remuneration Report. This objective
is also reflected in the long-term incentive
plan for the new Management Board.

A long-term business

A feature of SSE, and an illustration of

the long-term nature of the business, is
the fact that the Executive Directors have
all held either Board or senior management
positions with the Cempany since it was
formed in 1998. Their total Board service
is 42 years with total Company service of
86 years, including their stewardship of the
predecessor companies Southern Electric
and Scottish Hydro Electric.

Their personal commitment to SSE is strong
as is their leadership of the Company - SGE
is one of just six FTSE 10C cempanies to
have delivered above-inflation dividend
growth every year since 1998, the year it was
farmed. Any objective analysis of Executive
Director remuneration must also reflect that
leadership and commitment.

At the same time, SSE has developed
genuine strength amongst its other senior
rmanagers, a number of whorm now sit en
the newly-formed Management Board. The
Remuneration Cornmittee has continued
to look closely at the linkages between
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Executive Directors’ remuneration and that
of other senior executives, managers and
employees. |t was in this context that the
Commities approved a scheme designed to
retain the members of the new Management
Board over the next five years. It recognises
that they now carry broader respensibilities
than other senior managers, and we are
confident that each of them understands
what they must do to contribute to long-
term dividend growth.

A high profite issue

Remuneration is a high profile issue, and
rightly so. The Remuneration Committee
and the Executive Directors welcome the
transparency and accountability which the
public expects and which the Remuneration
Committee endorses. The Committee
continues to leok for ways in which reward
leads to behavicurs which support the
culture and values of SSE threughout the
organisation.

The Committee believes that the Directors
are fairly remunerated, and above all, that
through remuneratien they are recognised.
We continue to test performance targets
each year and believe they are rebust and
that the Company has set targets which
reflect equivalent stretch over the years,
even though those targets may change
according to the Company’'s activities

or the economic envirenment.

We link reward to risk as well as to
performance, and specifically to the ttime
horizon of the major risks in the business.
Reward needs to reflect both the prudence
and the dynamism which are balanced
within SSE and everyone who works for
the Company must be crystal clear about
what is expected of them.

if the Remuneration Committee had five
balancing objectives this year, they would
be: to develop the Company's reputation,
contribute to its business results, enable
stakeholder agreement to remuneration
policy, link compensation te performance
plus risk, and provide leadership so that
reward is aligned through the organisation,

Balance is a hallmark of a dynamic and
productive organisation. Balance is alsc a
hallmark of a strong remuneration approach
- the balance between short-term and
lang-term, between the individual and the
collective, between the tactical and the
strategic. The Remuneration Committes
believes it has achieved that balance and
will be vigilant to ensure it continues to do
so in the future.

Lady Rice CBE
Chairman
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Remuneration Report (continued)

At a glance

What are the principles of the SSE
Executive Remuneration Policy?

=+ Atiract and retain Executive Directors
who run the Company effectively for the
benefit of shareholders, customers and
employees.

-+ Adopt a competitive and straight forward
approach to total remuneration which
meets shareholder expectation.

- Reinforce the culture and teamwark
ta deliver the long-term growth and
sustainability of the business.

= Set Total Remuneration Policy at
levels which premote the long-term
development of the business and reward
individuats in line with performance.

What was new in 2010/117

- The Perfarmance Share Plan has two
new measures: dividend per share
grawth and TSR perfarmance relative
to the MSCI European utility companies
index. This is in addition to relative TSR
based on the FTSE 100 and EPS. Each of
the four performance cnieria represent
25% of the grant. Dividend growth is
SSE's key financial objective and the
MSCI is the relevant sector focus across
Europe. These new criteria were set out
in the Remuneration Report in 2010 and
adopted after consultation with key
stakeholders.

=+ The Committee approved a one-off LTI
five-year plan for the new Management
Board which will vest in 2016 subject
to performance. This plan will not apply
to the Executive Directors.

=+ With the changing fiscal and government
approaches ta pension, the Commitiee
reviewed the potential impact of these
changes on a number of long-serving
senior managers. It approved an optien
for some of these employees to reduce
or limit future accrual in exchange for a
cash allowance. This was done on a cost
neutral basis and these employees were
provided with independent financial
advice. This approach did not impact
Executive Directors whose pensicn
arrangements remain unchanged.

Remuneration glossary of terms

STl - Short Term Incentive or Bonus
LTI = Long Term Incentive

PSP - Performance Share Plan

BIK - Benefits in Kind

M5CI - Morgan Stanley Capital Index
TSR - Total Sharehotder Return

EPS - Earnings Per Share

What is SSE’s Total Executive Remuneration Policy?

Summary of remuneration policy

How is the remuneration package structured?
Total Remuneration Policy [% each component element)

Target

Stretch

+ Base salary includes 1% to cover benefits in kind namely s car allowance and private
medical plan.

= The pension element is the average of the present value of providing a single year of
pensian for the Executive Directors.

- Target performance cemprises annual banus awarded at target level (ie 50% of base
salaryl and, for the Performance Share Plan, an assumption that 50% of shares under
award will vest.

- Stretch performance is based on a bonus of 100% of base salary with exceptional targets
being met and the Performance Share Plan is calculated based on the maximurn grant
at 150% salary which gives a range between 48% - 64% in variable pay to recognise
exceplional perfarmance.

What were the Executive Directors paid for the year ending
31 March 20117 ’

Base salary Benefits Cash bonus Total Tetal (2010)

£000s £000s £000s £000s €009

lan Marchant 840 19 378 1,237 1,231
Colin Hoed 646 17 291 954 926
Gregor Alexander 495 16 223 734 713
Alistair Phillips-Davies 499 16 223 734 713
Total Remuneration 2476 58 1,115 3,659 3,583

During 2010/11, Executive Directors also received shares vesting from the Performance
Share Plan. Details are set out in Table D on page 74,
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Remuneration explained

Executive Directors’ salary and incentive plans 2010/11

Performance measure
Base salary

Short term - Annual Bonus

The Annual Banus is determined by the
Remuneration Commiltee's assessment
of the pertarmance of S5E during the year,
based on three key areas.

Financial performance (60%]

Group financial performance is measured
by adjustad profit before lax, which reftects
the underlying profits of S5E's business.

Teamwork (20%}

Teamwork is measured by performance against

the 'SSE SET' of core values: Safety; Service;
Efticiency; Sustainability; Excellence: and
Teamwork. Performance against these values
is assessed through S5E's performance
managemenl process.

Personal objectives [20%)

In keeping with its Teamwork value, and to avoid
setting Executive Directors potentially conilicting
personal objectives, SSE believes personal
objectives should form a part of the Annual

Bonus. They are designed 1o support achievernent

of SSE's strateqgy and reinforce its values.

Purpose - Link to strategy

Reflects market data, role, business and
individual performance measured against
SSE's strategy as set out on pages 10to 15.

The performance targets are clearly linked
to SSE's strategy in three key ways: financial
performance; teamwork; and personal
abjectives relating to the Company's priorities.

Financial performance [60%)

Adjusted profit before tax is a key means
of achieving $5E's first responsibility

1o shareholders: sustained real growth
in the dividend.

Teamwork [20%)

SSE believes it will only be successful financially
if it exercises a wider corporate responsibility
to athers, such as customers and employees,
on whom its success ultimately depends, lis
core values summarise this appreach.

Personal objectives {20%]

Persanal abjectives set during the year include:
management of pelitical and requlatory issues
llan Marchant): gereration availabitity {Colin
Hoad]; improving working capital rnanagement
[Gregor Alexanderk: and energy trading risk levels
and fuel procurement [Alistair Phillips-Davies].

Leng term - Performance Share Plan 2008-2011

For awards granted in 2008 performance is
measured against the following two elements
over a three-year period.

Total Shareholder Return (TSR]

—+ 100% vests at or above 75th percentile

-+ 25% vests at median

=+ straight-line basis between median and
75th percentite

= no vesting of award if median performance
not achieved

Ad]usted Earnings per Share [EPS}
100% vests where EPS is 9% RPI
-+ 29% vests where EPS is 3% above RP
2 straighi-line basis between 3% and 9%
above RPI
- novesting if EPS minimum growth
of RPI +3% is not achieved

The two elements of TSR and EPS reflect
retative and absolute measures of performance.

The relative TSR measure is dependent on S5E's
relative fong-term share price performance and
dividend return [sustained real growth is SSE's
first financial responsibility to sharebolders],
Further vesting of this element requires the
Remuneration Commitiee Lo be satisfied with
SSE's underlying financial periermance.

Adjusted EPS is used to monitar 55E's
performance over the medium term because
it 1s straightforward: it defines the amount

of profit after tax that has been earned for
each Ordinary Share.

Overview

Sirategy

Group performance
Segmental performance

[Corporale governance

Financial statements
Sharehotder infarmation

Policy and decisions

Foltowing the annual review in March 2011 the
salary for the Chief Executive and the three
Executive Directors remained unchanged.

60% awarded

Maximum award of up to 100% of base salary:
75% in eash (non-pensionablel; 25% compulscrily
deferred into shares which anly vest, subject

to continued service, after three years.

Financial performance (max 60%)

During 2010/11, SSE delivered a 1.6% increase
in adjusted profii before tax - resulling in a
target payment at 50% of maximum,

Teamwaork {max 20%]

Safety: Total Recordable Injury Rate again
improved but below stretch target. Service:
Rated number one in almost all key independent
surveys. Efficiency: Additional cost savings
achieved during the year and other efficiencies
secured in specific areas such as credit
management. Sustainability: Renewable energy
development and smart home project goals
achieved. Excellence: Culture of innovation
reinforced with diverse successes such as

the hybrid bond issue and zere carban hornes
devetopment. Teamwaork: it is clear to all of

the non-Executive Directors that the Executive
Birecters continue 10 perform strongly as a team
with no evidence of a culture of individualism
within SSE. All of this resutted in an above-target
payment of 75% of the maximum.

Persenal objectives [max 20%]

Qverall, the Remuneration Cammittea
concluded that progress was made in each of
these areas during 2010/11 and that individually
and collectively the Executive Directors delivered
strong performance during the year - resulting
in an above target payment of 75% of maximum.

0% awarded

Maximurn award of 150% of base salary each
year. Awards are released to the extent
performance conditions are met.

TSR (max 50%]

Qut-turn below median of FTSE 100 so 0%
TSR etermnent awarded; the graph on page 70
reflects performance over a five-year period.

EPS [max 50%)}
Qut-turn growth below the EPS minimurn growth
targel RP1+3% so 0% of EPS element awarded.
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Remuneration Report (continued)
Remuneration explained

Remuneration agenda 2010/11

Regutar items

Other items

May Directers Remuneration Report.
Approval of Performance Share Targets and 2010 Grants.
Approval of Vesting Awards.

November Review of Total Remuneration Policy for Executive Directors  Long-term Incentive Review.

and Chairman. External governance environment. Review
STl and LTI performance results.

February Review of new Management Board contract and salary
levels. Salaries were increased only for the roles which
contained a significant increase in responsibility and
scope. Approval of new one-off five-year LT plan 2011-2014
for the Management Board exctuding Executive Directors.
Qverview of succession issues for rermuneration purposes.

March Review of Directors and Senior Executives Salaries and Changes to the implementation of pension policy.

Total Remuneration. Chairman's Remuneration Review.
Establishment of the 2010/11 Bonus Performance targets.
Performance Share Plan Forecast Results.

Application of new FSA remuneration code. Update
on shareholder communications.

The Remuneration Commitiee’s compesition, responsibilities and operation comply with Section B of the Carporate Governance Code.
In forming remuneration palicy, the Committee has given full consideration to Lhe best practice provisions set out in the Code.

This report sels out the Company’s policy
on Executive Directors’ remuneration for
the year ended 31 March 2011 and complies
with the regulations made under the
Companies Act 2006. The report will be
presented al the AGM en 21 July 2011 for
approval and shareholders will be able to
ask questions on the repert at the AGM,

How the Remuneration
Committee works

Members and meetings

Advisors

- the Chief Executive and the Director
of Human Resources advised the
Commiltee on matters relating to
the appropriateness of awards for the
Executive Directors and Senior Executives
although they were not present for
discussions on their own remuneration;

- in addition the Director of Human
Resources advised on HR strategy
and the apgplication of policies across
the organisation;

=+ the Company Secretary advised the

The policy comprises:

Y
-5

-+
3

base satary:

benefits, including a defined benefit
pension plan;

a short-term incentive plan; and

a long-term incentive plans.

The current short- and long-term incentive
plans are shown in the chart on page 64.

Total Remuneration Policy
Remuneration policy for Executive Directors

Atlendance
Membership at meetings
Lady Rice {Committee Chairman} 4f4
Nick Baldwin 4f4
Richard Gillingwater 4fd
Lord Smith of Kelvin 3/4

Informal consultation takes place outwith
the scheduled meetings as necessary.

Terms of reference

= sets the total remuneratian pelicy on

Committee on corporate governance
guidelines;

Celoitte LLP provided market information
drawn from published surveys and advice
an appropriate awards of bonuses, lang-
term incentives, and comparator group
pay and performance, Deloitte LLP were
appointed by the Committee; and

Bank of America Merrill Lynch provided
advice on shareholder views. They were
appointed by the Committee for these
Services.

is to remain below median of the FTSE 20-50
excluding financial services. For peer group
comparisan, the Committee takes account
of total remuneration in specific UK listed
cernpanies in related sectors and their
reported financial results. SSE's goal is to
retain Executive Directors who are motivated
by the long-term success of the Company,
rather than short-term remuneration,

This policy and goal reflect SSE culture
in which Executive Directors and Senior
Managers are motivated by developing the

behalf of the Board;

= approves the detailed remuneration terms
of the Executive Directors including their
service contract and the impact on senior
management remuneration;

- approves the remuneration of the
Chairman;

- approves the design and performance
targets of incentive schemes;

- grants awards under the Company’s
Long-term Incentive Plans; and

-+ reviews the total remuneration of the
Management Board and other Senior
Executives below Board level.

Total Remuneration Policy

Total Remuneration Policy is integral

to overall HR Strategy and the SSE set of
core values are supported in the objectives,
plan design and application of the policy.

The principles

The core principles of the Company’s
remuneration policy are outtined in the

‘At a glance’ secticn as shown on page 66
together with policy details and diagrams
which illustrate the degree of stretch in the
target and maximum values of the packages.

Company for the future, and explains why
long-term growth and sustainability of the
business are of such importance when
determining remuneration policy.

=5

The Committea reviews regularly

the total compensation, including
pensions, of the Chief Executive and
the Executive Directors compared to
FTSE benchmarks to make sure that
the Company is not disadvantaged by
the current position nor are there any
adverse consequences stemming fram
the long service of the leadership team.
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+ A number of institutional shareholders
were consulted on the implications of
the changes tc the Performance Share
Plan measures and other aspects of the
Totat Remuneration Policy as part of a
regular dialogue between shareholders
and the Remuneration Committee,

<+ Ouring the year the Committee
discussed succession iSsuUes across
a broader spectrum cf management
fevels and takes account of these
factors when making any remuneratian
decisions both in the interests of the
Company and the individuals.

=+ Asamatter of policy the Committee takes
account of any changing or increasing
responsibilities when determining the
appropriate remuneration.,

The balance of fixed and

variable remuneration

Taking into account the SSE business profile,
the Rermuneration Commiitee believes

that around 50% of the total remuneration
should be perfoermance-related, increasing
up to around two thirds for exceptional
performance as shown in the table on page
44 as this rewards performance sufficiently
without causing undue risk taking.

Senier Executives, managers

and employees

The Committee is aware of the importance
of an appropriate relationship between the
remuneration levels of the Executive Directors,
Senior Executives, managers and other
employees within the Group. As outlined on
page 54, this year has seen the appointment of
the Management Board reporting to the Chief
Executive which consists of operational and
functional Managing Directors. The Committee
received and approved a paper which
benchmarked their total remuneration to the
relevant marketplace and introduced a new,
one-off five-year LTI 2011-2016 {eaturing the
key measure af dividend growth. The Executive
Directors will not participate in this scheme.

There is a wider group of Senior Executives
who have a significant influence on Group
performance. The Committee seeks
assurance that there is a consistency

of approach to remuneration and that
rermuneration is of sufficient value to attract
and retain key executives for the longer term.

Base salary

The Committee is mindful of the remuneration
of different groups of employees and
considers wider internal pay arrangements
and other relevant external indices such as
inflation in the process of reviewing base
salary for the Executive Directors,

The Committee conducted its reqular review
of salaries for Executive Cirectors in March

2011, It considered the following facters in the
light of recent market and governance trends:

=+ total remuneration and basic salary,
when benchmarked where relevant to
FTSE 20-50 excluding Financial Services,
remain behind market median for the
Executive Directors;

- the Executive Directors continue to
deliver a strong financial performance
with significant results to shareholders
in a difficult trading year as dividend
growth has exceeded RPl inflation {or
the twelfth consecutive year; and

- management and Collective Agreements.

Despite continued solid performance, after
taking careful consideration of all factors, the
Committee decided not to increase salaries
for the Executive Directors including the
Chief Executive for the year 2011/12.

Current incentive plans

Short-term incentive - Annual Bonus Plan
The purpose of the Annual Bonus Plan is

to reward Executive Directors’ performance
during the year, based on an analysis of
financial results, team working and personal
objectives. Performance is considered in the
context of targets set in each of the areas
at the start of the financial year. In addition,
the Remuneration Committee considers
Executive Directors” management of, and
performance in, all of the business issues
that arcse during the year.

For 2030/11. the total Annual Bonus paid to
the Executive Directors was 60% of salary,
comparad to 5%% in the previous year and with
the maximum payable of 100%, Around half of
the beonus was payable in respect of financial
performance and around half in respect of
team working and performance against
personal abjectives. "Executive Directors’
salary and incentive plans 2010/11", on page
47, sets out performance metrics used in the
assessment of the Annual Bonus for the year.

For 2011/12, the structure of the Annual
Bonus will remain the same as in 2030/11.
The maximum bonus payable will be 100%
of salary, split between:

- financial performance [60%]:
2 team working [20%]; and
2 personal objectives (20%].

In any single year, it is expected that the
Annual Bonus paid will be arcund 50% of
Executive Directors’ salary for on-target
perfarmance. The Annual Benus is paid 75% in
cash, and 25% deferred inte shares which vest
after three years, subject to continued service.

For the Management Board and other
Senior Executives, the Committee approved

Overview

Strategy

Group performance
Segmenltal performance
[Eorporaie governance |
Financial statements
Sharehalder infermation

the introduction of a safety madifier to
any STl awards as safety is of paramount
importance to SSE. This medifier applies
to team warking and personal objectives.
This modifier does not apply to the
Executive Directers’ short-term bonus,
which already takes account of the
Campany's safety performance.

Long-term incentives -

Performance Share Plan

The Performance Share Plan is the main
scheme to reward Executive Directors and
other Senior Executives over a three-year
period for the continued profitable growth of
SSE as measured, up to 2010/11, by Earnings
per Share and the Total Shareholder Return
compared to the FTSE 100. Since 2007,
awards equivalent to 150% of salary have
been granted to Executive Directors and

at lower rates to other Senior Executives.

Awards will be released after three years
subject to the meeting of demanding
performance conditions relating to the
Company's relative total sharehclder return
(TSR] perfermance and the Company’s
adjusted EPS growth, Further details of

the performance targets are in the table on
page 67. The TSR performance measure is
dependent on the Company’s relative long-
term share price performance within the
FTSE 100 bringing a market perspective to the
plan. The vesting of this element requires the
Committee tc be satisfied with the underlying
financial performance of the Company. The
TSR measure is balanced by a key internal
measure, adjusted EPS growth, which is
critical to the Company's long-term success
and ties in with the Group's strategic goals.

The Committee considered that the
achievernent of real annual adjusted EPS
growth of 9% above RPI per annum was

a demanding target for maximum vesting
in light of the regulatory regime applicable
to the Company.

The 2007 PSP award vested in May 20610.
The TSR out-turn was below median for
FTSE 100 so this part of the PSP award
did not vest, EPS growth was 3.6% above
inflation per annum, and accordingly 32.4%
of the EPS element in the 2007 award
vested. The overall award was 16.2%.

The 2008 PSP award will vest shortly after
the announcement of the preliminary results
in May 2011, It is envisaged that the TSR
cut-turn will be below median so this part of
the PSP wilt not vest. EPS growth was 1.1%
below inflation per annum which is below
the minimum of RPI plus 3%. Therefore this
award will lapse this year. Achievement of
this perfoermance criterion is independently
reviewed each year by the auditars.
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Remuneration explained

Changes to performance
share plan 2010 awards

As outlined in last year's Reruneration Report,
the Committee approved a number of changes;

from the 2010/11 award, there are now four

performance criteria of 25% each as follows:

= relative TSR performance compared
toc FTSE 100;

= relative TSR performance cempared to
& dedicated peer group cf UK and other
Eurcpean utilities;

= EPS growth of RPI plus 2% [threshold
vesting] to 8% [full vesting); and

-+ dividend per share growth of RPI plus
2% {threshald vesting] to 4% [full vesting).

TSR performance compared to a dedicated
peer group of UK and other Eurcpean
utilities {the MSCI Europe Utilities) thereby
provides sector emphasis and market
perspective to the plan.

The Dividend per share growth target reflecis
the fact that the Company's core financial
chjective is to deliver continued real dividend
growth in the future whilst maintaining a
dividend cover around the established range.

The reasons for the two new measures are
that the Committee believes that these new
criteria provide a focus on the performance
of SSE's wider competitive group, its key
financial goals and the level of dividend paid.
For these reasons, the Committee intends
to discuss with shareholders and other
stakeholders the application of these criteria
to the 2009 Performance Share Plan award,
which is due to vest in 2012, More broadly,
the Committee will continue to review all
targets for relevance and stretch in line
with the financial forecasts and prevailing
business and economic envirenment.

Share ownership policy
Employee share ownership is a key part

of total Remuneration policy and is designed
to help maintain long-term commitment
and business understanding, offering the
apportunity to benefit from any growth in
sharehclder value. -

= The interests of the Executive Directers
and other Senicr Executives are closely
aligned with those of other shargholders.
The Performance Share Plan, the
defarral of 25% of the Annual Bonus
award and employee share schemes
facilitate this alignment.

- The Executive Directors and certain
other Senior Executives are required
to maintain a shareholding equivalent
to ene year's salary built up within a
reasonable timescale. Consent to sell
shares is not normally given [unless in
exceptional circumstances or to fund
a connected tax liability} until this level
of shareholding is reached.

= |tis also expected that all non-Executive
Cirectors should hold a minimum of
2,000 shares in the Company.

-+ As reported on page 50, 44% of SSE
employees are members of the Share
Incentive Plan.

-3 35% cof employees are members of the
Share Save Scheme.

Directors’ shareholdings as percentage
of annual salary

2011 2010

% salary % satary

lan Marchant 338 286
Celin Hoed 270 221
Gregor Alexander 230 191
Alistair Phillips-Davies 256 210

Based on a share price at 31 March 2011 of £12.61.

All-employee share schemes

Executive Directers are eligible to
participate in the Company's all-employee
share schemes on the same terms as other

SSE TSR perfermance: 31 March 2006 to 31 March 2011

The graph ahove charts the cumulative TSR [Total Shareholder Return) of $5E since 1 April 2004,
compared to the FTSE 100 Index over the same period. The Company is a member of the FTSE 100
and it was considered to be the mast relevant benchmark for comparison purposes. '

employees. These schemes comprise:

-+ the Sharesave Scheme which allows
employees options te acquire shares
using the proceeds of a monthly savings
contract of up to £250 per month.
Exercise of the options is nct subject to
satisfaction of any performance target,
The option price is set at a discount
maximum of 20% to market value;

= the Share incentive Plan [the SIP
which allows employees to allocate
part of their pre-tax salary to purchase
shares up to a maximum of £125 per
menth. Participants receive two free
matching shares manthly for each share
purchased up to a maximum of six free
shares; and

= the long service award scheme which
purchases 10, 20, 30, 40 cr 50 shares on
behalf of an employee on the occasion of
the employee reaching 10, 20, 30, 40 or 50
years’ service respectively with the Group,

Funding of share schemes and dilution
Shares are purchased in the market to
satisfy the exercise of awards under the
Deferred Bonus Plan, the Performance
Share Plan, and the Share Incentive Plan.

The Company’'s Sharesave Scheme uses
unissued shares to satisty the exercise of
share optiens. As at 31 March 2011, there
were approximately é miltion share options
outstanding under this scheme, and if all
the outstanding options were exercised this
waould amount to 0.64% of the issued share
capital of the Company at that date.

Pensions policy

Pension planning is an important part

of the remuneration strategy because it

is consistent with the long-term goals and
horizons of the husiness. Each empicyee is
encouraged to join the relevant pension plan.
In response to recent government and fiscal
changes, the Company has provided cash
allowance options in exchange for reduced
accrual at no extra cost ta the Company.

Overall the Executive Directors have no

right te any special cr preferential pension
benefit terms upon leaving. However, in
common with all members of the pension
schemes who joined at the same time as the
Executive Directors, the following previsions
relating to leaving the Company apply:

-+ for retirement through ill-heaith an
unreduced pension based on service
to expected retirement is paid;

2 inthe event of any reorganisation or
redundancy an unreduced accrued
pension is paid to a member who is
aged 50 or above, with at least five
years’ service or, for a member who
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has not yet reached that age, it will
be payable with effect frem 50; and

= from the age of 55, a scheme member
is entitted to leave the Company and
receive a pension, reduced for early
oayment, unless the Company gives
consent and funds this pension being
paid on an unreduced basis.

All the Executive Directors rematn members
of either the Southern Electric Pensicn
Scheme or the Scottish Hydro Electric
Pansion Scheme and their plan membership
predstes their Board appointments. These
are both funded final salary pension schemes
and the terms of these schemes apply
equally to all members.

The Directors’ service contracts provide for
a possible maximum pension of two thirds
final salary from the age of 60. In relation to
Executive Directors who are subject to the
scheme-specific salary cap [which mirrors
the provisions of the previous HM Revenue
and Customs cap arrangements] the
Company provides top-up lunfundedj
arrangements which are designed to provide
an eguivalent pensicn on retirement frem
the age of 60 to that which they would have
earned if they had not been subject to the
satary cap. There are no arrangements to
compensate members for any change in
their personat tax liability.

Fult details of the Executive Oirectors’
pension plans can be tound in Tabte B
of the audited information on page 72.

Service contracts

It is the Company’'s policy that Executive
Directors should have service contracts
with the Company which can be terminated
on 12 months’ notice given by either party.

The current Executive Directors’ service
contracts contain the key items shown
in the table above.

The Company may at its discretion terminate
any Executive Director’s contract by making
a payment in lieu of notice equal to the basic
salary which would have been received
during the notice period (excluding any bonus
and any other emolument referabte 1o the
employment]. Payment may be made in
slaged payments, and will either reduce

or cease completely where the departing
Executive Director gains new employment.

If an Executive Director retires or is made
redundant, the PSP shares will be reduced
to reflect the peint during the three year
performance period when the Director
leaves. If the Executive Director leaves for any
other reason, PSP share awards will lapse.

Service contract key items

Overview

Strategy

Group performance
Segmental performance
[Corparate governance ]
Financial statements
Shareholder information

Pravision Oetailed terms

Notice period 2 12 months by either Company or Oirector

Termination 3 Upto 12 months salary [excluding any bonus or other enhancement]
payment 3 Payment in lieu of notice in staged payments subject to the

Executive gaining new employment

No special change of control provisions
Obligation on departing Executives to mitigate loss

Remuneration

EAR A AR AR S

Salary, pension and benefits
Company car or cash allowance
Participation in bonus scheme, employee share schemes

and Executive incentive plans

3

Private Health Insurance

+

Non competition

During employment and for six months after leaving

Contract dates -3

All four contracts dated 11 March 2005

Length of service

jan Marchant

Gregor Alexander
Colin Hood

Alistair Phillips-Davies

indusiry service  Length of Board senvice

19 15 years*
20 B years
33 10 years
14 ? years

* Including two years as Finance Director of Southern Electric ple.

In the event of a change of control of the
Company, perfermance in the PSP will be
measured 1o that date and will normally
he scaled down to the period prior te reflect
the change of control,

Outside appointments

Executive Directors are entitled to accept
a non-Executive appointment outside the
Company with the consent of the Board,
as such eppointments can enhance
Directors’ expertence and value to the
Company. Any fees received are retained
by the Director.

In 2010/11 lan Marchant held a non-
Executive Director positicn with the John
Wood Group plc, and received £45,000 in
fees; and Cotin Hood held a position as
non-Executive Director of FirstGroup plc,
receiving £45,000 in lees and accepted a
position in Southern Water Services Ltd
and received £16,667 in {ees.

Non-Executive Directors

+ The non-Executive Directors have letters
of appointment, and are appointed for
fixed terms of three years, subject to
retirement by rotation and
re-appointment at AGMs,

=+ They do not participate in the Bonus
Scheme, Deferred Bonus Plan, any of
the share option schemes, or contribute
to any Group pension scheme although
as indicated above are required to hold

2.00C Company shares.

- The fees of the independent non-
Executive Directors are agreed by
the Board, with the non-Executive
Directars concerned not participating
in this process.

= The fees are reviewed against companies
of similar size and complexity. To be
consistent with wider remuneration
policy, fees are set at below median.

The non-Executive Directars do not
receive any additionat fees for Committee
Membership, only for Chairmanship of the
Committees. Reasonable travelling ang
other expenses for costs incurred in the
course of their duties are reimbursed,

Fee history
2011 00
£000s  E000s
Board 54 52
Audit Committee
Chairmanship 12 12
Remuneration Committee
Chairmanship 10 i0
Senior Independent
Director 10 10
Company Chairman 341 332

From April 1 2011, the fees for the roles

of Committee Chair have both increased
by £2,000 per annum to £14,000 for the
Audit and to £12,000 for the Remuneration
Committee Chairmen.
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Remuneration Report (continued)
Remuneration in detail

The Auditors are required to report on the infarmation contained in Tables A, B and D.

Table A - Directors’ remuneration excluding LTIP and pensicn information

2011 2010
Salary/fes Cash bonuses Benefits Total Total
£000s £000s £000s £000s £000s
Executive Directors

lan Marchant 840 378 19 1,237 1,231
Gregor Alexander 495 223 18 734 73
Colin Hood 646 291 17 954 926
Atistair Phillips-Davies 495 223 146 734 713

Non-Executive Directors
Thomas Thune Andersen 54 - - 54 h2
Nick Baldwin 54 - - 54 52
Richard Gitlingwater 54 - - 54 52
Rene Médori 1] - - &6 &4
Lady Rice 74 - - 74 72
Lord Smith of Kelvin [Chairman) 341 - - 341 332
3,11¢ 1,115 &8 4,302 4,207

Notes

In addition to the annual cash banus amount for this year, lan Marchant, Gregor Alexander, Colin Hood and Alistair Phillips-Davies will be awarded
£126,000, £74,250, £97,000 and £74,250 respectively in the form of deferred shares in respect of the bonus due to them for 2010/11. These
share awards will not be made until June 2071 and therefore the number of shares to which the Executive Directors will be entitled will nat be
known until that date. These shares will, subject to continued employment, be released on the third anniversary of grant in June 2014.

Table B - Directors’ pensien information

Accrued benetit Transter value of accrued benefit

Increase in year  Increase in year Incrense less  Increase in year

Years of At 31 March including excluding At 31 March At 31 March Directors’ exctuding

industry 201 inflation inflation 201 2010 contributions intlation

service £000s £000s €000s £000s £900s £0nos £000s

lan Marchant 19 369 20 4 5,1 5,683 490 305
Gregor Alexander 20 213 15 5 3,545 3,038 489 60
Colin Hood 33 385 19 3 7,267 4,891 358 274
Alistair Phillips-Davies 14 161 14 7 2,3%4 2154 222 187

Members of the scheme have the option to pay additional voluntary contributions; neither the contributions nor the resulting benefits
are included in the table abave. If a member's accrued fund exceeds the new lifetime allowance [LTA], the benefits payable by the scheme
from that excess will be subject to a higher rate of income tax. The Company is maximising the use of the new allowance thereby providing
Executive Directors with more of their existing benefits via registered schemaes. In the case of Colin Hood, who was not subject ta the
previous earnings cap but is now limited by the LTA, further accrual is via an unfunded arrangement.

The foltowing is information relating te the pension of Gregor Alexander as a participant in the HM Revenue & Customs approved Scottish
Hydro Electric Pension Scheme.

lil Dependants’ pensians on death are half of members’ pension entitlernents, together with a capital sum equal to four times pensionable
pay. On death in retirement, the Director's spouse will receive a pension equal te half of that payable to the Director. In addition, en death
within the first five years of retirement, a lump sum is payable equal te the balance cutstanding of the first five years’ pension payments,

il Alt benefit payments are guaranteed lo increase annually by the same percentage as state pensions, which are linked to the UK Retail
Price Index.

The following is infermation relating to the Directars’ pensions of Celin Hood, lan Marchant and Atistair Phillips-Davies, as participants
in the HM Revenue & Customs approved Southern Electric Group of the Electricity Supply Pension Scheme.

{il Dependants’ pensions on death are four-ninths of the member's pensionable pay, together with a capital sum equat to four times
pensianable pay. If death occurs after attaining the age of 55 an additional lump sum between three to five times notional pension
is payable dependent upon age and length of service.

lil On death in retirement, the Director’s spouse will receive a pansion equal te two-thirds of that payable to the Director. In addition, on death
within the first five years of retirement, a lump sum is payable equal to the balance outstanding of the first five years’ pension payments.
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(iii! Post retirement increases are expected to be in line with inflation iguaranteed up 10 the level of 5% per annum and discrationary above
that level].

All the Executive Direclors have unfunded retirement benefits which are included in their pensicn benefits above with provision in respect
of their accrued value included in the Campany’s Balance Sheet.

Table C - Directors’ share interests

31 March 2011 31 March 2010

Shares under Shares under

Shares held optlon Shares held option

Gregor Alexander 90,504 193,304 85,917 161,936
Thomas Thune Andersen 2,000 - 2,000 -
Nick Baldwin 2,387 - 2,244 -
Richard Gillingwater 2,000 - 2,000 -
Colin Hood 138,659 250,056 129.376 211,984
lan Marchant 225,773 334,522 218,500 281,166
René Médori 2,050 - 2,050 -
Alistair Phillips-Davies 100,703 191,738 94,631 162,220
Lady Rice 5,216 - 4,904 -
t ord Smith of Kelvin 22,600 - 22,6400 ~

Notes
From 3% March 2011 to 19 May 2011, the following changes to the interests of Directors tock place:

Under a slanding order for reinvestment of an ISA, on é April 2011 Gregor Alexander acquired 13 shares.
Under the Share Incentive Plan, on 3 May 2011, lan Marchant, Colin Hood, Gregor Alexander and Alistair Phillips-Davies each acquired 15 shares.

The Register of Directors’ Interests (which is open 1o shareholders’ inspection] contains full details of Directors’ shareholdings and options
to subscribe for shares.

Table D {page 74] shows the interests of the Executive Directors in awards granted under the Deferred Bonus Plan 2006 and the Perlormance
Share Plan IPSP) and in options granted under the Sharesave Scheme during the year ended 31 March 2011,
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Tabte D - Directors’ long term incentive plan interests

No. of shares Option Additional No. of shares No. of shares
Naormal exercise period  under award at exercise shoresawarded realised during  under award at
Share plan  Date of awarg {or vesting datel 1 April 2010 price  during the year theyear 31 March 2011
lan Marchant DBP 2004? 10/06/08 10/06/11 9.709 9.709
DBP 20047 02/06/09 02/08/12 10,730 10,730
DBP 20062 02/06/10 02/06113 114823 11,482
psp? 26/07/07 May 2010 79,313 12,2018
PSP 10/06/08 May 2011 77,670 77,670
PSP 02/06/0% May 2012 107,302 107,302
PSP 02/06/10 May 2013 1167743 116,774
Sharesave 01/10/08 01/10/11-31/03/12 442 1274p 442
Sharesave 0110/10  §1/10/13-31/03/14 871p 4135 413
Colin Hood DBP 20062 10/06/08 10/06/114 7.087 7.087
DBP 20062  02/06/09 02/06/12 8,047 8,047
DBP 20042 02/06/10 02/06/13 8612° 8,612
PSP 26/07/07 May 2010 56,485 2.150°
PSP! 10/06/08 May 2011 58,253 568,253
PSP! 02/06/09 May 2012 80,475 80,474
PSP 02/06/10 May 2013 87,5813 87,581
Sharesave 01/10/05  01/10/10-33/03/11 1,492 886p 1.492¢
Sharesave 01/10/07 01/10/10-31/03/11 144% 1306p
Gregor Alexander DBP 20067 10/06/08 10/06/11 5,493 5,493
DBP 2004* 02/06/09 02/06/12 6,169 6,169
DBP 20061 02/06/10 02/06/13 6,602* 6,602
PSP! 26/07/07 May 2010 42,364 6,843°
PSP 10/06/08 May 2011 44,661 44,661
PSP 02/06/0% May 2012 61,698 51,698
PSP 02/06/10 May 2013 67.145% 87,145
Sharesave 01/10/05 01/10/10-31/03/11 298 884p 298¢
Sharesave 01/10/0%  01/10/14-31/03/15 1,253 1042p 1,253
Sharesave 01/10/10  01/10/15-31/03/16 871p 283¢ 283
Alistair Phillips-Davies ~ DBP 20047 10/06/08 10/06/11 5.463 5,463
DBP 2004? 02/06/0% 02/06/12 6,149 6,169
DBP 20042 02/06/10 02/06/13 6,602° 6,602
PSP 246/07/07 May 2010 42,364 6,863
PSP! 10/06/08 May 2011 44,661 44,661
PSP! 02/06/0% May 2012 61,698 61,698
PSP 02/06/10 May 2013 67,145} 67,145
Sharesave 01/10/05  01/10/10-31/03/11 1,865 BBép 1,865

Shares which are released under the DBP 2004 and PSP attract additional shares in respect of the notional reinvestment of dividends. In addition
to the shares released under the PSP, as indicaled in the table above, the following shares were realised arising from such national reinvestment
of dividends: lan Marchant - 1,900 chares, Colin Hood - 1,425 shares, Greger Alexander - 1,069 shares, Alistair Phillips-Oavies - 1,069 shares.

1. The performance conditions applicable to awards under the PSP since 2007 are described on page 9. The 2007 award urder the PSP vested
in respect of 16.2% of the tolal award.

2. Since 2007, 25% of annual bonus payable to Executive Directors and Senior Managers has been satisfied as a conditional award of shares under

the DBP 2006. Vesting of shares is dependent on cantinued service over a three year period. In view of the linkage to annual bonus, no further

perfermance condition applies to the vesting of DBP 2004 awards.

The market value of a share on the date on which these awards were made was 1087p.

The market value of a share on the date on which these awards were granted was 1119p.

The market value of a share on the date on which these awards were realised was 1087p.

The market value of a share on the date on which these awards were exercised was 1125p.

The market value of a share on the date on which these awards were exercised was 1181p.

The market value of a share on the date on which these awards were exercised was 1219p.

This cplion lapsed on 31 March 2011,

VX No; AW

The closing market price of shares 2t 31 March 2011 was 1261p and the range for the year was 1010p to 1267p. Awards granted during the year
were granted under the DBP 2006 and the PSP. Options were granted under the Sharesave scheme. The aggregale amount of gains made by the
Directors on the exercise of share options and realisation of awards during the year was £446,5%6,65 (2010 - £5,832,166.48).

This report was approved by the Board and signed on its behalf by:
Lady Rice CBE Remuneration Committee Chairman, 19 May 2011

-
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Other statutory information

Principal activities

Scottish and Southern Energy plc is the
holding company of the Group. Its subsidiaries
are organised into the main businesses of:

=+ the generation, transmission,
distribution and supply of electricity;

=+ the production, storage, distribution
and supply of gas; and

= the provision of ather energy-related
services.

Business review

The Company is required to set out a fair review
of the business of the Group and a description
of the principal risks and uncertzainties facing
the Group (known as a Business Review].
The Business Review is required to set out a
balanced and comprehensive analysis of the
develepment and performance of the Group's
business during the financial year ended

31 March 2017 and of the position of the
Group at the end of that financial year. The
information that fulfils these reguirements,
and is deemed to be the Directors’ Report,
is contained within pages 1 to 76 of this
Annual Report. The management regort

for the year, as required by the Disclosure
and Transparency Rules, is incorporated

by reference within the Directors’ Report.

Directors
The Directors during the year and at the date
of this report are:

Executive

tan Marchant {Chief Executive!

Gregor Alexander

Colin Hocd

Alistair Phillips-Davies

Non-Executive

Lord Smith of Ketvin [Chairman)
Thomas Thune Andersen

Nick Baldwin [resigned on 1 Aprit 2011]
Richard Gillingwater

René Médort

Lady Rice [Senior Independent Director]

Jeremy Beeton and Katie Bickerstaffe join
the Board on 1 July 2011,

At the 2011 AGM all of the current

Directors will retire and offer themselves

for re-appointment. As announced on

¢ December 2010, Colin Hood will stand down
as an Executive Director later in the year.

Biographical details of all Directors are

set out on page 49, Details of the service
contracts for the Executive Directers and the
letters of appointment for the non-Executive
Directors are set out in the Remuneration
Report on page 71.

The interests of the Directors in the Ordinary
Shares of the Company at 31 March 2011

are set cut in the Remuneration Report
on pages 73 to 74.

Directors’ insurance and indemnities

The Directers have the benefit of the
indemnity provision centained in the
Company's Articles of Association, The
Directors of the Company have been granted
a qualitying third party indemnity provision
which was in force throughout the financial
year and remains in force, The Company
also purchased and maintained throughout
the financial year directors’ and officers’
liability insurance in respect of itself and
for its Directors and Officers.

Results and dividends

The Group proiit attributable to
shareholders for the financial year
amounted to £1,504.5m, The Directers
recommend a final dividend of 52.6p per
Ordinary Share which, subject to approvat
at the AGM, will be payable on 23 September
2011 to shareholders on the Register of
Members at close of business on 2% July
2011. With the interim dividend of 22.4p
per Ordinary Share paid on 25 March 2011,
this makes a total dividend of 75p per
Qrdinary Share,

Going concern

After making enquiries, the Directors
have a reasonable expectation that the
Company and the Group have adequate
resources to continue in operational
existence for the foreseeable future. The
Financial Statements are therefore prepared
on a going concern basis. Further details
of the Group’s liquidity positien and going
concern review are provided in note 31

to the Financial Statements.

Share capital

The Companies Act 2004 abolishes the
requirement for a company to have an
authorised share capital and the Articles
of Association as approved and adepted
by the Company’s shareholders at the 2010
AGM reflect this. Details of the Company's
issued share capital at 31 March 2011,
which includes options granted under the
Group's employee share option schemes,
are set out in notes 26 and 30 to the
Financial Statements.

Substantial shareholdings

Entity

Capitat Research and Management Company

Legal & General Group Plc

Qverview

Strategy
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Authority to purchase shares

The Company was authorised at the 2010
AGM to purchase its own shares within
certain limits. During 2010/11, S5E did
nat purchase any shares under this
authority. The Directors will, however,
seek renewal of their authority to purchase
in the market the Company’s cwn shares
at the AGM on 21 July 2011, and this
remains a benchmark against which
financial decisions are taken.

Annual General Meeting 2011

The 22nd AGM of the Company will be

held on 21 tuly 2011 at 12 noon in the Perth
Concert Hall, Mill Street, Perth PH1 5HZ.
The Notice ¢f Annual General Meeting 2013,
which contains full explanations of the
business to be congducted at the AGM, is
set out in a separate shareholder circutar,

Substantial sharehaldings

At 19 May 2011, the interasts in the issued
Ordinary Share capital of the Company
have been disclosed in accordance with the
reguirerents of the UK Listing Authority's
Disclosure and Transparency Rules, as
shown in the table below,

Creditor payment policy

It is the Company’s poticy that payment
terms are agreed at the outset of a
transaction and are adhered to; that bills
are paid in accordance with the contract;
and that there are no alterations to payment
terms without prior agreement. The number
of suppliers’ days represented by trade
creditors was 39 days at 31 March 20i1.

Accounting poticies, financial
instruments and risk

Details of the Group's accounting

policies, together with details of financial
instruments and risk, are provided in notes
1 and 31 to the Financial Statements.

Additional information

Where not provided elsewhere in the
Directors’ Report, the following provides
the information required ta be disclosed
by Section 992 of the Cormpanies Act 2006,

Each Ordinary Share of the Cempany carries
one vote at general meetings of the Company.

Number ¢f Mature of
shares*® Percentage* holding
46,267,403 5.02% Indirect
37,626,851 399% Direct

* Al date of disclosure by relevant entity.

Since the date of disciosure 1o the Company, the interests of the shareholders listed above may have

increased or decreased.
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There are no restrictions on the transfer

of Ordinary Shares in the capital of the
Company other than certain restrictions
which may from time-to-time be imposed
by law [for example, insider trading lawl.

in accordance with the Listing Rules of

the Financial Services Authority, certain
employees are required to seek the approval
of the Company to deal in its shares,

Employees wha participate in the Share
Incentive Plan whose shares remain

in the schemes’ trusts give directions
to the trustees to vote on their behatf
by way of a Form of Direction.

The Company is not aware of any
agreernents between shareholders that
may result in restrictions on the transfer
of securities and/or voting rights.

The rules governing the appaintment

of Directors are set out in the Corporate
Governance Report on page 52. The
Company's Articles of Association may
anly be amended by a special resolution
at a general meeting of shareholders,

The Company is not aware of any significant
agreements to which it is party that take
effect, alter or terminate upon a change

of control of the Company following a
takeaver. The Company is not aware of

any contractual or other agreemenlts which
are essential to its business which ought
to be disclosed in this Directors’ Report.

Details of any post balance sheet events
are provided in note 34 to the Financial
Statements.

Auditors

Upen the recommendation of the Audil
Committee and approval of the Board,
resolutions to re-appeint XPMG Audit Ple
as Auditors, and to authorise the Directors
to fix their remuneration, will be proposed
at the forthcorning AGM,

Each of the Directors who held office at the
date of approval of this Directors’ Report
confirms that, so far as each Director is
aware, there is no relevant audit information
of which the Company’s Auditors is unaware
and each Director has taken all the steps that
ought to have been taken in his or her duty
as a Director to make himself or hersel!
aware of any relevant audit information and
to establish that the Company's Auditors

is aware cf that information.

Wty

By Order of the Board

Vincent Donnelly
Company Secretary
19 May 2011

Statement of Directors’ responsibilities in respect
of the annual report and the financial statements

The Directors are responsible for preparing the Annual Report and the Group and parent
company financial stalements in accordance with applicable law and regulations.

Company law reguires the Directors to prepare Group and parent company financial
statements for each financial year. Under that law they are required to prepare the Group
financial statements in accordance with IFRSs as adopted by the EU and applicable law
and have elected to prepare the parent company financial statements on the same basis.

Under company law the Directors must net approve the financial statements unless they
are satisfied that they give a true and fair view of the state of affairs of the Group and parent
company and of their profit or loss for that peried. In preparing each of the Group and
parent cempany financial statements, the Directors are required to:

= select suitable accounting policies and then apply them consistently;

make judgements and estimates that are reasonable and prudent;

state whether they have been prepared in accordance with IFRS as adopted by the EU; and
prepare the financial statements on the going concern basis unless it is inappropriate
to presume that the Group and the parent company will continue in business.

-3
EY
-3

The Directors are responsible for keeping adequate accounling records that are sufficiens to
show and explain the parent company's transactions and disclose with reasonable accuracy
at any time the financial position of the parent company and enable them to ensure that its
financial statements comply with the Companies Act 2006. They have general respansibility
for taking such steps as are reasonably open to them to safequard the assets of the Group
and to prevent and detect iraud and other irreguiarities.

Under applicable law and regulations, the Directors are also responsible for preparing a
Directors’ Report, Directers’ Remuneration Repoert and Corporate Governance Statement
that complies with that law and those regulations.

The Directars are responsible for the maintenance and integrity of the carporate ang
financial information included on the Company's website. Legislation in the UK governing
the preparation and dissemination of financial statements may differ from legislation in
other jurisdictions.

We canfirm that to the best of aur knowledge:

=+ the financial statements, prepared in accerdance with the applicable set of accounting
standards, give a true and fair view of the assets, liabilities, financial position and profit
or loss of the Company and the undertakings included in the conselidation taken as a
whale; and

the Directors’ Report includes a fair review of the development and performance

of the business and the position of the issuer and the undertakings included in the
cansaolidation taken as a whale, together with a description of the principal risks

and uncertainties that they face.

d on behalf of the Board

archal Gregor Alexander
Ch:ef Executive Finance Director
19 May 2011
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Independent auditors’ report
to the members of Scottish and Southern Energy plc

We have audited the financial statements of Scottish and Southern Energy ple for the year ended 31 March 2011 set out on pages 79 to 151
The financial reporting framewark that has heen applied in their preparation is applicable law and Internaticnal Financial Reporting Standards
(IFRSs| as adopted by the EU and, as regards the parent campany financizl statements, as applied in accordance with the provisions of the

Companies Act 2006.

This repart is made solely to the Company's members, as a body, in accordance with Chapter 3 of Part 16 of the Companies Act 2006.

Our audit work has been undertaken so that we might state to the Company’s members those matters we are required to state to them

in an auditor’s report and for no other purpose. To the fullest extent permitted by law, we do not accepi or assume responsibility to anyone
other than the Company and the Company's members, as a body, for our audit work, for this report, or for the opinions we have formed.

Respective responsibilities of Directors and auditor

As explained more fully in the Directors’ Responsibilities Statement set out an page 76, the Directors are responsible for the preparation

of the financial statements and for being satisfied that they give a true and fair view. Our responsibitity is to audit, and express an opinion
on, the financial statements in accordance with applicabte law and International Standards an Auditing (UK and Ireland). Those standards
require us to comply with the Auditing Practices Board's [APB's| Ethical Standards for Auditors.

Scope of the audit of the financial statements
A description of the scope of an audit of financial statements is provided on the APB's website at www.fre.org.uk/apb/scope/private.cfm.

Opinion on financial statements

fn our opinign: :

- the financial statements give a true and fair view of the state of the Group's and of the parent company's affairs as at 31 March 2011
and of the Group's profit for the year then ended:

=+ the Group financial statements have been properly prepared in accordance with IFRSs as adopted by the EU;

- the parent company financial statements have been properly prepared in accordance with IFRSs as adopted by the EU and as applied
in accordance with the provisions of the Campanies Act 2004; and

=+ the financial statements have been prepared in accerdance with the requirements of the Companies Act 2006 and, as regards the Group
financial statements, Article 4 of the |1AS Regulation.

Opinicon on other matters prescribed by the Companies Act 2006

In our opinion:

= the part of the Directors’ Remuneration Report to be audited has been properly prepared in accordance with the Companies Act 2006;

= the information given in the Directors” Report for the financial year for which the financial statements are prepared is consistent with
the financial statements: and

- information given in the Corporate Governance Statement set out on pages 47 to 76 with respect to internal control and risk management
systems in relation to financial reporting processes and about share capital structures is consistent with the financial statements.

Matters on which we are required to report by exception
We have nothing to report in respect of the following:

Under the Companies Act 2006 we are required to report te you if, in our opinion:

- adequate accounting records have not been kept by the parent campany, or returns adequate for our audit have not been received
irom branches not visited by us; or

< the parent company financial statements and the part of the Directors’ Remuneration Repaort to be audited are not in agreement
with the accounting records and returns; or

= certain disclosures of Directors’ remuneration specified by law are nct made; or

-+ we have not received all the information and explanations we require for our audit.

Under the Listing Rules we are reguired to review:

= the Directors’ Report in relation to going concern, set out on page 75;

< the part of the Corporate Governance Statement on pages 47 to 76 relating to the Company’s compliance with the nine provisions
ne 2008 Combined Code specified for our review; and

20 Castle Terrace
Edinburgh

EH1 2EG

19 May 2011
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201 2010
Before Exceptional
Belore Exceptlonat exceptional items and certain
exceptional ltems and certain items and ceriain  remeasurements
llems and certain remaeasurements remeasurements [note 5 Total
remeasurements [note 5) Total Restated[note 2} Restated inote 21 Restated (note 2)
Note £tm £m £tm £m £m Em
Revenue 3 28,334.2 - 28,334.2 21,550.4 - 215504
Cost of sales {24,094.1} 948.8 [25,145.3) [19,464.3) £32.2 (19,034.1)
Gross profit 2,240.1 948.8 3,188.9 2.084.1 4£32.2 25163
Operating costs 4 1884.0) - (885.0) [722.2] - [722.2)
Operating profit before jointly
controlled entities and associates 1,354.1 948.8 2,302.% 1.361.9 432.2 1,794.1
Jointly controlted entities and associates:
Share of operating profit 298.8 (103.2] 195.6 2641 - 2641
Share of interest {139.9) - (139.9) [107.1] - (107.1]
Share af movernent on derivatives - 5.9 5.9 - 4.1 41
Share of tax (58.2) 61.5 3.3 (50.1] (1.2) (91.3]
Share of profit on jointty controlled
entities and associates 14 100.7 (35.8) 64.9 106.9 2.9 109.8
Operating profit 3 1,454.8 913.0 2,367.8 1,468.8 4351 1,%03.%9
Finance income 7 250.2 - 250.2 203.2 - 203.2
Finance costs 7 (453.1) [53.2) (506.3) [432.0] {36.5] (468.5)
Profit before taxation 1,251.9 859.8 2,111.7 1,240.0 398.4 1,638.6
Taxaticn 8 (354.8) (252.4) 607.2) 1292.2} (110.9] i403.1]
Prafit for the year 897.1 507.4 1,504.5 947.8 2877 1,2355
Attributable to:
Equity holders of the parent 8971 607.4 1,504.5 947.6 287.7 1.235.3
Non-controlling interest - - - 0.2 - 0.2
Basic earnings per share [pence) 10 162.2p 134.0p
Diluted earnings per share (pence| 10 162.0p 133.9p
Dividends in the year [£m] 9 £659.8m £618.5m

The accompanying notes are an integral part of thesa financial statements.




Scattish and Southern Energy
Annual Report 2011

80

Statement of comprehensive income
for the year ended 31 March

Consalidated
2011 2010
£m £m
Profit for the year 1,504.5 1,2355
Other comprehensive income:
Gain/llosses) on effective portion of cash flow hedges 23 (26.6]
Transferred to assets and liabilities on cash flow hedges (7.0} -
Taxalion on ¢ash flow hedges (5.9 2.1
19.4 (24.5)
Exchange difference on translation of foreign operations (78.31 C.4
Gains/(losses] on net investment hedge 4.3 147.2)
Taxation on net investment hedge (1.2) 13.2
175.2) [33.6]
Actuarial lesses on retirement benefit schemes (8.81 (508.8]
Taxation on actuarial losses on defined benefit pension schemes (7.9] 142.5
6.7 (364.3)
Jointly controlled entities and associates:
Share of (toss] on effective portian of cash flow hedges (4.1) {30.0
Share of taxalion on cash flow hedges (0.3) 19.1
(4.4) {10.9]
Share of actuarial [losses| on retirement benefit schemes {11.6) 182.1|
Share of taxation of actuarial losses on retirement benefit schemes 1.8 23.0
(9.8) [59.1}
Net share from jointly contralled entities and associates (14.2) (70.0)
Other comprehensive income, net of taxation (86.7) 1494.4)
Total comprehensive income for the period 1.417.8 741.1
Attributable to:
Equity holders of the parent 1,417.8 740.9
Nen-controlling interest - 0.2
1,417.8 7413
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Censolidated Company
2010 2050
Restaled Restated
2011 Inote 2 2011 Inote 2]
Naote £m fm £&m £m
Assets
Property, plant and equipment 32 8,513.1 8,204.2 - -
Biological assets 13 4.4 44 - -
Intangible assets:
Goodwill 1 685.3 726.3 - -
Other intangibte assets " 287.8 288.2 - -
Equity investments in associates and jointly controlled entities 14 760.8 635.2 190.0 207.0
Loans to associates and jointly controlled entities 14 1.124.6 970.5 1,029.5 8353
QOther investments 14 39.6 9.2 18.0 -
Investments in subsidiaries 15 - - 2,318.4 21721
Trade and other receivables 18 - - 3,661.2 3,456.1
Deferred tax assets 24 161.7 1571 1221 116.%
Derivative financtal assets 3 990.1 466.3 48.0 475
Non-current assets 12,587.4 11,4614 7,387.2 6.834.9
Other intangible assets 11 325.6 213.2 - -
Inventories 17 217.5 272.5 - -
Trade and other receivables 18 5,068.1 4.450.4 2,285.9 1,859.6
Cash and cash equivalents 19 476.9 2617 319.1 99.7
Derivative financial assets kil 2,525.5 1,468.3 30.0 5.6
Current assets held for sale 16 289.4 - - -
Current assets 8,883.0 6,666.2 2,635.0 2,015.9
Total assets 21,450.4 i8,127.6 10,022.2 8,850.8
Liabilities
Loans and other barrawings 23 446.5 903.7 104.8 815.6
Trade and other payabies 20 5,078.0 40645 2,792.3 2,619.3
Current tax liabilities 21 268.2 2169 22.9 4.0
Provisions 25 2.9 6.5 - -
Derivative financial liabilities 31 2,307.5 2,020.7 15.5 45,2
Current liabilities 8,110.1 72123 2,9375 3.484.1
Loans and other harrowings 23 5,159.9 5,143.3 3,756.% 3.341.4
Deferred tax liabilities 24 1,068.3 624.0 - -
Trade and ather payables 20 304.2 3245 - -
Provisions 25 169.2 83.2 - -
Retirernent benefit obligations 29 668.6 720.3 23%.8 2511
Cerivative financial liabilities 31 76%.3 899.0 136.7 82.8
Non-current liabitities 8,13%9.5 17943 41334 3,675.3
Tatal liabilities 16,249.6 159,006.6 7,070.9 7.159.4
Net assets 5,200.8 31210 2,951.3 1,693.4
Equity:
Share capital 26 468.4 461.5 468.4 4615
Share premium 859.8 857.5 859.8 857.5
Capital redemption reserve 22.0 220 220 22.0
Hedge reserve (t.2) 115.2] 19.2 210
Translation reserve 38.2 113.4 - -
Retained earnings 2,652.2 1.6B4.6 420.5 3294
Hybrid capital 28 1,161.4 - 1,161.4 -
Total equity attributable to equity holders of the parent 5,200.8 31248 2,951.3 1691.4
Non-controlling interest - (3.8) - -
Total equity 5,200.8 31210 2,951.3 1,691.4

These flnantlal statements were appro

Gregﬂ Alexander
Finance Director

ved, by th

mit

Chairman

f Kelvin

ctors on 19 May 2011 and signed on their behalf by:

Scottish and Southern Energy plc, Registered No: SC117119
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Statement of changes in equity

for the year ended 31 March

Consolidated
Reconciliation of movement in reserves
Share Capital Nan-
Share premium  redemplion Hedge Transtation Retained  controlling Hybrid
capital account reserve reserve reserve earnings interest capital Total
Em Em (2] £m £m Em, 1,38 Em £m
At 1 April 2010 461.5 857.5 220 (16.2] 1134 1,688.6 3.8 - 31210
Profit for the year - - - - - 15045 - - 1,5045
Effective portion of changes in fair value
of cash flow hedges (net of tax] - - - 264 - - - - 26.4
Transferred to balance sheet on cash flow
hedges [net of tax) - - - (7.0) - - - - (7.0)
Effective net investment hedge [net of tax] - - - - 31 - - - 31
Excharge differences on translation of
foreign operation - - - - {78.3] - - - 78.3)
Actuarial losses on retirement benefit
schemes [net of tax| - - - - - 6.7 - - (16.7)
Jointly controlied entities and associates:
Share of change in fair value of effective
cash flow hedges - - - [4.4] - - - - (4.4)
Share of actuarial iosses on retirement
benefit schemes [net of tax] - - - - - {9.81 - - {9.8)
Tolal comprehensive income for the year - - - i5.0 {(75.2] 1,478.0 - - 14178
Dividends to shareholders - - - - - {659.8] - - (659.8)
Scrip dividend related share issue b.4 (6.4] - - - 146.1 - - 146.1
Issue of hybrid capital - - - - - - - 11814 11,1814
issue of shares 0.5 8.7 - - - - - - 9.2
Transactions with shareholders - - - - - - 38 - 3.8
Credit in respect of employee share awards - - - - - 9.9 - - 9.9
Investment in own shares - - - - - [9.2] - - 9.2
Current and deferred tax recognised in
equity in respect of employee share awards - - - - - 0.6 - - 0.6
At 31 March 2011 468.4 859.9 22.0 (1.2} 38.2 2,4652.2 - 1,181.4 5,200.8
Company
Reconciliation of movement in reserves
Share Capital
Share premium  redemption Hedge  Retained Hysrid
capital account reserve reserve earnings capital Total
Em Em fm £m £m Em £m
At 1 April 2010 461.5 857.5 22.0 21.0 329.4 - 1,691.4
Profit for the year - - - - 6273 - 627.3
Effective portion of changes in fair value of cash flow
hedges [net of tax - - - {1.8] - - {1.81
Transferred to balance sheet on cash flow hedges [net of tax] - - - - - - -
Actuarial losses on retirement benefit schemes [net of tax| - - - - {23.8) - (23.8)
Total comprehensive income for the year - - - (1.8) 4803.5 - 601.7
Dividends to shareholders - - - - {659.8] - (659.8)
Scrip dividend related share issue b4 {6.4] - - 146.1 - 1461
Issue of hybrid capital - - - - - 118140 1,161.4
Issue of shares 0.5 8.7 - - - - 9.2
Increase in investment in subsidiaries - - - - 9.9 - 9.9
Investment in own shares - - - - (9.2 - 9.2]
Current and deferred tax recognised in
equity in respect of employee share awards - - - - 0.6 - 0.6
At 31 March 2011 468.4 859.8 22.0 19.2 4205 1,161.4 29513
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Share Capital Nan-
Share premium  redemption Equity Hedge Translation Retained  controlling
capital account reserve reserve reserve reserve earnings interest Tatal
£m £m £m Em £m im Em Em £m
At 1 April 2009 440.2 835.3 220 0.8 19.6 146.6  1,4927 (23] 2,974.9
Profit for the year - - - - - - 12353 0.2 11,2355
Effective portion of changes in fair value
of cash flow hedgas [net of tax] - - - - {24.5] - - - (24.5)
Effective net investment hedge [net of tax] - - - - - {34.0! - - (34.0]
Exchange differences an translation of
foreign operation - - - - 10.4] 0.8 - - 0.4
Actuarial {osses on retirement benefit
schemes (net of tax) - - - - - - (366.3) - [346.3)
Jointly controlled entities and associates:
Share of change in fair value of effective
cash flow hedges - - - - [10.9] - - - (10.9)
Share of actuarial losses on retirement
beneafit schemes [net of tax] - - - - - - [59.1] - (59.1)
Total comprehensive income for the year - - - - [35.8 (33.2] 809.9 0.2 741.1
Dividends to shareholders - - - - - - [618.5) (.71 {620.2]
Convertible bond converted to equity 0.9 15.8 - (0.8] - - - - 15.9
Issue of shares 0.4 b.4 - - - - - - 6.8
Credit in respect of employee share awards - - - - - - 7.9 - 17.¢9
Investenent in own shares - - - - = - (15.8] - {15.8]
Current and deferred tax recognised in
equity in respect of employee share awards = - - - - - 0.4 - 0.4
At 31 March 2010 461.5 857.5 22.0 - (16,2} 113.4  1,686.4 (3.8] 3,121.0
Company
Reconciliation of movement in reserves
Share Capital
Share premium  redemption Equity Hedga Retained
capital account reserve resenve reserve earnings Total
£m m im Em Em £m £m
At 1 April 2009 460.2 835.3 220 08 43.3 5768 1,93B.4
Profit for the year - - - - - 575.9 575.9
Effective portion of changes in fair value of cash flow
hedges [net of tax] - - - - (22.3 - 122.3)
Actuarial losses on retirement benefit schemes [net of tax] - ~ - - - [206.9) 1206.9)
Total comprehensive income for the year - - - - [22.3] 369.0 346.7
Dividends to shareholders - - - - - [618.5]  (618.5]
Convertible band converted to equity 0.9 15.8 - (0.8] - - 15.9
lssue of shares 0.4 b.4 - - - - 4.8
Increase in investment in subsidiaries - - - - 17.9 17.9
investment in own shares - - - - - {15.8] (15.8]
At 31 March 2010 451.5 857.5 22.0 - 21.0 3294  1,691.4
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Cash flow statements
for the year ended 31 March

Consolidated Cornpany

2010 2010
2m Restated 20 Restated
£€m Em £m £m

Cash flows from operating activities
Profit for the year after tax 1,504.5 1,235.5 627.3 5759
Taxation 607.2 403.1 15.9 (0.6
Maovement on financing and operating derivatives {1,417.4) (395.7} 47.3 449
Finance costs 453.1 432.0 204.3 235.6
Finarce income [250.2) (203.2} (291.1) (259.7)
Share of profit/lass of jointly controlled entities and associates 1564.9) (109.8] - -
Income from investment in subsidiaries, jointly controlled entities and associates - - (601.9) {577.5)
Pension service charges less contributions paid 168.9) (88.8] (48.5) 144.2]
Exceptional impairment of assets 521.8 - 13.7 -
Depreciation of assets 496.7 3949 - -
Amortisation and impatrment of intangible assets 215 222 - -
Impairment of inventories 6.6 3.0 - -
Release of provisions (6.0} [7.1] - -
Release of deferred income (19.6] 15.2) - -
Decrease in inventories 48.4 97.2 - -
lIncreasel/decrease in receivables (95.4) 914.3 (88.3) 100.7
Increasef|decreasel in payables 371.3 (486.8) (214.3) 119.4
Increase in provisions 4.2 5.9 - -
Charge in respect of employee share awards ibefore tax) 9.9 17.9 - -
[Profil] on disposa! of property, plant and equipment (5.8 (5.7 - -
Loss on disposal of fixed asset investment - 0.1 - -
Profit on dispasal of business and subsidiaries [note 16] {10.2) - - -
Cash generated from operations 2,108.8 2,213.8 (335.4} 194.5
Dividends receivad from jointly controlled entities 81.7 237 30.0 -
Dividends paid ¢ minority investment holders - (1.7] - -
Dividends received from subsidiaries - - 571.9 5775
Finance income 109.7 102.5 2525 223.0
Finance costs {387.1) [341.4] (181.9) [206.4]
Income taxes paid (172.8) (307.71 (205.8) (300.6]
Payment for consortiuvm relief (21.2] - 121.2) -
Net cash from operating activities 1,71%9.3 1.689.2 109.9 488.0

Cash flows from investing activities
Purchase of property, plant and equipmeant (1,079.0) (1,033.5) - -
Purchase of other intangible assets 140.3] [4.2) - -
Deferred income received 28.5 18.7 - -
Proceeds from sale of property, plant and equipment 7.9 40.2 - -
Proceeds from sale of fixed asset investment - 0.9 - -
Proceeds from sale of business and subsidiaries (note 14] 3.9 - - -
Other loans to jointly controlled entities and associates (note 14) (204.4) [336.4) (194.2) [278.6)
Purchase of businesses and subsidiaries [note 18] (241.3) [67.8] - -
Cash acquired in purchases - 2.7 - -
Cash included in disposals (5.5 - - -
Cash included in assets held for sale [23.0) - - -
Investment in jointly controlled entities and associates (176.3] [61.8) (35.1) (17.0)
Loans and eqguity repaid by jointly controlled entities 13.3 345 - 16.6
Increase in other investments (30.4) 1.1] - -
Net cash from investing activities 11,7184} {+.400.8] (229.3) 1279.0]
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Censolidated Company

2010 2010

2011 Restated 201 Restated

£m £m £m Em

Cash flows from financing activities

Proceeds from issue of share capital 9.2 6.8 9.2 6.8
Dividends paid to Company’s equity halders 513.71 {618.5] (513.7) [618.5]
Issite of hybrid capital 1,161.4 - 1,161.4 -
Employee share awards share purchase (9.2 [15.8] (9.2) [15.8]
New borrowings 7651 1,338.3 504.7 1,299.7
Repayment of berrowings (1,187.1) (1,035.3) (815.5) (916.5)
Net cash from financing activities 225.7 [324.50 338.8 [244.4)
Net increase/[decrease] in cash and cash equivalents 226.4 136.1) 21%.4 {35.4)
Cash and cash equivalents at the start of year [note 19] 252.5 293.6 99.7 135.1
Net increase/[decrease] in cash and cash equivatents 226.4 [36.1] 219.4 (35.4]
Effect of fareign exchange rate changes (7.3) {5.0) - -
Cash and cash equivalents at the end of year [note 19) 471.6 252.5 319.1 99.7

The accompanying notes are an integral part of these financial statements.
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Notes on the financial statements
for the year ended 31 March

1. SIGNIFICANT ACCOUNTING POLICIES

General information

Scottish and Southern Energy ple {the Companyl is a company domiciled in Scotland. The address of the registered office is given on the
back cover. The Group's operations and its principal activities are set out earlier in this Repart at pages 6 to 46. The consolidated financial
statements for the year ended 31 March 2011 comprise those of the Company and its subsidiaries [together referred to as the Groupl. The
Company financial statements present infarmation about the Company as a separate entity and not about the Group. Under section 408
of the Companies Act 2004 the Company is exenpt from the requirement to present its own income statement and related notes.

Basis of preparation

Statement of compliance

The financial statements were authorised for issue by the Directors on 1% May 2011. The financial staternents have been prepared in
accordance with International Financial Reporting Standards and its interpretations as adopted by the European Unicn (zdopted IFRS.

Going concern

The Directors consider that the Group has adequate resources to continue in operational existence for the foreseeable future. The financial
statements are therefore prepared on a going concern basis. Further details of the Group's liquidity position and going concern review are
provided in note 31 of the Financial Statements on page 140.

Basis of measurement

The financial statements of the Group and the Company are prepared on the historical cost basis except for derivative financial instruments,
biological assets and the assets of the Group pension scheme which are stated at their fair value, and the liabilities of the Group pension
schemes which are measured using the projected unit credit method. The Directors believe the financial statements present a true and

fair view. The financial statements of the Group and Company are presented in pounds sterling. Operations and transactions conducted

in currencies other than pounds sterling are included in the consalidated financial statements in accordance with the Group's foreign
currencies accounting policy.

Use of estimates and judgements

The preparation of financial statements conforming with adopted IFRS reguires the use of certain accounting estimates. It also requires
managernent to exercise judgement in the process of applying the accounting policies. The areas involving 2 higher level of judgement
or estimation are summarised at pages 94 and 75.

Exceptional items and certain remeasurements

As permitted by 1AS 1 Presentation of Financial Statements, the Group has disclosed additional information in respect of jointly controlled
entities and associates, exceptional items and certain remeasurements on the face of the incame statement to aid understanding of the
Group’s financial performance. An item is treated as exceptional if it is considered unustal by nature and scale and of such significance
that separate disclosure is required for the financial statements to be properly understood. Certain remeasurements are remeasurements
arising on certain cormmodity, interest rate and currency contracts which are accounted far as held for trading or as fair value hedges in
accordance with the Group’s policy for such financial instrurnents. This excludes commodity contracts not treated as financial instruments
under 1AS 39 where held for the Group’s own use reguirements.

Standards, amendments and interpretations
The following standards, amendments and interpretations have been adopted by the Graup from 1 April 2010:

4+ IFRS 3 lrevised], Business Combinations. The revised standard applies 1o business combinations entered inta by the Group completing
on or after 1 Aprit 2010. There is no requirement {0 restate previous business combinations. The revised standard continues te apply
the acquisition methed to business combkinations but with some significant changes compared with IFRS 3, All payments to purchase
a business are recorded at {air value at the acguisition date, with contingent payments classified as a liability subsequently remeasured
through the income statement. There is a choice on an acquisition by acquisition basis to measure the non-controlling interest in the
acquiree either at fair value or at the non-controlling interest’s proportionate share of the acquiree’s net assets. Pre-existing
relationships require to be recognised and alt acquisition-related costs are expensed.

2 As the Group has adopted IFRS 3 [revised), it is required to adopt IAS 27 [revised], Consolidated and Separate Financial Statements,
at the same time. IAS 27 [revised] requires the effects of all iransactiens with non-controlling interests to be recorded in equity if
there is no change in control and these transactions will no longer result in goodwill or gains and losses. In the financial statements
to 31 March 2011, non-controlling interests of £3.8m were recorded in equity.

3 IFRIC 18, Transfers of Assets from Customers, is effective for transfer of assets received on or after 1 Novermber 2009. This interpretation
clarifies the requirements for agreements in which an entity receives assets from a customer in return for connection to a network or
ongoing access 10 a supply of goods or services. The contributed assets will be recognised initially at fair value and related revenue will
be recognised immediately, unless there is a future service obligation, in which case revenue is deferred and recognised over the service
period. By adopting this interpretation, the Group recognised £28.5m of revenue in the current financial year which would previously
have been deferred. A compensating depreciation charge has been recognised against the related capital addition. As a consequence,
the adoption of the interpretation did not have a material impact on the Group's reperted performance. The impact of adopting the
interpretation on the previous year's resulis is commented upon at note 2.
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The following amendments to existing standards and interpretations were alsa effective for the current period, but the adoptian of
these amendments to existing standards and interpretations did net have a material impact on the financial statements of the Group:

IFRIC 16, Hedges of Net Investment in a Foreign Operation.

IFRIC 17, Distributions of Non-Cash Assets to Owners, effective for annual periods beginning on or after 1 July 2009,
Improvements to International Financial Reporting Stancards 2009 were issued in Aprit 2007, The effective dates vary standard

by standard but most are effective 1 January 2010,

< IFRS 2 [Amendment), Share Based Payment - Group Cash-setiled Share-based Payment Transacticns, effective for annual periods
commencing on or after 1 January 2010.

+ 44

At the date of authorisation of these financial statements, the following standards, amendments to existing standards and interpretations
issued by the IASB and IFRIC, which have not been adopted in these condensed interim statements, were in issue but not yet effective:

=2 Revised IAS 24, Related Party Disclosures, issued in November 2009.

- Amendment to IFRIC 14, Prepayments of a Minimum Funding Requirement issued in November 2009. The amendment corrects an
unintended zonsequence of IFRIC 14. Without the amendmen, entities are not permitted to recognise as an asset seme voluntary
prepayments for minimum funding contributions. The amendment is effective for annual periods beginning 1 January 2011.

+ Improvements to International Financial Reporting Standards 2010, issued in May 20t0. |AS 3% [Amendment], Financial Instruments:
Recognition and Measurement - Eligible Hedged ltems, effective for annual periods beginning on or after 1 July 2009.

3 IFRIC 19, Extinguishing Financial Liabilities with Equity Instruments, effective for annual perieds beginning on or after 1 July 2010,
although this has not been endorsed by the EU. :

The above have not been early adepted by the Group and the impact of adopting these standards and amendments to existing standards
is currently being assessed.

Basis of consolidation
The financial statements consolidate the financial statements of the Company and its subsidiaries together with the Group's share
of the results and net assets of its jointly controlled entities and associates.

Subsidiaries

Subsidiaries [including special purpose entities] are those entities controlled by the Group or the Company. Control exists when the Group
has the power, directly or indirectly, to govern the financial and operating policies of an entity in order to obtain tenefits from its activities.
In assessing control, patential voling rights that are currently exercisable or convertible are taken into account. The financial statements
of subsidiaries acquired are consolidated in the financial statements of the Group from the date that control commences until the date
control ceases. All business combinations are accounted for by applying the purchase method of accounting.

The spacial purpose entities referred to relate to entities in which the Group has a 50% sharehotding but whose activities the Group is deemed
ta control under SIC-12 Consolidation - Special Purpose Entities.

In the Company, investments in subsidiaries are carried at cost less any impairment charges.

Associates

Associalas are those entities in which the Group has significant influence but net control ever the financial and operating policles, namely
where the Group has a sharehalding of between 20% and 50% of the voting rights. The consolidated financial statements include the Group's
share of the total recognised gains and losses of associates ¢n an equity accounted basis, from the date that significant influence commences
until the date that significant influence ceases.

Joint ventures

Jaintly controlled entities are these entities over whose activities the Group has jeint contral, established by contractual agreement. In the
consolidated financial statements, investments are accounted for under the equity method of accounting. Jointly controlled operations are
businesses which use assets and tiabilities that are separable from the rest cf the Group. In these arrangements, the Group accounts for its
own share of property, plant and equipment, carries its own inventories, incurs its own expenses and liabilities and raises its own finance.

In the Company, investments in jointly controlled entities are carried at cost less any impairment charges.

Transactions eliminated on consolidation

Intra-Group balances and any unreatised gains and losses or income and expenses arising from Intra-Group transactions, are eliminated
in preparing the consolidated financial statements. Unrealised gains and losses arising from transactions with associates and jointly
controlled entities are eliminated to the extent of the Group's interest in the entity.

Accounting policies

Revenue recognition: energy, services and goods relating to the sale of energy

Revenue is recognised to the extent that it is probable that economic benefits will flow to the Group and that the revenue can be reliably
measured. Revenue comprises sales of energy, use of system income, gas production revenue, gas storage facility revenve, the value
of contracted services and facilities provided and goeds sold during the year in the normal course of business.
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1. SIGNIFICANT ACCOUNTING POLICIES (continued)

Revenue on energy sales comprises sales to retail end-user customers including an estimate of the value of electricity and gas supplied
to customers between the date of the last meter reading and the year end. Revenue on energy sales also includes monies received from
the electricity and gas balancing markets in the UK and other wholesale market energy sales. Unread energy sales are estimated using
historical consumption patterns taking account of industry volume recenciliation processes.

Revenue from sales and optimisation trades in physical and financial energy and commodity contracts is recognised gross in the income
statement. Revenue associated with business interruption insurance claims is recognised as revenue in the income staternent only when
itis virtually certain that the claim witl be successful.

Revenue from use of energy systems includes an estimation of the volume of electricity distributed or transmitted by customers based on
independently procured electricity settlement systerns data. Annual revenue is dependent on being approved by the industry regulator, Ofgem.
Certain circumstances may result in the regulatory ‘allowed’ incorne being over- or under-recovered in the financial year. Any over- or under-
recovery is included in the calculation of the fellowing year's regulatory use of system revenue within agreed parameters. No adjustment

is made for ovar- or under-recoveries in the year that they arise.

Revenue from the production of natural gas, crude oil and condensates is recognised when title passes to the customer. The Group has
an interest with other producers in joinily controlled aperations for the production of such products. Revenue under these arrangements
is recognised based on the entitiement methed in reference to the Group’s interest and the relevant production sharing terms. Where there
are differences between the Group's share of production and the volume sold, an averlift or underlift is recorded [see belowl,

Where the Group has an ongoing obligation to provide services, revenues are recognised as the service is performed and amounts billed

in advance are treated as deferred income and excluded from current revenue. For network cennections activity from 1 Novernber 2009,
the revenue recognition rules of IFRIC 18 have been applied, whereby income is recognised over the course of completion of the asscciated
capital works unless there is a future service obligation, in which case revenue is recognised over the service period. Revenue from fixed-
fee service contracts is recognised over the life of the contract, in relation to the benefit received by the custoamer.

Gas storage facilities revenues are recognised evenly over the contract period, whilst revenues for the injectien and withdrawal of gas are
recognised at the point of gas flowing into or out of the storage facilities.

Sales of goods are recognised when goods are delivered and title has passed, along with the risks and rewards of ownership.

Overlift and underlift

it is often not practical for each participant to receive or sell its precise share of the overall production from a jointly controiled operation
under the contractual ofitake arrangements in any given pertod. These short-term imbalances between cumulative production entitlement
and cumulative sales are referred to as overlift and underlift. An overlift payable, ar underlift receivable, is recognised at the balance sheet
date and measured at market value, wilh movements in the period recognised within cost of sales. ,
Exploration, evaluation and preduction assets

The Group uses the successful efforts method of accounting for exploration and evaluation expenditure associated with exploration wells
or ‘prospects’. This expenditure will be capitalised initially within intangible assets and wilt include licence acquisition costs associated
with the prospects. If the prospects are subsequently determined to be successful an completion of the evaluation period, the relevant
expenditure will be transterred to property, plant angd equipment and depreciated on a unit of production basis. If the prospects are
subsequently determined ta be unsuccessful on completion of the evaluation period, the intangible asset will be expensed in the period
in which that determination is made.

All field development costs, including rights and concessions related 1o production activities, are capitatised as property, plant and equipment.
Capitalised costs relate to the acquisition and installation of production assets and facilities and includes specialist engineering, drilling
and technical services costs. These property, plant and equipment assets are depreciated from the commencernent of production in the
fields concerned, using the unit of production method, based an the proven and probable reserves of these fields. Changes in these estimates
are dealt with prospectively.

The carrying value of exploration prospects is regularly compared on an individual field basis with the expected discounted future net
revenues associated with the remaining commercial reserves. An impairment loss will be recognised where it is considered that recorded
amounts are unlikely to be fully recovered fram the net present value of future net revenues. All exploration and production assets are
reviewed annually for indicators of impairment.

Government grants

A government grant is recognised in the balance sheet initially as deferred income when there is reasonable assurance that it will be
received and that the Group will comply with the conditions attaching to it. Grants that compensate the Group for expenses incurred are
recognised in the income statement on a systematic basis in the same years in which the expenses are incurred. Grants that cempensate
the Group for the cost of an asset are recognised in the income statement on a systematic basis over the useful life of the asset to match
the depreciation charge.
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Leases

The determination of whether an arrangement contains a lease is dependent on whether the arrangement relates to use and control of
a specific assel. Leases are classified as finance leases if the arrangement transfers substantially all the risks and rewards of ownership
to the tessee, All other leases are categorised as operating leases.

[il Operating lease obligations
Payments made under operating leases are recognised in the income statement on a straight-line basis over the term of the lease.
Lease incentives received are recognised in the income staternent as an integral part of the total lease expense,

lil Finance lease obligations
Assets held under finance leases are capitalised and held as part of property, plant and equipment. The accounting policy for such
arrangements is described on page 0.

Foreign currencies

The consolidated financial statements are presented in pounds sterling, which is the functienal currency of the Company and the Group's
presentational currency. Each entity in the Group determines its awn functional currency and items included in the financial statements
of each entity are measured accordingly.

Transactions in fereign currencies are recorded at the rate ruling at the date of the transaction. Monetary assets and liabilities denominated
in foreign currencies are translated at the rate of exchange ruting at the balance sheet date. Any gain or loss arising on the restatement of
such items is taken to the income statement with the exception of exchange gains or losses on foreign currency borrowings that provide a
hedge against a net investment in a foreign entity or exchange gains or losses incurred as part of a qualifying cash flow hedge. Exchange
gains or losses on net investment hedges are taken against the consolidated translation reserve, a separate compenent of eguity, to the
extent the hedge is effective. Non-monetary assets that are measured in terms of historical cost in a foreign currency are transtated at the
historic rate at the date of transactien.

For the purpose cf presenting the consolidated financial statements, the assets and liabilities of the Group’s foreign operations are translated
into pounds sterling at the balance sheet closing rate. The results of these operations are transtated at the average rate in the relevant period.
Exchange differences on retranslation of the opening net assets and the resulis are transferred to the translation reserve and are reported in
the statement of recognised income and expense. Exchange differences on foreign currency borrowings, foreign exchange contracts or foreign
currency swaps used as part of & hedge against net investenent in a foreign entity are transferred to the translation reserve.

Finance income and costs

Finance income comprises interest receivable on funds invested and expected returns on pension scheme asseis recognised in the income
statement. Finance costs comprise interest payable on borrowings and finance leases, the release of discounting on provisions, interest on
pension scheme liabilities and accretion of the debt component on the convertibie loan less capitalised interest.

Interest on the funding attributable to major capital projects is capitalised during the years of construction and depreciated as part of the
total cost over the useful life of the asset.

Interest income and costs are recognised in the income statement as they accrue, on an effective interest method. The issue costs and interest
payable on bonds and all other interest payable and receivabte is reflected in the income statement on the same basis.

Taxation .
Taxation on the profit for the year comprises current and deferred tax. Taxation is recognised in the income statement unless it relates
to items recognised directly in equity, in which case it is recognised in equity.

Current tax is the expected tax payable on tha taxable income for the year, using tax rates enacted or substantively enacted at the balance
sheet date, and any adjustment to tax payable in respect of previous years.

Deferred tax is calculaied using the balance sheet liability method, praviding for temporary differences between the carrying amounts of
assets and liabilities for financial reporting purpeses and the amounts used for taxation purposes. The following temporary differences are
nat provided for: goodwill net deductible for tax purpases, the initial recognition of assets cr lizbilities other than in business combinations
that affect neither aceounting nor taxable profit, and differences relating to investmants in subsidiaries to the extent that they will probably
not reverse in Lhe foreseeable future. The amount of deferred tax provided is based on the expected manner of realisation or settlement of
the carrying amaount of assets and liabilities, using 1ax rates enacted or substantively enacted at the balance sheel date.

Deferred tax assets and liahilities are offset where there is a legally enforceable right of offset within the same tax authority and where the
Campany intends to either settle them on a net basis, or to realise the asset and settle the liability simultaneously. A deferrad tax asset is
recognised only to the extent that it is probable that future taxable profits will be available against which the asset can be utilised. Deferred
tax assels are reduced to the extent that it is no longer probable that the retated tax benefit will be realised.

Dividends
Dividend income is recognised on the date the Group’s right to receive payments is established. Dividend liakilities are recognised on the

date the Group's obligation to pay dividends is established.
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1. SIGNIFICANT ACCOUNTING POLICIES [continued)

Praperty, plant and equipment

lii)

lidi)

iv]

(vl

Owned assels

fterns of property, plant and equipment are stated at cost less accurnulated depreciation and impairments. The cost of self-constructed assets
includes the cost of materials, direct labour and other directly attributable costs. All items of property, plant and equipment are accounted for
under the cost model within 1AS 16. The purchase price of an asset wilt include the fair value of the consideration paid to acqguire the asset.

Where an item of property, plant and equipment comprises major components having different useful tives, the cornpenents are accounted
for as separate items of property, plant and equipment, and depreciated accordingly.

Leased assets
Leases where the Group assumes substantially all the risks and rewards of ownership are classified as finance leases.

Assets held under finance leases are recognised as part of the property, plant and equipment of the Group at the fair value or, if lower,
at the present value of the minimum lease payments, each determined at the inception of the lease. The corresponding liability is
included in the balance sheet as a finance lease obligation. Lease payments are apportioned between finance charges and reductien
of lease obligation so as 1o achieve a constant rate of interest on the remaining balance of the liability. Finance charges are charged
direcily against income, unless they are directly attributabte to qualifying assets, in which case they are capitalised in accordance with
the Group’s generat policy on borrewing costs.

Benefits received and receivable as an incentive to enter into an operating lease are also allocated on 2 straight tine basis over the
lease term.

Hydro civil assets

The Group is obliged under the Reservoirs Act 1975 to maintain its hydro infrastructure network, including its dams, tunnels and other
hydro civil engineering structures [hydro civil assets], Al items of property, plant and equipment within hydro civil assets, with the
exception of land, are subject to depreciation.

In accerdance with the transition provisions of IFRS 1, the Group identified the carrying value of these assets at privatisation and
has treated this value as deemed cost. Following this assessment, the assets, and all subsequent enhancement and replacement
expenditure, has been subject to depreciation over a useful econornic life of 100 years. All subsequent maintenance expenditure
is chargeable directly to the income statement,

Depreciation

Depreciation is charged 1o the income statement to write off cost, less residual values, on a straight line basis over their estimated
useful lives with the exception of gas productien assets which are depreciated on the Units of Production basis. Depreciation policy,
useful lives and residual values are reviewed at least annually, for all asset classes to ensure that the current method is the most
appropriate. Depreciation commences foliowing the asset commissioning period and when the asset is available for commercial
cperation. The estimated useful lives for assets depreciated on 3 straight line basis are as follows:

Years
Hydro civil assets 100
Thermal and hydro power stations including electrical and mechanical assets 20to 60
Qperating wind farms 20to 25
Overhead lines, under ground cables and other network assets 401080
Gas storage facilities 25t0 50
Other transmission and distritution buildings, plant and equipment 10to 45
Dffice buildings 30to 50
Shop and office refurbishment, fixtures, IT assets, vehicles and maobile plant 3to 10

Heritable and freehold land is not depreciatec.

Assets held under finance leases are depreciated aver their expected useful lives on the same basis a5 owned assets or, where shorter,
over the term of the relevant tease.

Subsequent expenditure

itis the Group policy to capitalise qualifying replacement expenditure and depreciate it over the expected useful life of the replaced
asset. Replaced assets are derecognised at this point and the costs recorded as costs of disposal. Where an item of property, plant
and equipment is replaced and it is not practicahle to determine the carrying amount of the replaced part, the cost of the replacement
adjusted for inftation will be used as an approximation of the cost of the replaced part at the time it was acquired or constructed.

Expenditure incurred to replace a component of an item of property, plant and equipment that is accounted for separately is capitalised.
Other subsequent expenditure is capitalised only when it increases the future economic benefits of the tem of property, ptant and
equipment to which it relates.




91

Overview

Strategy

Group perfermance
Segmental pertormance
Corporate governance
[Financial siatements ]
Shareholder infermation

Biological assets

Biological assets, such as living trees, are measured at their fair value less estimated point of sale costs. The valuation of forest assets is based
on disceunted cash flow moedels whereby the fair value of the biological asset is calculated using cash flows from continuous operations, thatis,
each forest asset is split into an appropriate grouping based on the maturity and/or type of trees. An expecled future volume of Timber that will
be produced from each of these groups is then derived. The expected volume is used to apply a market value to the groups of trees based on the
market value of Standing Timber. These market values are discounted based on the time to full maturity to appropriately value each grouping.

Pericdic changes resulling from growth, felling prices, discount rate, costs and other premise changes are included in operating profit on
the income statement.

Business Combinations

The acquisition of subsidiaries is accounted for under the purchase method. The acquired business is measured at the date of acquisition
as the aggregate fair value of assets, liabilities and contingent liabilities as required under IFRS 3 Business Combinatians. The excess

of the cost of acquisition over the fair value of the acquired business is represented as goadwill. For combinations taking place from

1 April 2010, contingent consideration classified as a liability will be subsequentty remeasured through the income statement under the
requirements of the revised IFRS 3. Pre-existing relationships require to be recognised and all acquisition-related costs are expensed.

Intangible assets

lil Goodwill and impairment testing
Goodwill arising on a business combination represents the excess of the cost of acquisition over the Group's interest in the fair value of
the identifiable assets, iiabilities and contingent liabilities of a subsidiary, associate or jointly controlled entity at the date of acquisition,
Following initial recognition, goodwilt is measured at cost less any accumulated impairment lesses. Goodwill is reviewed for
trmpairment at least on an annual basis.

For the purpose of impairment testing, goodwill is allocated to those cash-generating units expected to benefit from the combination’s
synergies. The cash-generating units used for goodwill impairment testing purpeses are the operating units one level below the
Group s segmental businesses. The cash-generating units are therefore representative of how goodwill was recognised but do not
represent business segments as reported to management.

If the carrying amount of the cash-generating unit exceeds its recoverable amount, an impairment charge will be recognised
immediately in the income slatement and, in relation to the impairment of goodwill, will not be subsequently reversed. The recoverable
arnount is the higher of the cash-genarating unit's fair value less costs to sell and its value-in-use. The impairment charge will initizlly
be adjusted against the goodwill atlocated to the cash-generating unit. Thereafter, the remaining assets of the cash-generating unit
will be written-down proportionately.

Goodwill may also arise upen investments in jointly-controlled entities and associates. Such goodwill is recorded within the carrying amount
of the Group's investment and any impairment loss is included within the share of result from jointly-controlied entities and associates.

On disposal or closure of a previously acquired business, any attributed goodwill will be included in determining the profit or loss on disposal.

(i} Research and development
Expenditure on research activities is charged to the income statement as incurred. Expenditure on development activities, whereby
research findings are applied to a plan or design for the production of new or substantially improved products or processes, is capitalised
it the preduct or process is considered to be technically and cornmercially teasible and the Group intends to compiete the intangibte
asset for use or for sale.

liii) Allowances and emissions
The European Emissions trading scheme [EU ETS] has been in operation since 1 January 2005. The IASB withdrew IFRIC 3 £mission
Rights in June 2005 and it has not been reptaced with definitive guidance or interpretation for CO, ['carbon’) emissions trading. The Group
recognises carbon allowances granted in a period at nominal value (nil valuel. Carbon allowances purchased are recorded at cost
within intangible asseats. A iability is recognised when the level of emissions in any compliance period exceeds the level of altowances
held and this is recorded as a current fiability. Up to the level of allowances held the liability is measured at the cost of purchased
allowances. When the carbon emission liability exceeds the carbon allowances held, the net liability is measured at the anticipated
selling price. Movements in the market value of the liability are recognised in cperating prefit. Forward carbon contracts are measured
at fair value with gains or losses arising on remeasurement being recognised in the income statement.

The intangible asset is surrendered at the end of the compliance period reflecting the censurnption of the economic benefit ard is
derecognised at its carrying value. As a result, no amortisation is booked but an impairment charge may be recognised should the
carrying value exceed market value. Where zllowances granted are used to settle a liability relating to a previous pericd, 3 creditor
balance is recorded for the increased liability in the current period, :

Under the Rerewable Obtigations Certificates [ROCs) schame, certificates obtained fram own generation are awarded by a third party,
Oigem. Seli-generated certificates are recorded at market value and purchased certificates are recognised at cost, both within intangible
assets, The liahitity under the renewables obligation is recognised based on electricity supplied to customers, the percentages set by
Ofgem and the prevaiting market price. The intangible asset is surrencered at the end of the compliance period reflecting the consumption
of ecanomic benefit. As a result no amartisation is recerded during the pericd.
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1. SIGNIFICANT ACCOUNTING POLICIES {continued)

{ivl Development assets
Costs capitalised as development intangibles represent the costs incurred in bringing individual projects to the consented stage. These
are principally wind farm developmants but will zlso include other generation or gas storage projects. Costs associated with reaching
the consent stage include options over land rights, planning application costs and environmental impact studies. These may be costs
incurred directly or part of the fair value exercise on acguisition of a controlling interest in a project. The asset is subject to impairment
testing on an annual basis until this time. At the point that the preject reaches the censent stage and is approved by the Board, the
carrying value of the project is transferred to property, plant and equipment as assets under construciion. The asset is derecognised
on disposal, or when no future econamic benelits are expected from their use.

lv) Other intangible assets
Other intangible assets that have been acquired by the Group including brands are stated at cost less accumulated amortisation and
impairment losses. Software tlicenses are stated at cost less accumulated amortisation. Expenditure on internally generated brands
is expensed as incurred. Amortisation is charged to the income statement on a straight-line basis over the estimated useful life of
these other intangible assets. The amortisation periods utilised are as follows:

Years
Brand values 10
Application software licences 5
Customer lists 5
Contracts Shorter of contract term or 5

Impairment testing

The carrying amounts of the Group's assets, other than inventories of deferred tax, are reviewed for impairment whenever events or
changes in circumstances indicate that the carrying arount may not be recoverable. If there is evidence of impairment, the recoverable
amount. being the higher of the fair value less costs to sell and the value-in-use of the asset, is estimated to determine the extent of any
such impairment. For goodwill and other intangible assets with an indefinite life ar which are not ready for use, the test for impairment is
carried out annually. For financial assets measured at amortised cost the impairment is measurad as the difference between the asset's
carrying amount and the present value of estimated future cash flows discounted at the financial asset’s original effective interest rate.

Inventories and work in progress

inventories are vatued at the lower of cost [on a first-in, first-out basis] and net realisable value. Net realisable value is the estimated selling
price in the ordinary course of business, less the estimated costs of completion and selling expenses. The cost of fuel stocks is based on the
weighted average princigle. The valuation of work in progress is based on the cast of {abour, the cost of contractors, the cost of materials
plus ather directly attributable costs.

Recognition of revenue and profit on construction contracts

Where the outcome of a canstruction contract can be estimated reliably, revenue and costs are recognised by reference to the stage of
completion of the contract activity at the balance sheet date. This is nermally measured as the proportion of cost incurred on work performed
to date compared to the estimated total contract cast, except where this would not be representative of the stage of completion. Variations
in contract work, claims and incentive payments are included to the extent that they have been agreed with the customer. When it becomes
probable that total contract costs will exceed total contract revenue, the expecied loss is recognised as an expense immediately in the
income statement.

Employee benefit obligations

(i) Defined benefit pension schemes
The Group operates two defined benefit pension schemes, one of which is operated by the Company. Pension scheme assets are
measured using bid market values. Pension scheme liabilities are measured using the projected unit credit actuarial method and
are disceunted at the current rate of return on a high quality corporate bond of equivalent term and currency to the liability.

Any increase in the present vatue of liabilities within the Group's defined benefit pension schemes expected to arise from employee
service in the year is charged as service costs to operating profit.

The expected return on the schemes’ assets and the increase during the year in the present value of the schernes’ liabilities arising
from the passage of time are included in finance income and finance costs, respectively. Actuarial gains and losses are recognised
in full in the consolidated statement of comprehensive income. Pension scheme surpluses, to the extent that they are considered
recoverable, or deficits are recognised in fult and presenied on the face of the balance sheet.

(il Defined contribution pension schemes
The Group also operates a number of defined contribution pension schermes. The assets of the schemes are held separately from
those of the Group in independently administered funds. The amounts charged represent the contributions payable to the schemes
in the year and are charged directly to the incorme statement.
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Equity and equity-related compensation benefits
The Group operates a number of employee share schemes as described in the Remuneration Report and note 30, These schemes
enable Group employees to acquire shares of the Company.

The exercise prices of the sharesave scheme are set at a discount to market price at the date of the grant. The fair value of the sharesave
scheme option granted is measured at the grant date by use of a Black-Scholes model. The fair value of the options granted is recognised
as an expense on a straight-line basis over the period that the scheme vests. Estimates are updated for non-market conditions at each
balance sheet date with any adjustment in respect of the current and prior years being recegnised in the income staterment.

The costs associated with the other main employee schemes are recognised over the period to which they relate.

The charge related to the equity shares in the Company awarded under the share schemes is treated as an increase in the cost of investment
held by the Company in the subsidiary companies of the Group.

Financial instruments

The Group uses a range of financial instruments 1o hedge exposures to financial risks, such as interest rate, foreign exchange and energy price
fluctuations in its normal course of business and in accordance with the Group's risk management policies. The Group’s risk management
policies are further explained in note 31.

Accounting policies under |AS 32 and 39

{iil

(iiil

fivl

Interest rate and foreign exchange derivatives

Financial derivative instruments are used by the Group to hedge interest rate and currency exposures. All such derivatives are recognised
at fair value and are remeasured to fair value each reporting peried. Certain derivative financial instruments are designated as being held
for hedging purposes. The designation of the hedge relationship is established at the inception of the hedge and procedures are applied
to ensure the derivative is highly effective in achieving its objective and that the effectiveness of the hedge can be reliably measured.
The treatment of gains and losses on remeasurement is depencent on the classification of the hedge and whether the hedge relaticnship
is designated as either a 'fair value™ or ‘cash flow” hedge. Derivatives that are not designated as hedges are treated as if held for trading,
with all fair vatue movements being recorded through the income statement.

A derivative classified as a 'fair value’ hedge recognises gains and losses frem remeasurement immediately in the income statement.
Loans and barrowings are measured at cost except where they form the underlying transaction in an effective fair value hedge relaticnship,
In such cases, the carrying value of the loan or borrowing is adjusted to reflect fair value movements with the gain or loss being
reported in the income statement.

A derivative classified as a ‘cash flow’ hedge recogrises the portion of gains or losses on the derivative which are deemed to be effective
directly in equity in the hedge reserve. Any ineffective portion of the gains or losses is recognised in the consolidated incame statement.
When hedged cash flows result in the recognition of a non-financial asset or liability, the asscciated gains or tosses previously recognised in
equity are included in the initial measurement of the asset or liability. For alt other cash flow hedges, the gains or losses that are recognised
in equity are transferred to the income statement in the same period in which the hedged cash flows affect the income statement,

Hedge accounting is discontinued when the hedging instrument expires or is scld, terminated or exercised, or no lenger qualifies fer hedge
accounting. At the point of discontinuation, any cumulative gain or loss on the hedging instrument recognised in equity remains in equity until the
forecast transaction affects profit or loss. On settlement, the curmulative gain or loss recognised in equity is recognised in the income statement.

Commoedity derivatives

Within its reqular course of business, the Group routinely enters into sale and purchase derivative contracts for cemmodities such
as electricity, gas, coal and ail. Where the contract was entered into and continues to be held for the purpose of receipt or delivery
in accordance with the Group's expected sale, purchase or usage requirements, the contracis are designated as ‘own use’ contracts
and are measured at cost. These contracts are not within the scope of 1AS 39.

Derivative commodity contracts which are not designated as own use contracts are accounted for as trading derivatives and are
recognised in the balance sheet at fair value. Where a hedge accounting relationship is designated and is proven to be effective,
the changes in fair value will be recognised in accordance with the rules noted in part (il to this note.

Other commaodity contracts, where own use is not established and a hedge accounting retationship is not designated. are measured
at fair value with gains and losses on remeasurement being recegnised in the incorne statement in cost of sales.

Embedded derivatives
Derivatives embedded in other financial instruments ar other host contracts are treated as separate derivatives where the characteristics
of the derivatives are nat closely related to those of the host contracts.

Net investment hedges

Hedges of net investments in foreign operations are accounted in a manner similar to etfective cash flow hedges. Any gain or loss
on the effective portion of the hedge is recognised in equity, in the {ranslation reserve, and any gain or loss on the ineffective portion
of the hedge is recognised in the income statement. On disposal of the foreign operation, the cumulative value of any gains or losses
recognised directly in equity is transferred to the income statement.
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Notes on the financial statements (continued)
for the year ended 31 March

1. SIGNIFICANT ACCOUNTING POLICIES [continued)

{v) Convertible bond
The Group issued a convertible bond which had a liability component, which was accounted for as a compound financial instrument,
net of transaction costs and an equity companent, which was calculated as the discounted excess of the issue proceeds over the
present value of the future interest and principal payments. The bond was fully converted at 24 October 2009.

Ivi] Cash and cash equivalents
Cash and cash equivalents comprise cash balances and call deposits. Bank overdrafts that are repayable on demand and form
an integral part of the Group's cash management are included as a camponent of cash and cash eguivalents for the purpose
of the statement of cash flows.

[viil Trade receivables
Trade receivables do not carry any interest and are measured at cost less an appropriate allowance for irrecoverable receivables.

(viiil Interest-bearing leans and borrowings
All such loans and borrowings are initially recognised at fair valug including transaction costs and are subsequently measured
at amortised cost, except where the loan or barrowing is the hedged item in an effective fair vatue hedge relationship.

{ix) Share capital
Ordinary Shares are accounted for as equity. Incremental costs directly attributable to the issue of new shares are shown in equity
as a deduction from the proceeds received.

[xl Hybrid capital
The Group issued hybrid capital in the year ended 31 March 2011. Hybrid capital comprises issued bonds that qualify for recognition as
equity. Accordingly, any coupon payments are accounted for as dividends and are recognised directly in equity at the time the payment
obligation arises. This is because the coupon payments are discretionary and relate to equity. Coupon payments consequently do not
have any impact cn the income statement. Coupon payments are recognised in the cash flow statement in the same way as dividends
to ordinary shareholders.

Provisions

A provisien is recagnised in the balance sheet when the Group has a present legat or constructive obligation as a result of a past event,
and it is probable that an eutilow of economic benefits will be required 1o settle the obligation. I the effect is material, provisions are
determined by discounting the expected future cash flows at a pre-tax rate that reflects current market assessments of the time value
of money and, where appropriate, the risks specific to the liability.

Decommissioning costs

The estimated cost of decommissioning at the end of the useful lives of certain assets is reviewed periodically. Provision is made for the net
present value of the estimated cost of decommissioning gas production facilities at the end of the producing lives of fields, and gas sterage
facilities and power stations at the end of the useful life of the facilities. The estimates are based on technology and prices at the balance
sheet date. A corresponding decommissioning asset is recognised and is included within property, plant and equipment when the provision
gives access to future economic benefits. Changes in these provisions are recognised prospectively. For offshore wind assets, power
stations and gas storage facilities the unwinding of the discount on the provision is included in finance costs and the depreciation for the
asset is straight-line over the expected useful life of the asset. For gas groduction facilities the decommissioning asset is amartised using
the unit of production methed, based an proven and probable reserves.

Critical accounting judgements and key sources of estimation uncertainty

In the process of applying the Group's accounting policies, management necessarily makes judgements and estimates that have a
significant effect on the amounts recognised in the financial statements. Changes in the assumptions underlying the estimates could
result in a significant impact to the financial statements. The most critical of these accounting judgement and estimation areas are noted,

lii Revenue recognition
Revenue on energy sales includes an estimate of the value of electricity or gas supplied 1o customers between the date of the last meter
reading and the year end. This will have been estimaled by using histerical consumption patterns and takes into consideration industry
reconciliation processes for total consumption by supplier. At the balance sheet date, the estimated cansumption by customers will either
have been billed {estimated billed revenue) or accruad (unbilled revenuel. Management apply judgement to the measurement of the quantum
of the estimated consumption and to the valuation of that consumption. The judgements applied, and the assumptions underpinning these
judgements are considered to be appropriate. However, a change in these assumptions would impact upen the amount of revenue recognised.

liij Retirement benefits
" The assumptions in relation to the cost of providing post-retirement benefits during the period are set after consultation with qualified
actuaries, While these assumptions are believed to be appropriate, a change in these assumptions would imoact the earnings of the
Group. The value of scheme assets is impactec by the asset ceiling test which restricts the surplus that can be recognised to assets
that can be recovered fully through refunds or reductions in future contributions.
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liiil Impairment testing
The Group reviews the carrying amounts of its tangible and intangible assets to determine whether there is any indication that the
value of those assets is impaired. In assessing for impairment, assets that de not generate independent cash flows are allocated to
an appropriate cash generating unit [CGY). The recoverable amount of the assets, or the appropriate CGU, is measured as the higher
of their fair value less costs to sell and value in use. Value in use calculalions require the estimation of future cash flows to be derived
from the respective CGUs and to select and an appropriate discount rate in order to calculate their present value, The fair value less
costs to sell methodolegy used for the wind farms CGUs also requires the discounting of cash flows from the projects within the
respective CGUs. The estimation of the timing and value of underlying projected cash flows and the setection of apprepriate discount
rates involves management judgement. Subsequent changes to these estimates or judgements may impact the carrying value of the
assets within the respective CGUs. Gas production and development assets are assessed under the fair value less cosis method for the
respective CBUs. This is deemed more appropriate as it is based on post-tax cash flows arising from each field within the respective
CGUs, which is consistent with the approach taken by management in determining the economic value of the underlying assets.
This is determined by discounting the post-tax cash flows expected to be generated by the CGU, net of associated selling costs,
and takes into account assumptioens market participants weuld use in estimating fair value,

(iv] Provisions and contingencies
The assessments undertaken in recognising provisions and cantingencies have been made in accordance with I1AS 37. The evaluation of
the likelihcod of the contingent events has required best judgement by management regarding the probabitity of exposure te potential
loss. Should circumstances change following unforeseeable developments, this likelihood could alter.

(vl Decommissioning costs
The estimated cost of decommissioning at the end of the useful lives of assets is reviewed periodically. Decornmissioning costs in relation
io gas exploration and production assets are based on expected lives of the fields and costs of decommissioning and are currently
expected to be incurred predominantly between 2817 and 2030.

tvil Financial Instruments - fair values
The valuation of the financial instruments is based upon published price quotations in active markets and valuation techniques where such
information is not aveilable. Energy commadity contracts are classified as either derivalive contracts under |AS 39 or as contracts for the
Group’s own use requirements. Only IAS 39 derivatives are accounted fer on a fair value basis. Mare detail on this is included in note 31.

lvii) Gas and liquids reserves
The volume of proven and probable gas and liquids reserves is an estimate that affects the unit of production depreciation of producing
gas and liquids property, plant and equipment. This is also a significant input estimate to the associated impairment and decommissioning
calculations. The impact of a change in estimated proven and probable reserves is dealt with prospectively by depreciating the remaining
book value of producing assets over the expected future production. If preven and probable reserves estimates are revised downwards,
earnings could be affected by higher depreciation expense or an immed:ate write-down [impairment] of the asset’s book value.

[viill Exceptionals and remeasurements .
The criteria for identifying what constitutes an exceptional item are outlined in note 1 Excepticnal items and certain remeasurements.

2. RECLASSIFICATION OF COMPARATIVE AMOUNTS

The Group's Investments in Jointly Controlled Entities and Assotiates were previously disclosed inctuding the value of long-term shareholder
leans. While this represents the substance of the Greup's net investrment in its Jointly Contrelled Entities and Associates, such interests are
not recorded under the equity method of accounting under IAS 27 and 31 but instead are recorded initially at fair value under IAS 39 and are
subsequently measured at amortisad cost. Consequently, all such long-term shareholder loans will be shown separately as non-current
financial assets and not as part of the equity investrment in Jointly Controlled Entities and Associates.

In addition te this, the Group holds interest-bearing long-term commercial loans with certain Jointly Controlled Entities |Greater Gabbard
Oftshore Winds Limited and Marchwood Power Limited] which were previously recorded as part of current other receivables. These have
been reclassified as non-current financial assets, Note 14 has been restated to show both the eguity and loan investments in the Jointly
Controlled Entities and Associates as this is the basis of review used by management. No further restatement has been considered
necessary te aid understanding of the Group’s financial position.

The impact of these changes are as follows:

(i) Reclassification of long-term shareholder loans

Company Consclidatad
Reported Restated Reporied Restated
31 March 2010 31 March 2010 31 March 2010 31 March 2010
Em £m Lm tm
Investment in Associates and Jointly Controlled Entities 4739 207.0 1,.037.3 635.2
Loans to Associates and Jointly Controlled Entities - 2669 - 4021

473.9 473.9 1,037.3 1,037.3
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2. RECLASSIFICATION OF COMPARATIVE AMOUNTS (continued)

(il Reclassification of long-term commercial loans

Company Consolidated
Reported Restated Reported Restated
34 March 2010 31 March2010 31 March 2010 31 March 2010
£m Em Em £m
Current other receivables 623.4 85.0 857.5 2891
Loans to Associates and Jointly Centrolled Entities - 568.4 - 5468.4
823.4 £§23.4 857.5 857.5

Following the adoption of IFRIC 18, the Group has restated the incomne statement of the previous year to recognise an increase in the
depreciation of property, plant and equipment of £38.5m and a corresponding reduction in cost of sales. This has also had an impact
on certain cash flow staternent classifications.

3. SEGMENTAL INFORMATION

The Group's operating segments are those used internally by the Board of Directors to run the business. allocate resources and make strategic
decisicns. The Group's operating segments are the distribution and transmission of electricity in the North of Scotland, the distribution of
electricity in the South of England [tcgether referred to as Power Systems], and the generation and supply of electricity and sale of gas in Great
Britain and Ireland (Generation and Supplyl and other businesses identified below which are not required to be reported separately. In addition
to this the Group's 50% equity share in Scotia Gas Networks Limited, a business which distributes gas in Scotland and the South of England
{refar note 14), is included &s a separate segment where appropriate due to its significance.

The types of products and services from which each reportable segment derives its revenues are:

Segment Geographical tocation Descripion

Power Systems UK Transmits and distributes electricity to over 3 million businesses, offices and hames.

Generation and Supply  Great Britain,  The Group views this as a single value chain within a vertically-integrated business. It generates
Ireland and and supptlies electricity to domestic, commercial and industrial customers in Great Britain
Europe and Ireland. In addition, it also supplies gas to customers in the same locations. Generation

is provided by a portfolio of thermal power stations and from renewable sources of energy.

Qther businesses:

Contracting, Utility UK and Irelang  Mechanical and electrical contracting services, public and highway lighting and electrical and
Sotutions and instrumentation engineering; electricity and gas cennections for homes, offices and businesses,
Lighting Services out-of-area electricity networks, licenced gas transportation and water and sewerage services.
Metering UK Supplies, installs and maintains electricity meters and provides data collection services.

Gas Storage UK Develops, owns and cperates under ground onshore gas storage facilities.

Exploration and Production UK Praduction and processing of North Sea gas and ail and the development of new gas and oil fields.
Telecoms UK Provides network capacity, data centre and bandwidth services to customers.

The activities of the acquired Exploration and Production business [note 16) are reported within Other businesses.

The measure of profit used by the Board is adjusted operating profit which is before exceptional itemns, remeasurements arising from IAS 39
and after the removal of taxation and interest on profits from jointly contrelled entities and associates.

Analysis of revenue, operating profit, assets and other items by segment is provided below. All revenue and profit before 1axation arise from
operations within Great Britain, Ireland and mainland Europe.
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External revenue

2011 2010 201 2010 2011 2010
£m £m £m £m £m fm
Power Systems

Scotland 354.7 3091 111.0 105.5 245.7 203.6
England 517.2 473.5 2141 212.2 303.1 261.3
873.9 782.6 3251 3177 b48.8 464.9

Generation and Supply
Retail 8,044.4 8,234 .4 - - 8,044.4 8,234.4
Wholesale and Trading 18,899.9 12,000.3 171 12.0 18,882.8 11,9883
Other 222.9 216.4 15.8 7.8 207.1 208.6
27,187.2 20,4511 32.9 19.8 27,134.3 20,4313
Dther businesses 1,219.9 1,173.9 568.8 519.7 651.1 654.2
29,261.0 22,4076 926.8 857.2 28,334.2 21,550.4

li} Intra-segment revenue is derived irom use of system income received by the Power Systemns businesses frem Generation and Supply. provision of
Contracling, Metering services, use of Gas Storage facilities, sale of gas from preducing North Sea gas production assels to the Generaticn and Supply

business, Telecomns infrastructure charges, internal heat and light charges and other Corporate services. All ara provided at arm’s length basis.

Revenue within Generation and Supply includes retail sales from energy supply customers, wholesale and trading revenue and other sales.
Wholesale and Trading revenue includes revenues from generation plant output and the gross vatue of all wholesale power and gas sales

including settled physical and financial trades. These are entered inte to oplimise the performance of the generation plants and to support
the energy supply business. Purchase trades are included in cost of sales,

Revenue from the Group's invastment in Scotiz Gas Networks Limited [SSE share being: 2011 - £392.5m; 2010 - £373.5m) is not recorded

in the revenue line in the income statement.

Revenue by geographical location is as {ollows:

2011 2010
£m Em
UK 27,666.6 21,1232
Ireland plus Continental Europe 667.4 4272
28,334.2 21,550.4
(b) Operating profit by segment ,
011
Adjusted Before
operating profit  JCE/Associate exceptional Exceptional
reported to the share of interest ltems and certaln Items and certain
Board (i) and tax [i} remeasurements remeasurements Total
£m £m £m £m tm
Power Systems
Scotland 168.1 - 168.1 - 168.1
England 287.4 - 287.4 - 287.4
455.5 - 455.5 - 455.5
Scotia Gas Networks 184.8 {150.7] 361 38.4 74.5
Energy Systems 642.3 (150.7) 491.6 38.4 530.0
Generation and Supply 882.8 147.1) 835.7 874.6 1,710.3
Other businesses 136.8 {0.3] 136.5 - 136.5
1,661.9 (198.1) 1,463.8 913.0 2,376.8
Unallocated expenses [ii] (9.0 - 9.0 - (9.0
1,652.9 (198.1] 1,454.8 913.0 2,367.8
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3. SEGMENTAL INFORMATION (continued]

2010
Adjusted Before
cperaling profit  JCE/Associate exteptional Exceptionat

reported o the share of interest itemns and certain  items and certain

Board 1) and tax lil remeasurements remeasurements Toral
Em £m £m £m fm

Power Systems
Scotand 158.9 - 158.9 - 158.9
England 254.9 - 256.9 - 256.9
415.8 - 415.8 - 415.8
Scotia Gas Networks 183.7 (130.5] 53.2 2.4 95.6
Energy Systems 599.5 (130.5] 469.0 2.4 471.4
Generation and Supply 896.0 (265 869.5 432.7 1,302.2
Other businesses 140.3 (0.2 140.1 - 140.1
1,635.8 157.2) 1,478.6 435.1 1.913.7
Unallocated expenses [ii) 9.8 - (9.8] - (9.8)
) 1,626.0 (157.2) 1.468.8 4331 1,3039

(il The adjusted operating profit of the Group is reporled alter removal of the Group’s share of interest, fair value movements on financing derivatives and tax
frorm jointly controlled entities and associates. The share of Scotia Gas Networks Limited interest includes loan stock interest payable to the consartivm
shareholders. The Group has acceunled for its 50% share of this, £33.4m 12036 - £33.8m). as finance income {note 7.

(il Unallocated expenses comprise corporate office costs which are not directly allocable to particular segments.

The Group's share of operating profit from jointly controlled entities and associates has been recognised in the Generation and Supply segment
other than that for Scotia Gas Neiworks Limited, which is recorded in a separate segment, and PriDE (Sauth East Regional Prime], which
is recognised in Other businesses [£1.0m before tax; 2010 - £0.9m before tax).

{c) Capital expenditure
Capital additions to
Intangihle Assets [note 11)

Capital additions to Property.
Plant and Equipment [note 12)

2010
2011 2010 2011 Restated
£m £m £m Em

Power Systems
Scotland - - 216.2 145.7
England - - 207.9 2273
- - 4241 373.0
Scotia Gas Networks - - - -
Energy Systems - - 4241 373.0
Generation and Supply 432.7 4847 560.4 487.9
Other businesses - - 175.0 164.8
Corporate and unallocated 1.3 1.6 - -
434.0 486.3 1,159.5 1,025.7

Capital additions do not include assets acquired in acquisitions or assels acquired under finance leases, Capital additions to Intangi

Assets includes the purchase of emissions ailowances and certificates {2011 - £399.3m; 2010 - E470.9m).

MNo segmental analysis of assets requires to be disclosed as this is not presented o the Board.

ble




99

Overview

Strategy

Group perfermance
Segmental performance
Corporate governance
[Financial siatements ]
Sharcholder information

{d) Included within operating profit

Amortisation/impairment

Depreciationfimpairment on Property, Plant and Equipment inote 12) of Intangible Assets |note 1)
Betore
exceptional Exceptional
items charges Total 2010
201 2011 2011 Restated 201 2000
£m €m £m £m €m Em
Power Systems
Scotland 108.6 - 108.5 58.4 - -
England 149.3 - 149.3 108.3 - -
257.9 - 257.9 166.7 - -
Generation and Supply 175.9 4427 618.6 182.4 98.9 158
Other businesses 2.9 - 52.9 458 1.1 2.6
4£96.7 4427 93%.4 394.9 100.0 8.4
Corporate and unallecated - - - - 3.7 38
496.7 442.7 739.4 3949 103.7 222

The Group's share of Scotia Gas Networks Limited depreciation (2011 - £52.3m; 2010 - £48.3m} and amortisation {2011 - £4.8m; 2010 ~ £4.8m]
is not included within operating costs. Exceptional impairments of intangible assets of £82.2m were recognised in 2011 (2010 - nil all retating
to the Generation and Supply segment.

4. OTHER OPERATING INCOME AND EXPENSE

Greup vperating costs can be analysed thus:

2010
Restated
20M Inote 2]
£m £m
Distribution costs na 252.0
Administration costs 514.9 £63.2
886.0 722.2
Group cperating profit is stated after charging [or crediting| the following items:
2011 2010
£€m fm
Depreciation of property, plant and equipment [note 12} (i) 496.7 394.9
Exceptional impairment charges |note 5] 524.9 ~
tmpairment of inventories [note 17} 6.6 3.0
Research and development costs 9.0 3.7
Operating lease rentals [note 33) 219.7 2nz2
Release of deferred income in relation to capital grants and historic customer contributions (19.6) [15.2]
[Gain} on disposal of property, plant and equipment (5.8) (5.7]
{Gainl/loss on disposal of fixed asset investments (10.2) o9
Amartisation of brand costs [note 11] 0.9 1.0
Amortisation and impairment of intangible assets note 11] (i) 20.6 21.2
[il Does not include exceptional impairment charges.
Auditor’s remuneration
2011 2010
£m Em
Statutory audit services - audit of the Group's accounts 0.3 0.2
Statutory audit of subsidiary accounts 0.7 0.7
Audit of parent and subsidiary entities 1.0 0.9
Tax services 0.2 0.2

Other services ' 0.1 2.1
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4. DTHER OPERATING INCOME AND EXPENSE [continued]

Tax service fees incurred in the year were £0.2m (2010 - £0.2m]. Other service fees include fees incurred in relation to regulatery accounts
and returns required by Ofgem. A description of the work of the Audit Commitiee is set out on pages 60 and 61 and includes an explanation
of how auditor objectivity and indepandence is safeguarded when non-audit services are provided by the auditors.

Amounts paid to the Company's auditor in respect of services to the Company other than the audit of the Company’s financial statements
have nat been disclesed as the information ts required instead to be disclosed on a consolidated basts.

5. EXCEPTIONAL ITEMS AND CERTAIN REMEASUREMENTS

i) Exceptional items
In the year to 31 March 2011 the following exceptional items have been recorded:

impairment of thermal and renewable generation portiolio assets arising fram changing market conditions. Exceptional charges have been
recognised in relation to the impairment of goodwill {£42.5m), property, plant and equipment [£442.7m}, development intangible assets [£39.7m)]
and financial assets (E7.4m). In addition, related net credits of £10.5m have been recognised, including £8.8m relating to finance costs.

These were recognised as a consequence of changing regulatary and econornic conditions, in particular, il the impact of the Industrial
Emissions Directive on station running hours and useful economic lives at certain plants including the Fiddler's Ferry and Ferrybridge
power stations; liil the consequentiat impact on the ash remediation plant at Fiddler's Ferry, liiil changes in the economic prospects of
certain older, less flexible thermal plants. and. (iv} the decision to concentrate continentat Europe wind generation activities on the Sweden
and Netherlands markets.

Impairment of Investments in Associates. Exceptional impairment charges have been recognised in relation to the Group's investments in
Barking Power Limited and Derwenl Cogeneraticn Limited following the expiry of long-term power purchase agreements at both stations.
In addition, certain other investments have been impaired. The combined impairment charges are £76.3m net of deferred tax.

Changes in UK corporation tax rates. The Emergency Budget on 22 June 2010 announced that the UK corporation tax rate will reduce trom
28% to 24% over a period of four years from 20171, The first change from 28% to 27% was substantially enacted in July 2010 and applies from
1 April 2011, The March 2011 Budget further reduced the tax rate from t April 2011 to 24%. This was substantively enacted on 29 March 2011.
These changes will reduce the Group's future current tax charge accordingly. As this rate change has been substantively enacted it has the
effect of reducing the Group's net deferred tax lisbilities recognised at 31 March 2011 by £49.4m. It has not yet been possible ta quantify the
futl anticipated effect of the announced further 3% rate reduction [the rate now being reduced to 23%} due to legislation not being enacted,
although this will further reduce the Company’s future current tax charge and reduce the Company’s deferred tax liabilities/assets accordingly.

In additian, the March 2011 Budget increased the rate of supplementary corporation tax [SCT] from 20% to 32% and was also substantively
enacted on 29 March 2011, This had the effect of increasing the Group’s deferred tax liabilities and assets in reiation to the Group's
Exploration and Production [E&P] business to which this supplementary tax applies. The impact on the Group's net deferred tax liabilities
was an increase of £31.7m.

lii] Certain remeasurements
Certain remeasurements arising from 1AS 39 are disclosed separately to aid understanding cf the underlying performance of the Group.
This category includes the moverment on derivatives as described in note 31.
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The Group has separately recognised the tax effect of the exceptional items and certain remeasurements summarised above.

These transactions can be summarised thus:

201 2010

£m Em
Exceptional items (i)
Impairments and other charges: -
Impairment of Generation assets arising from changing market conditions 521.8) -
Impairment of investments in Associates [share of result, net of tax] (75.3] -
Share of effect of change in UK corporation tax on deferred tax liabilities
and assets of associate and joint venture investments 363 -
(561.8) -
Certain remeasurements [ii]
Moverment on operating derivatives [note 31] 1,461.8 46322
Mavement an financing derivatives [note 31 (44.4] {36.5)
Share of movernent on darivatives in jointly contrelled entities [net of tax) 4,2 2.9
1,421.4 398.6
Gain before taxation B59.8 398.6
Exceptional items
Effect of change in UK corporation tax rate on deferred tax liabilities and assets 4%9.4 . -
Effect of change in UK supplementary corperation tax rate [31.7) -
Taxation on other exceptional items 1261 -
143.8 -
Taxation on certain remeasurements 1396.2) (110.9]
Taxation (252.4) (110.9]
Impact on prefit for the year 607.4 287.7

6. DIRECTORS AND EMPLOYEES

(i) Staff costs

Consclidated

20m 2010
£m £m
Staff costs:
Wages and salaries &09.4 574.9
Social security costs 631 53.8
Share-based remuneration [note 30) 9.9 17.9
Pension costs {note 29) 54.6 37.9
737.0 &84.5
Less: capitalised as property, plant and equipment (108.6) (87.4]
628.4 597.1
Employee numbers:
Consolidated Cempany
2011 2010 2011 2018
Number Number Number Number
Numbers employed at 31 March 20,249 20177 4 4
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&. DIRECTORS AND EMPLOYEES [continued)

The average number of peaple employed by the Group linctuding Executive Directors) during the year was:

Consolidated Company
2011 2010 2011 2610
Number Number Number Number
Power Systems:
Scotland 7 789 - -
England 1,347 1,299 - -
Generation and Supply 9,334 9,007 - -
Other businesses and corporate services 8,794 8,213 4
20,246 19,308 4
The costs associated with the employees of the Company, whao are the Executive Directars of the Group, are barne by Group companies.
No amounts are charged to the Company.
(ii) Directors’ remuneration and interests
information concerning Directors’ remuneration, shareholdings, options, lang term incentive schemes and pensions is shown in the
Remuneration Report on pages 45 ta 74. No Director had, during or at the end of the year, any material interest in any other contract
of significance in relation to the Group's business.
7. FINANCE INCOME AND COSTS
Recognised in income statement
20m 2010
Belore Before
exceptional Exceptional exceplional Exceptional
iterns and certaln items and certaln iterns and certain  itemns and certain
remeasurements remeasurements Total remeasurements remeasurements Tatal
€m £m Em £m Em Em
Finance income:
Return on pension scheme assets 141.9 - 141.9 100.7 - 100.7
tnterest income from short term deposits 2.7 - 2.7 35 - 3.5
Other interest receivable:
Scotia Gas Networks loan stock 334 - 334 33.8 - 338
Other jointly controlled entities and associates 23.% - 231 201 - 20.1
Other receivable 49.1 - 49.1 351 - 35.4
105.6 - 105.6 892.0 - 89.0
Foreign exchange translation of monetary assets
and liabilities - - - 10.0 - 10.0
Total finance income 250.2 - 250.2 203.2 - 203.2
Finance costs:
Bank leans and overdrafis [58.1) - {58.1) {49.9) - [49.9)
Other loans and charges (247.1) (8.8 (255.9] (284.1) - (284.1)
Interest on pension scheme lizbilities {150.2) - {150.2) (127.9) - 127.5)
Notional interest arising on discounied provisions (4.3 - 14.3] (3.9) - {3.5)
Finance lease charges (39.71 - (39.7) 3.2 - (13.21
Fareign exchange translation of monetary assets
and liabilities (13.2) - {13.2) - - -
Less: interest capitalised (il 59.5 - 59.5 46.2 - 46.2
Total finance costs (453.1} (8.8) [461.9) 432.0) - 1432.0
Changes in fair value of financing derivative assets
or liabilities at fair value through profit or loss - [44.4) (44.4) - (36.5] {36.8]
Net finance costs {202.9) 153.2) (256.1) (228.8} (36.5) (265.3)
Finance income 250.2 - 250.2 203.2 - 203.2
Finance costs (453.1) (53.2) (506.3) (432.0) (36.5) [468.5]
Net finance costs [202.9) (53.2] (258.1) (228.8] [35.5] [265.3)

lil The capitalisation rate applied in determining the amount of borrowing costs to capitalise in the period was 5.74% [2010 - 6.62%].
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201 2010
£m fm
Gainflloss) on effective portion of cash flow hedges [i] 323 [26.8]
Share of jointly controlled entity/assaciate [loss] on effective portion of cash flow hedges [i) 4.1 (30.0]
28.2 (56.4]
lil Before deduction of tax.
Adjusted net finance costs are arrived at after the following adjustments:
2011 2010
£€m fm
Net finance costs 256.1) [265.3]
(add)/less:
Share of interest frem jointly controlled entities and associates:
Scotia Gas Networks loan stock [33.4) i33.8]
Other jointly controlled entities and associates (104.5) (73.3
113%.91 (107.1]
Exceptional charges 8.8 -
Movement on financing derivatives L4.4 36.5
Adjusted finance income and costs (342.8) [335.9]
[addl/less:
Return on pensien scheme assets (141.9] [100.7)
Interest on pensicn scheme liabilities 150.2 127.5
Notional interest arising on discounted provisions 4.3 35
Finance lease charges 39.7 13.2
Adjusted finance income and costs for interest cover calculations (290.51 [292.4)
B. TAXATION
Analysis of charge recognised in the income statement:
201 2010
Before Before
exceptlonal Exceptlonal exceptional Exeeptional
Wems and cartain Items and certain items and certain  ilems and certain
remeasurernents remeasurements Total remeasurements remeasurements Total
€m £m Em Em Em E£m
Current tax
UK corporation tax 270.2 - 270.2 2774 - 2774
Adjustments in respect of previous years (25.0] - (25.0) {(19.1] - (19.11
Total current tax 245.2 - 245.2 258.2 - 2583
Deferred tax
Current year 40.8 2347 295.5 2.2 110.9 1431
Effect of change in 1ax rates - 17.7 17.7 - - -
Adjustments in respect of previous years 48.8 - 48.8 1.7 - 1.7
Total deferred tax 109.6 252.4 362.0 339 110.9 144.8
Total 1axation charge 354.8 252.4 607.2 292.2 110.9 4031
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8. TAXATION {continued)

The charge for the year can be reconciled to the profit per the incorne statement as follows:

2011 2011 2010 2010
€m % £m %
Group profit before tax 2,111.7 1.638.6
Less: share of results of associates and jointly controlled entities 164.9) (109.8}
Profit before tax 2,046.8 1.528.8
Tax on profit on ordinary activities at standard UK corporation
tax rate of 28% (2010 - 28%) 5731 28.0 428.1 280
Tax effect of:
Change in rate of UK corporation tax 49.4] (2.4] - -
Change in rate of UK supplementary corporation tax 31.7 1.5 - -
Expenses not deductible for 1ax purposes 27.6 1.3 7.6 0.5
Impact of supplementary corperation tax 2.2 0.1 - -
Non taxable income 4.3 l0.2] [2.3] (0.2)
Impact of foreign tax rates and foreign dividends b.4 0.3 0.2} -
Adjustments to tax charge in respect of previous years 23.8 1.2 (17.4] (1.1]
Consartiem relief not paid for (9.0] (0.4) (9.8) (0.6]
Other items 5.1 0.3 (2.9) 0.2]
Group tax charge and effective rate 607.2 29.7 403.1 24.4
The adjusted current tax charge is arrived at after the following adjustments:
2011 201 2010 2010
€m % Em %
Total taxation charge 607.2 29.7 4031 264
Effect of adjusting items [see below] - 16.6 - 4.8
Total taxation charge on adjusted basis 607.2 46.3 403.1 31.2
laddlfless:
Share of current tax from jointly controtled entities and associates 23.0 1.8 15.8 1.2
Exceptionat iterms 143.9 11.0 - -
Tax on movement on derivatives (396.2) {30.2) {110.9] 18.6]
Deferred tax [excluding share of jointly controlled entities} (109.6) (8.4) 133.9) [2.6)
Adjusted current tax charge and effective rate 268.2 20.5 2744 21.2
The adjusted effective rate is based on adjusted profit before tax being:
201 2016
£m Em
1 Prefit before tax 21117 1,638.6
(zdd)/less:
Exceptional items and certain remeasurements {859.8) [398.4)
Share of tax from jointly controlled entities and associates 58.2 50.1
Adjusied prolit before tax 1,31041 1,290.1
Tax charge/lcredit] recognised directly in equity
201 2010
£m £m
Relating to:
Pension scheme actuarial movements 7.9 [142.5]
Cash {low and net investment hedge movements 71 (15.3]
Share based payments 0.4 0.4
15.6 (157.4)

All tax recognised directly in equity is deferred tax.
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9. DIVIDENDS

Ordinary dividends

Year ended Year ended
31 March 2011 Settled 31 March 2010
Total via S¢rip Pence per Total Pence per
Em £m Ordinary Share £m  Ordinary Share
Interim - year ended 31 March 2011 208.3 §1.7 22.4 - -
Final - year ended 31 March 2010 4515 84.4 49.0 - -
Interim - year ended 31 March 2010 | - - - 193.4 21.0
Final - year ended 31 March 2009 - - - 425.1 46.2
659.8 1461 618.5

The final dividend of 49.0p per Ordinary Share declared in the financial year ended 31 March 2010 [2009 - 46.2p) was approved at the Annual
General Meeting on 22 July 2010 and.was paid to shareholders on 24 September 2010. Shareholders were able to elect to receive Ordinary
Shares credited as fully paid instead of the cash dividend under the terms of the Cernpany’s scrip dividend scheme.

An interim dividend of 22.4p per Ordinary Share (2010 - 21.0p] was declared and paid on 23 March 2011 to those shareholders on the Scottish
and Southern Epergy plc share register on 28 January 2011. Shareholders were able to elect to receive Ordinary Shares credited as hully paid
instead of the interim cash dividend under the terms of the Company's scrip dividend scheme.

The proposed finzl dividend cf 52 4p per Ordinary Share is subject to approval by sharehelders at the Annual General Meeting and has not
been included as a liability in these financial statements.

10. EARNINGS PER SHARE

Basic earnings per share .
The calculation of basic earnings per Ordinary Share at 31 March 2011 is based on the net profit altributable to equity shareholders and a
weighted average number of Ordinary Shares outstanding during the year ended 31 March 2011. All earnings are from centinuing operations.

Adjusted earnings per share
Adjusted earnings per share has been calculated by excluding the charge for deferred lax, items disclesed as exceptional, and the impact
of certain remeasurements as described in note 3. '

Year ended Year ended

Yearended 31 March 2071 Year ended 31 March 2010

31 March 2011 Earnings 31 March 2010 Earnings

Earnings [1} per share Earnings i} per share

] pence £m pence

Basic 1,504.5 162.2 1,235.3 134.0

Exceptional items and certain remeasurements (note 5 : {607.4] [65.5] (287.7) £31.2)

Basic excluding exceptional iterns and certain remeasurements 897.1 96.7 947.6 102.8
Adjusted for:

Deferred tax [note 8] 109.6 11.8 33.9 3.7

Deterred tax from share of joinily controtled entities and associates results 35.2 3.8 34.3 3.7

Adjusted 1,041.9 112.3 1,015.8 110.2

Basic 1,504.5 162.2 1,235.3 134.0

Dilutive effect of convertible debt and outstanding share options - (0.2) - (0.1}

Diluted 1,504.5 162.0 1,235.3 133.9

Exceptional items and certain remeasurements (607.4) (65.4) (287.7) [31.2]

Dituted excluding exceptional items and certain remeasurements 897.1 ?6.6 G474 102.7

[l Earnings attributable to equity holders of the parent.
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10. EARNINGS PER SHARE {continued)

The weighted average number of shares used in each calculation is as follows:

31 March 2011 31 March 2019
Number of Number of
shares shares
[millons] Imillions)
For basic and adjusted earnings per share 927.6 7219
Effect of exercise of share cptions 1.1 0.4
928.7 9223
Efiect of dilutive convertible debt - 0.7
For diluted earnings per share 928.7 9230
11. INTANGIBLE ASSETS
Consotidated
Exploration and
Allewances and Development evaluation Cther
Goodwill certificates assets expenditure Brands intangibles Tatal
i i) Lin) [iv) [v]
£m Em £m Em £m Em Em
Cost:
At 1 April 2009 7260 220.3 2203 - 11.8 59.8 1.236.2
Additions - 470.9 138 - - 1.6 486.3
Acquisitions {note 18] 185 - 49.0 - - 2.0 49.5
Transfer to property, plant and
equipment {note 12| - - 111.7] - - - (11.7)
Disposals - (461.5]) - - - - (461.5]
Exchange adjustments [16.2) - (7.3] - - - (23.5]
At 31 March 2010 7263 2297 264.1 - 118 63,4 1,295.3
Additions -38 3993 29.6 - - 1.3 434.0
Acquisitions [note 16] 39.9 - b.4 50.0 - - 963
Transfer to property, ptant and
equipment (note 12) - - (3.8} - - - (3.8
Transler to assets held for sale [note 18] - - {10.7} - - - {10.7)
Disposals - (287.0] [0.6) - - - [287.5)
Exchange adjustments {42.21 - {11.5] - - 0.1 {53.4)
At 31 March 2011 727.8 342.0 273.5 50.0 11.8 54.8 1,469.9
Aggregate amortisation and impairment:
At 1 Aprit 2009 - 16.4] (4.2] - (4.8] 12%.9] [45.3]
Charge for the year - (10.0) (3.1] - (1.0) (8.1) (22.2)
At 31 March 2010 - (16.4) (7.3] - (5.8] {38.0 [67.5)
Charge for the year - - (15.1] - (0.9 5.5) (21.5)
Exceptional impairment [note 5] (42.5) - 139.71 - - - (82.2]
At 31 March 2011 [42.5) [16.4) (62.1) - (6.7 (43.5) (171.2]
Carrying amount:
At 31 March 2011 485.3 325.6 211.4 50.0 5.1 213 1,298.7
Al 31 March 2010 7241 2133 256.8 - 6.0 25.4 12278
At 1 April 2009 724.0 213.9 216.1 - 7.0 29.9 1,190.9

The Cempany dees not hold intangible assets.
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Intangible assets have been analysed as current and non-current as follows:

2011 2010
£m £m
Current 325.6 213.3
Non-current:

Goodwill 685.3 7263
Other 287.8 288.2
1,298.7 1.227.8

[i} Allowances and Certificates

(i)

Allowances and Certificates cansist of purchased carbon emissions allowances and generated or purchased renewable obligations
certificates [ROCs).

Development assets

Cevelopment costs relate to the design, construction and testing of thermal and renewahle generation sites and devices, including wind
farms, which the Group believes will generate prabable future econemic benefits. Costs capitalised as development intangibles include
opticns over land rights, planning application costs, environmental impact studies and other costs incurred in bringing wind farm and
other projects to the consented stage. These may be costs incurred directly or at cost as part of the fair value attribution on acquisition,

At the point the development reaches the consented stage and is approved for construction, the carrying value is transferred to Property,
Plant and Equipment [note 12/, At the peint a project is no longer expected to reach the consented stage, the carrying amount of the
project is impaired. The acquisitions in the year are summarised in note 16. An exceptional impairment was recognised in the year

in relation to Fyrcpean Wind Farms (£39.7m) and this is commented upon further below and in notes 5 and 12.

(iii} Exploration and evaluation expenditure

The Group's accounting policies for exploration and evaluation expenditure in relation to exptoration wells are explained in note 1.
The assets acquired in the year were from the acquisition of the Hess exploration and production assets [note 15}.

{iv] Brands

(v

Included within brands are the acquired brands of Atlantic Electric and Gas and the Airtricity supply brand used in Ireland. The Group
has assessed the economic life of brands to be 10 years and the brands are being amortised over this period. The charge is reported
as part of operating costs.

Gther intangible assets
included within other intangible assets are customer lists, contracts, application software license fees, software development work,
software upgrades and purchased PC software packages, Amartisation is over the sharter of the contract term or five years.

Impairment review of gocdwill
Goodwill is atlocated o these cash-generating units [CGUs] expected to benefit from the respective business combination for impairment
testing purposes. Certain goodwill valuations have changed in the current year fellowing retranslation.

A summary of the goodwill allocated to CGUs and the Group's operating segments is presented below:

2 2010

Cash-generating unit Operating Segment £m £m
Ireland wind farms Generation and Supply 155.9 160.3
UK wind farms Generation and Supply 199.9 2320
European wind farms Generation and Supply 243 24.4
UK Supaly Generation and Supply 187.0 187.0
UK Generation Generation and Supply 101 52.6
Gas Storage Other Businesses 56.2 . 982
Exploration and Production Other Businesses 38.1 -
Other i) Other Businesses 13.8 13.8
485.3 7263

fil

Represents goodwill balances across a number of business units primarily Contracling and Telecomns. The amount of goodwitl allocated te these units
is not significant compared Lo the aggregate carrying vatue of the business units or the aggregate value of gaodwill held by the Group. The conclusion
of the impairment tests conducled is that no impairment is required.

The recoverable amount of the UK Supply, UK Generalion, Gas Sterage, Exploration and Production and Other CGUs is determined by
reference to value-in-use calculations. These calculations use, as a starting point, pre-tax cash flow projections based on the Group’s
five-year business model as approved by the Board. The Group's business model is based on past experience and reflects the Group's view
of markets, prices, risks and its strategic chjectives. Commodity prices used are based on observable market data and, where this is not
available, on internal estimates. The recoverable amount of the wind farm CGUs is based on the fair value less costs to sell methodology.
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11. INTANGIBLE ASSETS lcontinued)

The basis applied has been deemed appropriate as it is consistent with the way in which the economic value cf the individual CGUs are
assessed by management and woutd be by other market participants. The method applied is to determine fair value by assessing the
discounted pre-tax cash flows expected to be earned by the individual wind farm projects within the respective CGUs. The three identifiad
CGUs [Ireland wind farms, UK wind farms, Eurapean wind farms) share many of the same risk factors and are discounted accordingly.

The key assumptions used for the main value-in-use celculations are as follows:

2011 and 2010

2011 20610 Cash flow

Discount rate Discount rate projecticn

Cash-generating unit %l 1% period [years)
All wind farms (onshore and offshore) 7.0%-9.0%  7.0%-9.0% 25
UK Supply . 8.3% 7.7% 5
UK Genaration (excluding wind) 8.3% 8.2% 15
Gas Storage 8.3% B.3% 20
Exploration and Production 8.0%-10.0% - Life of field

Management have determined the pre-tax cash flows of each CGU based on past perfermance and its expectations of market development.
Further detail on how the ¢ash flow projections have been derived is included in the specific commentaries. The discount rates used are
pre-tax real and reflect specific risks attributable to the relevant cperating segments. The discount rates used have been benchmarked
against externally published rates used by comparable quoted companies eperating in the respective market sectors. The recoverable
amount derived from the value-in-use calculation is compared to the carrying amount of each CGU to determine whether the respective
CGUs require to be impaired.

Specific comments on the key value-in-use and fair value less costs to sell calculations for the main CGUs and the results of the tests
conducted follow:

All wind farm CGUs

For goodwill impairment testing purposes, all wind farm CGUs were established following the acquisition of the SSE Renewables (formerly
Airtricityl group in 2008. In order to assess the respective recoverable amounts against zn appropriate carrying value, goodwill has been
allocated to the main geographic regions in which the business operates. The established CGUs (Ireland, UK, rest of Europel are then
assessed by considering the specific market attributes of those regions. Currency cash flows are set at the exchange rate at the time

the irnpairment tast is conductad. Aside from these specific market factors. the basis of review of the respective CGUs is identical.

Wind farm projects have an estimated useful life of up to 25 years and it is considered appropriate by management to assess the carrying
amount against cash flow projections covering this period. The Ireland and UK wind CGUs include wind farms in operation and all CGUs
include projects in the construction phase or in the development portfolio phase. These development projects are those which have not
received cansent or have not conciuded all anvirenmental or planning studies and as a conseguence the associated cash flows have been
prabability adjusted.

Cash inflows for all projects are based on expected generation output from projects based on wind studies and past experience and are
valued at forward power prices based on market information, where available, continuing government support for wind ROCs and internal
model assumpticns,

Cash outflows are based on planned capital expenditure and expected maintenance costs. The power prices and costs of operation are the
most significant distinguishing factors in the respective CGU regions. Growth is based on the expected output of the respective wind farms
at their available operational capacity over their life cycle.

Outcome of tests
Following the disposal of certain European assets and the exceptional impairment of certain intangible assets following restructuring of the
Eurcpean wind portfolio [£39.7m), na impairment of the related goodwill balance is required.

The recoverable amounts of the UK and Ireland wind farm CGUs exceeded the respective carrying values at the time of the impairment test.
While cash flow projections are subject to inherent uncertainty, reascnably possible changes in the key assumptions applied in assessing
the fair value less costs-te-sell would not cause a change to the conclusion reached.

UK Supply

Goodwill carried in relation to the acquisition, in 2001, of Swalec is attributed to the Group’s UK retail electricity and gas supply busingss
CGU. The Group manages its’ UK Generation and Supply activities as one integrated business but for the purposes of the value-in-use
calculation only, the projected cash flows of the Supply business are considered independently. This is reliant on judgement being applied in
relation to the margin being earned by the Supply business. The margin assumed is based cn current contractual terms and histeric gross
margin percentages earned. Revenues are based on the expected market share derived from the market share at the time of the approval
of the business model adjusted for forecasted growth. Growth in customer numbers is anticipated at around 2.6% per annum over the
forecast period and cash outflows associated with increased customer service are incorporated accordingly. This growth rate is supported
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by reference to both past performance and management expectation. Margins also take account of forward wholesale energy price curves for
both electricity and gas. The CGU excludes the Airtricity supply business in treland, which did not have goodwill attributed to it in any event.

Qutcome of test

The recaverzble amount af the UK Supply CGU exceeded the respective carrying value at the time of the impairment test. While cash flow
projections are subject to inherent uncertainty, reasanably possible changes in the key assumptions applied in assessing the value-in-use
would not cause a change to the cenclusian reached.

UK Generation (excluding wind)

Goodwili recognised on the Group's acquisitions of the Fiddier's Ferry and Ferryhridge (FFF), Uskmouth, Abernedd and Medway power
stations and developments was attributed to the UK Generatien portfolio CGU. These plants are operated as part of the integrated Generation
and Supply business segment. For the purpose of the value-in-use calculation only, the projected cash flows of the main UK Generation
plants have been considered as an independent CGU. The plants included in this CGU include all gas, coal and hydro generation plants
but excludes cash flows from contract energy plants, combined heat and power ptants and embedded generation ptants, as these plants
operate independently of the main generation production portfolio. Most of the goodwill was derived from deferred tax temporary
differences on the recognition of the fair value of assets acquired.

Assumptions on rmarket prices are made by reference to forward market prices and published market estimations, where available, and to
internal model inputs beyond the observable period. Prices forecast include wholesale power prices and input costs such as wholesale gas
grices, coal and oil prices as well as carbon emissians costs. Forecasts of availability and efficiency are based on management expectation
and past performance. Historic average temperatures and rainfall have been assumed. The pericd of the cash flow projections applied is
between 5 and 10 years but it should be noted that the assets which are the basis of the review have remaining useful economic lives of
between 15 and, in the case of hydro civil assets, 100 years, The discount rates applied have been standardised at a pre-tax real rate of
8.3%, in line with the previous year. Growth has been assumed to follow the expected operational availability of the plants within the CGU
over the period noted.

Outcome of test
Following the specific impairment exercises carried out in relation to the thermal generation plant referred to in note 12, all related goodwill
has been written off, This has resulted in a charge of £42.5m. This impairment is part of the exceptional item in nate 5.

Following the specific asset impairment adjustments, the recoverable amount of assets included in the main UK Generation CGU exceeded
the carrying value at the time of the impairment test. While cash flow projections are subject to inherent uncertainty, reasonably possible
changes in the key assumptions applied in assessing the value-in-use would not cause a change to test sutcome.

Gas Storage

Goodwill was recognised on the acquisition of the Hornsea gas starage facility in 2002/03. Initial cash flow projections are based on gross
margins expected to be achieved in the period of the five-year business model. Beyond this period. cash flows have been extrapolated at

a growth rate lower than the long-term growth rate of the economy for a further period of 15 years, which takes the CGU toward the end of
its expected econemic life. This longer period more accurately reflects the long-term infrastructure nature of these assets and the returns
that can be expected to be earned. Assumptions on margin for the business plan period are based on expected demand fer gas storage and
take into account published and projected gas wholesale prices, planned capital expenditure required to maintain the value of the facility
and estimated operating costs.

QOutcome of test

The racoverable amount of the gas storage CGU exceeded its carrying value at the time of the impairment test. While cash flow projections
are subject to inherent uncertainty, reasonably possible changes in the key assumptions applied in assessing the value-in-use would not
cause a change to the conclusion reached.

Exptoration and Production

Goodwill was recognised on the purchase of the North Sea gas exploration and proeduction assets in 2010/11 [note 16]. Goodwill has been
attributed te three cash generating units being the three main field development areas [Bacton, Easington Catchment Area [ECA] and
Lomond/Everest) and their supporting infrastructure assets. Indications of impairment at asset/field level are investigated separately.

All goadwiil was derived from the recognition of deferred tax temporary liabilities.

The impairment test assumptions are based gn farward prices of gas or oil, timing of cash flows including capital and abandonment costs,
reserves information and discount rates.

Qutcome of test

The recoverable amount of all Exploration and Production CGUs exceeded its carrying value at the time of the impairment test. While cash
flow projections are subject to inherent uncertainty, reasonably possible changes in the key assurnptions applied in assessing the recoverable
amount would not cause a change to the test outcome,
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12. PROPERTY, PLANT AND EQUIPMENT

Consclidated :
Power Gas storage Vehicles and
generation  and production tand and Newwork  miscellaneous
assets (il assets liil buildings assets equipment [iil Total
£m £m £m Em £m £m

Cost: ’
At 31 March 2009 4,636.0 32 2113 5239.7 294.9 10,7131
Additions 485.0 46.5 29.2 425.7 39.3 1.025.7
Recognition of finance leases (viil 3878 - - - - 3878
Acquisitions [note 16} [iv] b4 - 7.3 7.5 5.2 264
Transfer from Intangible Assets [note 11] (v) 1.7 - - - - "7
Disposals l67.1} (0.8) - 12.2) [65.5] (135.6)
Exchange rale adjustmants [35.2) - - - {0.7) (35.9)
At 31 March 2010 5.424.6 3769 2478 56707 273.2 11,993.2
Additions 554.7 52.6 12.4 489.5 50.3 1,1599.5
Acquisitians [note 16] [iv] 639 3052 1.5 - - 388.6
Change in decommissioning asset values 327 - - - - 32.7
Transfer from Intangible Assets (note 11] [v} 38 - - - - 3.8
Transfer te Held for Saie [253.6) - - - - {253.4)
Cisposals [iiil 173.2) - (0.8} {0.7] (3.1] {77.8]
Exchange rate adjustments 172.0) - - - - {72.0
At 31 March 2011 5,680.9 734.7 278.9 6,159.5 320.4 13,1744
Depreciation:
At 1 April 2009 1.127.7 48.4 3.6 2,078.1 195.1 3,480.9
Charge for the year 179.8 4.0 5.7 1835 2.9 3949
Disposals (46.0 (0.1] - (0.7) {35.8] (82.6}
Exchange rate adjustments (3.7} - - - (0.5] (4.2)
At 31 March 2010 1,257.8 52.3 37.3 2,260.9 180.7 3,789.0
Charge for the year 176.3 14.2 7.3 2799 12.0 4967
Exceptional impairments [vi] 442.7 - - - - 4427
Transfer to Held for Sale [48.7) - - - - (48.7)
Disposals (il (33.3] - 0.8) (0.1} (3.1 (17.3)
Exchange rate adjustments 1.1] - - - - (1.1)
At 31 March 2011 1,813.7 66.5 43.8 2,540.7 196.6 4,5661.3
Net book value
At 31 March 2011 3,867.2 668.2 236.1 3,618.8 123.8 8,513.1
At 31 March 2010 4,166.8 324.4 2105 3,409.8 92.5 B8,204.2
At 1 April 2009 282.8 179.7 3.161.6 99.8 72322

3.508.3

{i) Power generation assets comprise thermal and renewatle generating stations, related buildings, plant and machinery and include all hydro civil and operating
wind farm assets. Previaus accounts included gas storage assets with power generation assets. These are now disciosed separately along with North Sea gas
praduction assets. The net bock value of generation assets includes decommissioning costs with a net book value of £62.3m (2010 - £22.0m]. This increase
was oflset by a corresponding increase in the level of decommissioning provisions [note 25)

lii Gas slorage and production assets include decommissioning cosls with a net bock value of £81.7m (2010 - £6.9m). The decommissioning asset relating to
the office and computer equipment [included in Vehicles and Miscellaneous Equipment! was £3.8m [2010 - £3.8m. This arises from the Group’s obligations

under the EU Waste Electrical and Electronic Equipment [WEEE} direclive.

(il Assets disposed includes the Ardrossan and Butendiek wind assets |see note 14 and assets which have been replaced alter damage or obsolescence in the year.

fiv) Inthe year o 31 March 2011, assets acquired in business combinations included North Sea gas production assets and the Waterloo Street, Glasgow office
buitding. In the previous year, business combinalion acquired assets included coal fired generation assets at Uskmouth, the network assets at Atiasconnect,
Cantanc telecom data cenlre assels and the operational assets of the ESBC Streetlighting business. See note 16.

{v] Represents the carrying value of development assets transferred from intangible assets [note 11) which have reached the consent stage and have been

approved for canstruction,

{vil A number of Power Ganeration assets were impaired due to @ combination of the effect of the Industrial Emissions Directive on station running hours

and other economic factors.
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[vi1) This relates to the recognition of Marchwood Power Lid as a finance lease assel.

At the balance sheet date the cumulative amounts capitalised in respect of assets in the course of construction were as follaws:

20m 2010
£m Em
Power Generation assets 647.0 51%.6
Gas sterage and production assets 120.4 2644
Network assets 188.2 204.7
Corporate Land and Buildings 5.7 1.9
961.3 990.6
Included within property, plant and equipment are the following assets held under finance leases:
Power Vehicles and
generation Network  miscellaneous
assets assets equipment Tatal
£m Em fm Em
Cost
Al 1 April 2009 - 5.0 7.0 12.0
Additions 3a7.8 - - 387.8
At 31 March 2010 and at 31 March 2011 387.8 5.0 7.0 399.8
Depreciation
At 1 April 2009 . - 5.0 7.0 12.0
Charge for the year 11.3 - - 11.3
At 31 March 2010 11.3 5.0 7.0 233
Charge for the year 18.5 - - 18.5
At 31 March 2011 29.8 50 7.0 41.8
Net book value
At 31 March 2011 358.0 - - 358.0
At 31 March 2010 3765 - - 3765

At 1 Aprit 2009 - - - -

The Company does not hold any property, plant or equipment.
13, BIOLOGICAL ASSETS

The Group acquired approximately 2,394 hectares of forest land including planted trees during the previous financial year. The living trees
are accounted for as biological assets and are subject to a fair value reassessment each year.

2011

. £m
At 1 April 2009 -
Purchased in the year 44
At 1 April 2010 and 31 March 2011 L4

The pre-tax discount rate used in determining the fair value in 2011 was 8% {2010 - B%]. A 2.0% decrease/lincrease] in the discount rate
would increase/(decrease) the fair value of biological assets by approximately £0.6m (2018 - €0.6m). No trees were harvested during the year.
The Caompany dees not hold any biclogical assets.
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14. INVESTMENTS
[a] Assaciates and Joint Yentures

Consolidated

Equity Loans
Equity Loans
SGN JCEs  Associales total SGN JCEs  Associates total Total
Em Ern Em £m Lm Em £m E£m €m

Share of net assets/cost

At 31 March 2009 197.4 257.1 138.7 553.4 2669 401.9 30 671.8 1,225.2
Transfer (outl/in (il - {8.4) 188 10.2 - - - - 102
Disposal - (1.0 - (1.0 - - - - (1.0
New equity investmenis - 16.8 45.0 51.8 - - - - 61.8
Increase in shareholder toans - - - - 164 2733 46.5 336.4 336.4
Repayment of shareholder loans - - - - [16.6) (17.9) - (34.5) (34.5)
Conversion of loan to equity - - 3.2 3.2 - - 3.21 (3.2 -
Dividends received - (8.5) [15.2] (23.7} - - - - (23.7
Share af profit after tax 55.6 28.9 253 109.8 - - - - 109.8
Share of other reserves adjustments (57.8} (14.0] - (71.8) - - - - 171.8)
Exchange rate adjustments - (6.7 - {6.7) - - - - (6.7)
At 31 March 2010 155.4 264.9 215.8 635.2 2649 657.3 46.3 970.5 1,405.7
New equity investments - 240 176.3 200.3 - - - - 200.3
Increase in shareholder loans - - - - - 199.8 4.6 204.4 204.4
Repayment of sharehalder loans - - - - - [13.3] - (13.3) (13.3)
Conversion of loan to equity - - 37.0 37.0 - - (37.01 (37.0 -
Transfer to Held For Sale - (63.70 - 63.7 - - - - (63.7)
Dividends received {30.01 [26.51 [25.2) (81.7) - - - - 81.7)
Share of profit after tax 74.5 54.0 [65.6) 64.9 - - - - 64.9
Share of other reserves adjustments {8.9) {5.2) - (14.1) - - - - (14.%)
Dispesal - (13.7) - 113.7] - - - - (13.7)
Exchange rate adjustments - [3.4) - (3.4} - - - - (3.4)
At 31 March 2011 191.0 231.5 338.3 750.8 266.9 843.8 13.9  1,124.6 1,885.4

Investments in Jointly Controiled Entities {JCEs] and Associates have been presented in a ditferent format [see note 2).

[l Transfers [outlfin in the previous linancial year represented £8.6m of investment in Aquamarine Pawer Limited which was reclassified as an associate
from a joint venture following a reduction in our sharehalding frem 50.0% to 47.8%, £10.0m in relation to RockTron [Widnes| Limited where there was
a subsequent £7.0m increase in stakeholding from 17.5% 10 49.9%. and £0.2m in relation to Smarter Grid Sclutions Limiled, which was transferred
to associates following an increase in the Group's sharehelding from 12.5% to 29.9%.

The investment in Scotia Gas Networks is disclosed separately to aid understanding of the Group's financial performance.

Cumpany Eguity Loans
Other Other
JCEs and Equity JCEs and Loans
SGN  Associates total SGMN  Assgciates total Total
Em Em £m Em £m £€m £m
Share of net assets/cost

At 31 March 2009 190.0 - 190.0 2669 306.4 573.3 763.3
Transfer [outlfin (i) - 0.0 10.0 - - - 10.0
New equity investments - 7.0 7.0 - - - 7.0
Increase in shareholder loans - - - 16.4 2620 278.6 278.4
Repayment of shareholder loans - - - (16.8) - (16.4] (16.8)
At 31 March 2010 190.0 17.0 207.0 2649 568.4 835.3 11,0423
Increase in shareholder loans - - - - 1942 194.2 194.2
Disposal - 17.0] (17.0) - - - {17.00
At 31 March 2011 190.0 - 190.0 266.% 762.6 1,029.5 1,219.5
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Details of the principal jointly controlled entities, operations and associates are as follows:

Jointly Controlled Entities

Scotia Gas Networks Limited (vl

Greater Gabbard Offshore Winds Limited [vi]
Marchwood Power Limited [i)

PriDE [SERP) Limited {ii}

Seabank Pawer Limited [iiil

Associates

Walney [UK] Offshore Windfarms Limited [vi}
Barking Power Lirnited (il

Derwent Co-generation Limited {il
Aquamarine Power Limited liv)

Country of incorporation

England and Wales
England and Wales
England and Wales
England and Wales
England and Wales

England and Wales
England and Wales
England and Wales
Scotland

31 March 2011
Holdlng %

50.0
50.0
50.0
50.0
50.0

25.1
30.4
49.5
43.2

31 March 2010
Holding %

50.0
50.0
50.0
50.0
50.0

25.1
30.4
49.5
47.8
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Princlpal activity

Gas distribution networks
Offshore wind development
Eleciricity generaticn
Defence estates contractor
Electricity generation

Offshore wind development
Electricity generation
Electricity generation
Marine energy conversion

Jointly Controlled Operations
{unincorporated)
Aldbrough

Lacation of operations

England

I March 2011
Heolding %

66.7

31 March 2010
Helding %

66,7

Principal activity

Development of gas storage facility

The abave companies shares consist of Ordinary Shares only except for Aquamarine Power Limited, which has deferred shares. All companies
operate in Great Britain and Ireland. Seabank Power Limited and Marchwood Power Limited have accounting periods ending on 31 December.
All other companies have accounting pericds ending on 31 March, The Group has a number of other joint and associate investments that

are not considered significant in relation to the results or position in these financiai statements.

fil Shares held by SSE Generation Limited

liil Shares held by Southern Etectric Contracting Limited

{iit)

Shares held by SSE Seabank Investments Limited

fiv] Shares held by SSE Venture Capital Limited
vl Shares held by Scottish and Sauthern Energy plc
[vi] Shares held by SSE Renewabtes Holdings Limited lor subsidiaries]

The material significance of the Scotia Gas Networks Limited investment warrants separale disclosure from other jointly controlled entities.
Accordingly, the result fram the Group’s share of these businesses is included as a separate segment in the analysis of Group operating
profit [note 3). The results of Scotia Gas Networks Limited, of which the Group has a 50% share, can be illustrated thus:

Belore
exceptianal

2011

Exceptional

items and certaln items and certain

2010

Before
exceptional Excepticnal
ilems and certain  items ang cefain

remeasurements remeasurements Total remeasurements femeasurements Jotal

£m tm im £m £m £m

Operating profit 373.6 - 376 3673 - 367.3
Finance costs: excluding loan stock (180.9) 12.8 (188.1) (126.0 6.8 [119.2)
Finance costs: interest on loan stock (66.7) - (66.7) {67.51 - {67.5)
Profit before tax 124,0 12.8 138.8 173.8 6.8 180.6
Taxation 153.9) 64.1 10.2 [47.9) [1.9] [69.4])
Profit for the year 72.1 76.9 149.0 106.3 4.9 1.2
SSE share of praofit 361 38.4 74.5 53.2 2.4 55.6
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14. INVESTMENTS (continued)

As an investor, Scottish and Southern Energy plc received £33.4m (2010 - £33.8m] in relation to loan stock interest payable to the Group.

The balance sheet of Scatia Gas Networks Limited can be summarised as fotlows {100%]:

Non-current Current Current Non-current
assels assels liabilities liabitities
Em Em £m Em

Scotia Gas Networks Limited
31 March 2011 5,603.4 110.3 1416.8) [4,914.6]
31 March 2010 5331.3 271.6 {672.6) (4,619.4]

The financial statements of the Group's other jointly controlled entities and associates can be summarised as follows [100%!]:

Current Non-current Current Nan-current Profit
assels assels tiabilities liabilities Revenugs after tax
Em Em fm £m Em Em
Jointly Controlled Entities
31 March 2011 170.8 1,430.2 [131.3) (1,239.6) 1,053.7 117.0
31 March 2010 166.0 1,179.8 [135.3] 11,002.8) 4153 48.8
Associates
31 March 2011 144.9 277.7 (62.6) |44.4) 3134 469
31 March 2010 188.2 438.5 (114.6) (110.6) 451.2 74.6
[b) Other investments
Consolidated
Farpe Petroleum BiFab Salar Century Sigma RockTron Other Total
tm fm £m fm Em £m £m
At 1 April 2009 - - 4.1 2.4 10.0 1.8 18.3
Additions in the year - - - 0.5 - 0.6 1.1
Transfers to Associates in the year - - - - (10.0) 0.2] (10.2]
At 31 March 2010 - - 4.1 29 - 2.2 9.2
Additions in the year {i] 18.0 1.0 - 0.3 - 1.1 30.4
At 31 March 2011 18.0 11.0 4.1 3.2 - 33 39.6

lil  Additions in the year include equity stakes in Faroe Petroleum plc [5%) and Burntisland Fabrications Limited {'BiFab’] [15%].

Company
Faroe Petroleum Total

fm £m

At 31 March 2010 - -
Addition in the year 18.0 18.0

At 31 March 2011 18.0 18.0
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15. SUBSIDIARY UNDERTAKINGS

Details of the principal subsidiary undertakings are as follows:

SSE Services ple i

SSE Energy Supply Limited (i)

SSE Generation Limited [i]

Medway Power Limited [ii)

Keadby Generation Limited (viiil

Southern Electric Gas Limited [vi)

SSE Renewables Holdings Limited [i)

SSE Renewables Holdings (UK] Limited (x)

SSE Renewables Developments (UK} Limited {ix)
SSE Renewables [Ireland] Limited [iii)

Airtricity Limited [ili]

Airtricity Energy Supply [Northern Ireland| Limited (x|
Scottish Hydro Electric Transmission Limited (iv]
Scettish Hydro Electric Power Distribution plc [iv]
Southern Electric Power Distribution ple [iv)

S+5 Limited [iv]

SSE Metering Limited {il

Southern Electric Contracting Limited (v)

SSE Hornsea Limited il

SSE E&P UK Limited (i)

SSE Telecommunications Limited [i}

Neos Networks Limited [viil

Country of incerporation

England and Wales
England and Wates
England and Wales
England and Wales
England and Wales
England and Wales
Ireland

Northern Ireland
Northern Ireland
Ireland

Ireland

Northern Iretand
Scotland

Scotland

England and Wales
Scotland

Scotland

England and Wales
England and Wales
Scotland

Scotland

England and Wales

2011
Holding %

100
100
100
100
100
100
100
100
100
100
100
100
100
100
100
100
100
160
100
100
100
100

2010
Holding %

100
100
100
100
100
100
100
100
100
100
100
160
100
100
100
100
100
100
100
100
100
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Principal activity

Corporate support services
Electricity supply

Electricity generation
Electricity generation
Electricity generation

Gas supply

Renewables holding company
Renewables holding company
Wind generation development
Wind generation development
Energy supply

Energy supply

Transmission of electricity
Distribution of electricity
Distribution of electricity
Electricity connections

Meter reader and operator
Electricat contractor

Gas storage .

. Gas exploration and production

Telecommunication services
Telecommunication services

The above companies’ shares consist of Ordinary Shares only. All principal subsidiaries operate in Great Britain and Ireland. All companies
have accounting periods ending on 31 March. The Group has other subsidiary undertakings which do not significantly affect the results and
position disclosed in these financiat statements. A full list of the subsidiary undertakings will be included in the Company’s annuat return.

Shares in the above subsidiaries are held hy:

lii Scottish and Southern Energy plc

[ii! SSE Generation Limited

[iiil SSE Renewables Holdings Limited

[iv] SSE Power Distributian Limited

(v} SSE Contracting Group Limited

[vil SSE Energy Supply Limited

(viil SSE Telecornmunications Limited

[viii] Headby Power Limited

lix} SSE Renewables Holdings {UK] Limited
{x) SSE Renewables Group (UK] Limited

Investment in subsidiaries

Company
Tetal
£m
At 1 April 2009 21542
Increase in existing investmenis 17.9
At 31 March 2010 21721
Increase in existing investments [i] 13.6
Transfers in (i) 132.7
At 31 March 2011 2,318.4

[l The increase in existing investments hetd by the Company relates 1o equity shares in the Company awarded to the employees of the subsidiaries of
the Group under the Graup’s share schemes, which are recognised as in increase in the cost of investment in those subsidiaries as directed by IFRS 2.

This also includes an additionai £3.8m paid in relation to the acquisition of Airtricity Holdings Limited.
liil SSE Hornsea Limited was transferred from SSE Energy Supply Limited at book value during the year.
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15. SUBSIDIARY UNDERTAKINGS [continued)

Service cancession arrangements

In 50:50 partnership with Royal Bank Leasing Limited, the Group has established three companies to provide street lighting services to
councils under the Private Finance Initiative [PF1], These services are thereafter sub-contracted to Southern Electric Cantracting Limited,
a wholly owned subsidiary. The companies established are as follows:

Company

Tay Valley Lighting (Stoke on Trent] Limited

Tay Valley Lighting [Newcastle znd North Tyneside] Limited
Tay Valley Lighting [Leeds] Limited

Council

Stoke-on-Trent Council
Newcastle and North Tyneside Council
Leeds City Council

Under SIC-12 Consolidation - Special Purpose Entities, despite being 50% owned, the Tay Valley Lighting companies are categorised
as subsidiaries and are accounted for accordingly since the Group bears the majority of the risks and rewards. The debt associated with
these companies is nan-recourse to the Group. The arrangements for all three companies are materially similar.

The Group also owns 100% of the share capital of entities which perform similar services under seven PFl contracts, The terms of the
service concession arrangement are similar to those operated by the companies noted above. The council and contract holder within the

acquired group are as fallows:

Company

Corset Lighting Limited

Ealing Lighting Limited

Islington Lighting Limited

Tay Valley Lighting [Hampshire] Limited
Tay Valley Lighting {Southampton] Limited
Tay Valley Lighting {West Sussex] Limited
Tay Valley Lighting [Nottingham)] Limited

Coungil

Dorset County Council
London Borough of Ealing
Londan Boraugh of Islington
Hampshire County Council
Southampton City Council
West Sussex County Council
Nottingham City Council

The service commencement date for Tay Valley Lighting [Nottingham] Limited was 1 September 2010.
Characteristics of the arrangements

Description
The contracts are 25 year arrangements to replace ageing street-lighting steck and to subsequently maintain the new assets threughout
each of the Councils’ areas.

Significant terms

The cash flows under the PFl arrangements come from the unitary charge for these services paid by the Councils. The unitary charge can
only be adjusted if performance under the contract falls below the required standards. Any significant change to the services proposed by
either party is subject to a farmal change procedure and agreement to such a change is required by the other party.

Nature and extent of rights and obligations

The assets are part of the public highway and ownership of the assets remains with the Councils. The contract holding companies are
licensed to replace and maintain the assets for the pericd of the contract, This pbligation is passed down te Southern Electric Contracting
Limited or to other companies within the Seeboard Trading group through the operating sub-contract. Any failure to provide the services
to the required standards wilt resull in financial penalties which are taken frem the unitary charge.

The companies have 25 year contracts with ne extension options. Termination during this period can be initiated threugh a number of
routes including service provider defautt, force majeure or the event of a risk becoming uninsurable, authority default, voluntary authority
termination, or termination for a prohibited act or breach of refinancing previsions. In all cases, a formula exists far caleulating compensation
payments to the service provider.

Throughout the contract period there are a number of circumstances under which the companies could potentially be required te provide
additional services:

{il Changes in the law
if circumstances arise whers by a change in legislation would mean a change in the way the services are to be provided the companies
would be lizble for part of the cost of this change. This liability is capped.

liil Final survey
The Councits have the ability to deduct a percentage of the unitary charge in the last two years if an independent survey indicates
the assets are unlikely to have a 5-year residuat life.
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14, ACQUISITIONS, DISPOSALS AND HELO FOR SALE ASSETS

(a) Exploration and Production assels acquisition

On 2 February 2011, the Group, through its subsidiary SSE E&P UK Limited, concluded the acquisition of joint operating interests in various North Sea
natural gas and infrastrugture assets in three main geographical areas (Bacton, Easington Catchment Area [ECA} and Lomond/Everest] from Hess
Limited following a cornpletion period where partner and regulatery approvals were received. The acquisition will provide the Group with a new source
of primary fuel and an economic hedge for the Generation and Supply business. The acquisition will also mean the Group has involvement throughout
the gas supply chain. Goodwill primarily reflects deferred tax liabilities recognised. The completion period included a mechanism to adjust values
for incurred and earned cash flows between the economic date of the agreement and the completion date. Cash consideration of £200.4m
was paid on the date of acquisition which includes the impact of effective cash flow hedge arrangements for the transaction, At 14 April 2011, a
final cash setilement of £3.2m was received in relation to the completian adjustments. Professional fees of £0.9m were incurred and expensed.

The assets and liabilities acquired can be summarised thus:

Agreement Completien Fair value
vatuations adjustmentis agjustments Total
Em Em £m £&m
Goodwaill - - 38.1 381
Production and infrastructure assets (note 12) 165.1 (17.0] 157.1 3065.2
Exploration and evaluation assets 53.8 (4.7] 0% 50.0
Decommissioning provision - - (71.5) {71.9)
Accruals and provisions - - 111.4]) [11.4)
Deferred tax asset - - 229 22.9
Deferrad tax liability - - (136.1) (136.1)
2189 121.7) - 197.2

Censideration:
Cash 200.4
Debtor 3.2}

197.2

The exploration and production business recorded an operating profit of £4.6m in the period irom acquisition. The majority of the revenue
earned by the business was internal under arm’s length trading arrangements with the Generation and Supply business [SSE Energy Supply
Limited]. Had the business been owned from 1 April 2010, the estimated operating profit before depreciation and amortisation would have
been £42.6m from an estimated revenue of £48.4m. The accounting palicies associated with this business are summarised in note 1.

[b) Ardrossan acquisition and dispoesal

On 21 Aprit 2010, the Group acquired the residuat 49% of Ardrossan Wind Farm [Scotland] Limited, an operating wind farm company based
in Scotland, for a cash consigeration of £13.0m. This took the Group's investment in the company te 100%. Non-cantrolling interests of £3.8m
were derecognised on completion of the acquisition. On 20 May 2010, the Group disposed of its 100% holding in Ardressan Wind Farm
[Scotiand] Limited to Wind Acquisitions 1 [Infinis) for cash proceeds of £28.1m. The net result of the acquisition on 21 April and the disposal
on 20 May was a gain of £8.3m.

The transactions can be summarised thus:

£rn
Assets disposed of:
Goodwill . 1.4
Progerty, plant and equipment 60.3
Current assets 6.8
Current liabilities [27.6}
Deferred tax {13.9]
Net assets 33.0
Proceeds of disposal:
Cash consideration received 28.1
Net proceeds of dispasal 28.1
Loss on disposal (4.9
Gain on acquisition 13.2
Net gain on transactions 8.3

No significant profit or loss was recognised from this businesses prier to disposal.
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14. ACQUISITIONS, DISPOSALS AND HELD FOR SALE ASSETS [continued)

[c} Other acquisitions in the year
In addition to the transactions above, the Group acquired the following companies and businesses in the year:

Sharehotding Consideration

Entity acquired Country of incgrparation Date of acquisition Principal activity acguired Em
|&H Brown [Calliacher] Limited Scetland 21 September 2010 Wind develcpment 100% .4
RockTron (Widnes] Limited England & Wales 1 October 2010 Ash remediation 100% 335
Stockland [Shaftesbury) Limited Scotland 19 October 2010 QOffice building 100% 19.5

59.4

The assumption of ownership of RockTron {Widnes] Limited took the Group's interest in the business from 47.9% to 100% following the Group
stepping in to acquire the remaining shareholding under the terms of its loan agreement. The fair value of the Group's interest at 1 October
2010 was £31.5m. As a result of remeasuring the fair value of the 42.9% stake in the Company, the Group recognised a loss on acquisition of
£6.7m which was offset by negative goodwill of £6.4m recagnised on the acquisition of the 100% shareholding, 8s noted in the table below. The
campany was subsequently renamed SSE Mineral Solutions Limited. Professional fees incurred in relation to these acquisiticns of £0.2m were
expensed. The table below shows the book values and fair values of the assets and liabitities acquired in the combinations in the table above:

Carrying value Fair value of

of acguired acquired

enlities entities

£m m

Goodwill - 1.8

Intangible development assets 6.4 6.4

Property, plant and equipment 853 570

Qther net current liabilities [5.6] (0.5

Loans and berrowings [2.0] -

Deferred tax 4.5 1.1

Net assets 88.6 65.8
Consideration:

Cash 27.9

Fair value of investment in RockTron [Widnes) 31.5

59.4

Negative goodwill recognised b4

No significant profit or loss was recognised from these acquisitians in the peried to 31 March 2011

(d) Disposals

On 16 Septernber 2010, the Group disposed of its investment in Butendiek Offshore Winpark Holding GrmbH and its subsidiaries to wpd AG
for cash proceeds of £1.0m less £0.3m costs of disposal. No profit or loss was recognised on this disposal. The disposal of Butendiek may
result in additional proceeds being received dependent on certain contingent events. The contingent consideration, which is a financial
asset, has been deemed ta have 3 fair value of zero, due to the Group's assessment of the likelihood of the contingent events taking place.
In addition, the Group disposed of other minor investments in Germany for cash proceeds of £3.1m and recorded a gain on dispasal of £1.9m.

(e} Held for sale assets

At 31 March 2611, a number of wind generation and development assets have been presented as held for sale following the decision of
the Group's managerment to sell the respective companies and their related assets. The assets and liabilities classified as held for sale
are as follows:

£m

Property, ptant and equipment 2049
Intangible development assets : 10.7
Equity investment in jointly controlled entities 63.7
Cash and cash equivalents 230
Other net current liabilities {9.4)
Deferred tax (23.3)
269.4

There were no significant cash flows or amounts recognised in the statement of comprehensive income retating to the above assets held
for sale. Of these assets held for sale, three wind farms were disposed of in April 2011 for a consideration of £178.4m [see note 34].
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(f) Acquisitions in the previous year

In the previous year, the Group acquired the following companies and businesses:
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Shareholding Consiceration
Entity acquired Country of incorparation Date of acquisition acquired £m
Abernedd Power Company Limited [i] England and Wales 21 May 2009 100% 39.3
Slieve Divena Wind Farm No 2 Ltd (il Northern Ireland 22 May 2009 100% 7.3
Cantono Data Centre (Business| fiii] Unincorporated 14 June 2009 100% 5.8
Uskmouth Power Cormpany Limited [iv] England and Wales 13 August 2009 100% 275
Munkflohagen Airtricity Vind AB {ii} Sweaden 17 Septernber 2009 7% 1.9
Gaxsjohojden Airtricity Vind AB [i1) Sweden 17 September 2009 97% 1.2
ESBC Streetlighting [Business) {v) Unincorperated 30 November 2009 100% 5.8
Atlasconnect Limited {iiil Scotland 09 March 2010 100% 0.8
Veddige Vindkraft AB {iil Sweden 15 March 2010 100% 22
91.8
The acquired businesses conduct the following activities: [ij thermal generation development, {iil construction and development of wind farms, (il telecoms
services, liv] thermal power station, [v] streetlighting maintenance contractor.
The provisional book values and fair values of the assets and liabilities acquired were as follows:
Carrying value Fair value of
af acquired acquired
entities entilies
£m Em
Goodwill 4. 18.5
Intangible assets 05 51.0
Property, plant and equipment $3.4 26.4
Cash and cash eguivalents 9.7 9.7
Other net current Liabilities (2.0 (21.2)
Deferred tax - 7.5
Net assets 105.7 1.9
Less: Non controlling interest {0.1]
Total consideration 1.8

The non-controlling interest values were calculated by taking a proportionate share of the recognised amounts of the acquiring companies
identifiable net assets at the respective acquisition dates. The total consideration was represented by £47.8m cash including fees on the

Group's behalf and £24.0m deferred consideration.

No significant profit or loss was recognised from these acquisitions in the period to 31 March 2010.

17. INVENTORIES

Consolidated

201 2010

£m tm

Fuel and consumables 190.5 2489
Work in progress 371 30.7
Goods for resale 2.9 2.4
Less: provisions held (13.00 19.5)
212.5 2725

The Group has recognised £718.2m within cost of sales in the year (2010 - £612.4m] and have also recognised £6.6m (2010 - £3.0mj relating
to stock write-downs and increases in provisions held. The Company does not hold any inventories.
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18. TRADE AND OTHER RECEIVABLES

Consolidated Cempany
2010 2010
201 Restated 2011 Restatet
€m £m Em £m
Current assets
Retait debtors 563.7 596.3 - -
Wholesale trade receivables 2,226.9 1.181.6 - -
Other trade receivables 541.1 528.3 - -
Trade receivables 3,331.7 2.506.2 - -
Amounts owed by subsidiary undertakings - - 2,220.9 1.804.6
Other receivables 330.8 28%.1 £5.0 55.0
Cash held as collateral - nz - -
Prepayments and accrued income 1,405.6 1,583.9 - -
5.068.1 4,450.4 2,285.9 1.859.6
Non-current assets
Amounts owed by subsidiary undertakings - - 3,661.2 3,456.%
5,068.1 4,650.4 5,947.1 5315.7
Wholesate trade receivables includes a balance of £28.1m (2010 - £37.5m] in relation to contractual balances due from British Energy.
Other receivabies includes financial assets totalling £93.4m (2010 - £72.1m). Cash hetd as ccllateral relates to amounts deposited on
commedity trading exchanges. Other receivables have been restated as explained in note 2.
Trade receivables and other financial assets are part of the Group's financial exposure to credit risk as explained in note 31.
19. CASH AND CASH EQUIVALENTS
Consolidated Cempany
2011 2010 2011 2010
£m £m €m £m
Bank halances 123.2 132.7 4é 38
Call deposits 353.7 129.0 314.5 ?5.9
Cash and cash equivalents 4£76.9 261.7 3191 99.7

Cash and cash equivalents (which are presented as a single class of assets in the face of the balance sheet] comprise cash at bank and

short term highly liquid investments with a maturity of three months or less.

Consolidated Company
2011 2010 2011 2010
Em £m £tm £m
Cash and cash equivalents [from abave) 476.9 261.7 319.1 99.7
Bank overdrafi [note 23] (5.3 (9.2] - -
Cash and cash equivalents in the staternent of cash flows 471.6 252.5 319.1 99.7
20. TRADE AND OTHER PAYABLES
Consclidated Company
2011 2010 2011 2010
Em Em £m £m
Current liabilities
Amounts due to subsidiary undertakings - - 2,757.0 2.569.0
Trade payables 3,197.2 2,181.6 - -
Other creditors 1,227.8 1,207.3 35.3 50.3
Accruals and deferred income (i) 653.0 £95.6 - -
5,078.0 4,064.5 2,792.3 2,619.3
Non-current liabilities
Accruals and deferred income [ii] 304.2 324.5 - -
5,382.2 43890 2,792.3 26193

fii Currentaccruals and deferred income includes custemer contributions of £15.4m {2010 - £19.5m} and gavernment grants of £0.6m (2010 - €0.6ml,
liil Noen-current accruats and deferred income includes customer contributions of £234.7m (2010 - £251.3m and government grants of £5.6m {2010 - £6.3m).
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Consolidated Company
2611 2010 201 2000
£m £m £m £m

Corporation tax 268.2 216.9 22.9 4.0
22. CONSTRUCTION CONTRACTS

2011 2010

£m &m

Contracts in progress at balance sheet date:
Amounts due from contract customers included in trade and other receivables {note 18] 37.7 39.3
Amounts due to contract customers inctuded in trade and other payables [note 20 (17.7) [21.8)
Contract costs incurred plus recognised profils less recognised losses to date 196.2 183.1
Less: Progress billings (200.00 (184.0]

13.8) (0.9

In the year to 31 March 2011, contract revenue of £44B.9m {2010 - £460.1m] was recognised.

At 31 March 2811, retentions held by custorhers for contract work amsunted to £1.3m (2010 - £1.6ml. Advances received frem custemers

for contract work amounted to £4.7m (2010 - £4.1m].
The Cempany does net hotd any construction contracts.

23. LOANS AND OTHER BORROWINGS

Consolidated Company
2011 2010 2014 2010
£m £m Em Em
Current

Bank overdraft 5.3 2.2 - -
Cther short-term loans 428.4 882.3 106.8 815.6
433.7 891.5 106.8 815.6
Obligations under finance teases 12.8 12.2 - -
4646.5 903.7 106.8 815.6

Non-current
Loans including convertible debt 4,800.5 4771 3,499.5 31012
Obligations under finance leases 359.4 372.2 - -
Amounts owed te subsidiary underiskings - - 257.4 240.2
5,159.9 5,143.3 3,756.% 33414
Total leans and borrowings 5,606.4 6.047.0 3,863.7 4£157.0
Cash and cash equivalents [note 19) 1478.9) (261.7] (319.1} (99.7)
Net Debt 5,129.5 5785.3 3,544.6 40573
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23. LOANS AND OTHER BORROWINGS (continued}
lil Borrewings

Borrowing facilities

The Group has an established €1.5bn Eure Commercial Paper programme. Paper can be issued in a range of currencies and is swapped
back into sterling. During the year the Group has extended its existing E700m revolving credit facility and its £100m bilateral facility en

reduced pricing and both facilities now mature in August 2015. These facilities continue to provide a liquidity backstop to the Group's

commercial paper issuance. As al 31 March 2011 there were no outstanding drawings on either facility,

In the year, the Group borrowed £100m at a fixed rate of 3.725% for 10 years and £300m at a floating rate of GBP & month LIBOR plus
5.2 basis points for 10 years from the £400m loan facility with the European lnvestrent Bank.

Analysis of borrowings

Loans and borrowings

2011 201
Weighted 2011 2m Carrying
average interest Face value Fair value amount
rate [vil Em £m Em
Current

Bank averdrafts [i) 0.50% 5.3 5.3 5.3
Other shart-term leans - amortising [ii} 6.63% 8.2 8.8 8.2
Other short-term loans - nan-amortising (i} 2.73% 408.1 408.4 408.0
Non-recourse funding [iv] 5.63% 12.2 12.2 12.2
Total current 433.8 4634.7 433.7

Non-current
Bank loans - amortising [iil 5.98% 5.5 6.0 5.5
Bank loans - non-amortising [vl 4.86% 470.2 491.4 471.0
4.125% Eurobond repayable on 29 July 2013 6.13% 530.0 557.0 528.%
5.75% Eurobond repayable 5 February 2014 5.75% 700.0 749.4 697.3
Non-reccurse funding [iv] 5.76% 54.7 54.7 54.7
Between two and five years 1,780.4 1,858.5 1,757.4
Bank loans - non-amortising (vl 2.15% 400.0 3951 400.0
Non-recourse funding (iv] 5.95% 150.0 150.0 150.0
5.000% Eurobond repayable on t Octeher 2018 5.00% 500.0 510.1 495.9
5.875% Eurobond repayable an 26 September 2022 5.88% 300.0 318.7 294.8
8.375% turobend repayable on 20 November 2028 8.38% 500.0 652.3 492.6
5.50% Eurobond repayable on 19 June 2032 5.50% 350.0 351.5 350.2
4.625% Eurobend repayable on 20 February 2037 4.63% 328.0 284.9 3235
4.25% Eurobond repayable an 27 August 2038 6.25% 350.0 379.7 345.46
4.454% Index linked 1oan repayable on 27 February 2044 £.48% 105.0 1371 104.4
1.429% Index linked bond repayable on 20 October 2056 1.66% 112.7 115.8 112.7
Over five years 3,092.7 3,295.2 3,071.7
Fair value adjustment [note 31 - - (28.6)
Total non-current 4,853.1 5,183.7 4,800.5
Totat 5,286.9 5,588.4 5,234.2




123

Leans and borrowings

Overview

Strategy

Group performance
Segmental perfarmance
Corporate governange

[Financial statemnents ]

Shareholder information

2010 2010
Weighted 2010 2010 Carrying
average interest Face value Fair value amount
rate [vi Em im £m
Current
Bank overdrafts [i] 0.50% 9.2 9.2 9.2
Other short-term loans - amortising i) 6.62% 7.7 B.é 7.7
Other short-term loans - non-amortising {iiil 1.14% 8415 8431 840.7
Non-recourse funding (iv] 6.22% 339 35.4 33.9
Total current 8923 896.3 8915
Non-current
Bank loans - amortising i 6.37% 13.7 15.4 13.7
Bank loans - non-amortising (vl 4.14% 595.2 438.6 596.5
4.125% Eurobond repayable on 29 July 2012 6.13% 534.4 594.2 832.7
5.75% Eurobend repayable 3 February 2014 5.75% 700.0 747 4 696.3
Non-recourse funding [iv] 6.02% 137.5 143.2 137.6
Between two and five years 1,980.8 2,138.8 19768
Bank toans - non-amertising (v}
Non-recourse funding [iv] 5.79% 312.6 325.4 3126
5.000% Eurobond repayable on 1 October 2018 5.00% 500.0 501.5 4953
5.875% Eurobond repayable on 26 September 2022 5.88% 300.0 3130 296.6
8.375% Eurobongd repayable on 20 November 2028 8.38% 500.0 bé4.5 4922
5.50% Eurcbond repayable on 19 June 2032 5.50% /3500 352.4 350.2
4,625% Eurobond repayable on 20 February 2037 4.63% 325.0 283.2 3234
6.25% Eurcbond repayable on 27 August 2038 6.25% 350.0 3825 345.5
4.654% Index linked loan repayable on 27 February 2044 4.46% 100.3 133.4 39.6
1,429% Index linked bond repayable on 20 October 2056 1.57% 107.4 110.2 107.4
Over five years 2,845.5 3,066.3 2,823.0
Fair value adjustment [note 31] - - (28.71
Total non-current 4,826.3 5,205.1 4771
Total 5718.6 6,101.4 5.662.6

lil  Bank overdrafts are repayable on demand.

lil Balances under amoriising loans are adjusted for capital repayments or drawings in the financiat year. These are held with the European Investment

Bank [EIB] in a combination of fixed and floaling rates.

liii) Balances include commercial paper, term loans and EIE debt.

liv] The Tay Valley Lighting companies formed under 50:50 pastnership with Royat Bank Leasing Limited to provide street-lighting services are categorised
as subsidiaries under SIC-12 [note 15). The debt held by these companies is included on consolidation but is nen-recourse to the Group.
[v] The floating rate European Investment Bank advances are either reset quartarly or semi-annually. Other loans include a mixture of fixed and floating debt

repayable between 2312 and 2015.

[vil The weighted average interest rates are as noted. The weighted average interes: rates for the Group (including swapsl for the year ended 31 March 20113

was 5.43% {2010 - 5.35%).

Convertible bond

The Group issued 2 convertible bond in 2004 which was fully converted into Ordinary Shares by 24 October 2009. Conversion was at the

option of the bend holder.

For the purpose of diluted Earnings per Share (EPS), the number of potential Ordinary Shares to be issued should include the following

in respect of the bond:

Weighted average number of shares

201

Number of

shares

2010
Number of
shares

709,719
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23. LOANS AND OTHER BORROWINGS [continued)
lii) Finance lease liabilities

Future finance lease commitments are as follows:
Present value of

Minimum lease payments minimum lease payments
2011 2010 2011 2010
tm £m £m £m
Amounts payable:

Within one year 52.2 528 12.8 12.2
Between one and five years 202.5 205.7 61.1 57.4
After five years 488.4 537.7 298.3 314.8
743.1 796.2 372.2 384.4

Less: future finance charge {370.9] (411.8]

Present value of lease obligations 372.2 384.4

The Group entered into a power purchase agreement calegorised as a finance lease with Marchwood Pewer Company Ltd in the year ended
March 2010. The lease is for use of their main asset, a B40MW Gas pawered CCGT Electricity Generating Plant. The term of the lease is

15 years with the Group having the option for a further 5 years extension at the end of this period. €20.3m [2010 - £6.5m] of contingent rents
under the lease were included within cost of sales for the period. Contingent rent consists of £/MWh charges for availability of the plant for
energy protduction and a £/MWh charge for actval 'nominated’ energy produced.

Of the remaining finance leases held by the Group, the average term of the telecorn teases is 7.5 years. No arrangements have been entered
into for contingent rental payments {or these leases.

The fair value of the Group's lease abligations approximates their carrying amount, The Group's obligations under finance leases are secured
by the lessors’ rights aver the leased assets, The Company does not have any obligations under finance leases.

24. DEFERRED TAXATION

The following are the deferred tax lizbilities and assets recognised by the Group and mevements therean during the current and prior
reporting periods:

Accelerated Fair value gains/ Retirement
capital llosses] on Canvertible benetit Share based
allowances derivatives bond obligations payments Other li} Total
Em £m Em Em £m £m fm
Consolidated
At 1 April 2009 887.5 (369.4) 0.4 [76.6] {1.5] B4.4 494.6
Acquisitions - - - - - [7.5] {7.91
Chargef{cradit] to Income Statement 17.2 113.1 {0.4) 17.4 - (2.5] 144.8
Credit to equity - (2.1 - (142.5] [0.4] (8.4 [153.4]
Exchange adjustments - - - - - [11.4) [11.4
At 1 April 2010 904.7 |258.6) - [201.7) (1.9] 24.4 466.9
Acquisitions {note 16) . i22.9] - - - - 142.4 119.5
Disposals [note 18] {6.5] - - - - (7.4) [13.9]
Transfer to assets held or sale [23.3] - - - - - [23.3)
(Creditl/charge to Income Statement (84.1) 3847 - 200 - 41.9 3620
Charge to equity - 59 - 79 0.6 1.2 15.6
Exchange adjustments - - - - - 120.21 120.2)

At 31 March 2011 767.9 131.5 - (173.8) 1.3) 182.3 906.6
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Accelerated Fair value gains/ Retirement
capual tasses] on Caonvertible benefil Share based
allowances derivatives tond ohligations payments Other Total
Em Em £m £m Em Em Em
Company
At 1 April 2009 - 225 0.4 - 0.9 (56.5] {32.7
[Creditl/charge to Income Statement - [12.6} 10.4] iD.2 - 78 5.0
[Creditl/charge to equity - (8.7 - {80.5) [0.4] 0.4 {89.2
At 1 April 2010 - 1.2 - (70.3] 05 148.3) (114.9]
[Creditl/charge to Income Statement - (10.7) - 9.7 - (2.7 (3.7)
[Creditl/charge to equity - {0.4) - 1.7} 0.4 - (1.5
At 31 March 2811 - 9.9 - 162.3) 1.1 (51.0) (122.1)

lil Includes deferred tax on fair value items recegnised in business cembinations,

Certain deferred tax assets and liabilities have been ofiset, inciuding the asset balances analysed the tables above. The following is an analysis
of the deferred tax balances lafter offset] for financiat reporting purpeses:

Cansolidated Company
2011 2010 2011 2010
Em Em £m Em
Deferred tax libilities 1,048.3 6240 - -
Deferred tax assets (151,70 [157.1] f122.1) (116.9]
Net deferred tax liabilities/[assets] 206.6 5669 (122.1) (116.9]

The deferred tax assets disclosed relate to the Group’s pension scheme liabilities.

Temporary differences arising in connection with interests in associates and jointly contrelled entities are recorded as part af the Group's
share of investment in these entities. The aggregate ameunl of these is a charge of £35.2m [2010 - £34.3m chargel.

A deferred tax asset has been recognised on £42.7m of trading lasses {2010 - £25.0m] due to uncertainty around the availability of future
profits in the companies concerned.

25. PROVISIONS

Ceniracting

Decommissioning provisions Other
i) fiil liil Total
Em Em £m Em
Cansolidated

At 1 April 2050 58.5 5.2 26.0 89.7
Charged in the year - 5.0 0.2 5.2
Increase in decammissioning provision {i) 327 - - 327
Acquired in the year {note 14] 71.5 - 25 74,0
Unwind of discount 36 - 6.7 4.3
Released during the year (17.5} - (6.0 (23.5]
Utilised during the year - (0.5} {2.8) 13.31
At 31 March 2011 1488 9.7 20.6 1791

At 31 March 2011
Non-current 148.8 12 19.2 169.2
Current - 8.5 1.4 5.9
148.8 9.7 20.6 179.1

AL 31 March 2010
MNon-current 58.5 4.4 203 83.2
Current - 0.8 5.7 6.5
58.5 5.2 26.0 89.7

The presentation of this note has changed to improve understanding of the financial statements.
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25. PROVISIONS (continued]

[l Provision has been made for the estimated net present cost of decommissioning the acquired North Sea exploration and production assets and certain
generation and gas storage assets. Estimates are based on forecasted clean-up costs at the time of decommissioning discounted for the time value of
money. The timing of costs pravided is dependent on the lives of the facilities. Decemmissioning provisions in relation to the assels subject to impairment
review have been increased. A corresponding increase to value of property, plant and equipment was alse made [note 12], A release of £17.9m was
recognised in relation ta the decommissioning provision at the coal plant at Uskmauth and was reported as part of Exceptional items in note .

[i) The Group hold provisions in relation to lang-term construction contracts including street-lighting PFls. These relate to contract costs that are not
guaranteed Lo be recovered under the respective cantracts.

(iiil Other provisions include balances held in relation to onerous cantracts, insurance and warranty claims, In addition, the Group has an empleyer financed

retirement benefit provision for pensians for certain Directors and farmer Directors and employees, which is valued in accordance with IAS 19. The cnercus
conlracts provision relales to fulure losses on specific contracts. These conlract losses will be incurred over a maximum period to 2019,

The Company dees not held provisions.

26, SHARE CAPITAL

Number

tmillions) fm
Allotted, called up and fully paid:
At 1 Agril 2010 923.1 4615
Issue of shares [i] 138 4.9
At 31 March 2011 934.9 468.4

The Company has one class of Ordinary Share which carries no right te fixed incame. The holders of Ordinary Shares are entitled to receive
dividends as declared and are entitled io one vote per share at meetings of the Cormpany.

lil Sharehalders were able te elect Lo receive Ordinary Shares in place of the final dividend of 49p per Grdinary Share [in relation to year ended 31 March
2010] and the interim dividend of 22.4p [in relation tc the current year} under the terms of the Company's scrip dividend scheme. This resulted in Lhe issue
of 7.524.682 and 5,264,873 new fully paid Ordinary Shares, respectively. In addition, the Company issued 1.0 million [2010 ~ 0. miltion] shares during the
year under the savings-retated share option schemes, and discretionary share option schemes for 3 consideration of £9.2m (2010 - £6.8m].

During the year, on behalf of the Company, the emplayee share trust purchased 0,8 miition shares for a total consideration of £9.2m [2010 -

0.9 millicn shares, consideration of £15.8m). At 31 March 2011, the trust held 5.1 million shares (2010 - 4.3 million] which had a market

value of £64,4m (2010 - £47.7m].

27. RESERVES

The movemenl in reserves is reparted in the Statement of Changes in Equity which is included as part of the primary statements
(pages 82 and 83).

The capital redemption reserve comprises the value of shares redeemed or purchased by the Company from distributable profits.

The hedge reserve comprises the effective portion of the cumulative net change in the fair value of cash flow hedge derivative instruments
related io hedged transactions that have not yet occurred.

The equity reserve comprised the equity component of the Group's convertible bond which was fully converted by 24 October 2007 [note 23).

The translation reserve comprises exchange translation differences on foreign currency net investments offset by exchange translation
differences on borrowings and derivatives classified as net investment hedges under IAS 39.

The profit far the year attributabie to shareholders dealt with in the financial statements of the Company was £627,3m (2010 - £575.9m].
As allowed by section 408 of the Companies Act 2004, the Company has not presented its own income statement.

28. HYBRID CAPITAL

201 208

im £m
GBP 750m 5.453% perpetual subordinated capital securities 744.5 -
EUR 500m 5.025% perpetual subordinated capital securities £16.9 -

1,161.4 -
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On 20 September 2010 the Company issued €500m EUR and £750m Sterling bends (hybrid capital). They have no fixed redemption date but
the Graup may, at its sale discretion, redeem all {but not part] of these bonds at their principal amaunt on 1 October 2015 or 1 October 2020
or any subsequent coupon payment date after this. In addition, under certain circumstances defined in the terms and conditions of the issue,
the Group may at its sole discretion redeem all [but not part of) the bonds at their principal amount at any time prior to 1 October 2015,

The Company has the option to defer coupon payments cn the bands on any relevant payment date, as long as a dividend on the Ordinary
Shares has not been declared. Deferred coupons shall be satisfiad only in the following circumstances, alt of which occur at the sole option
of the Company:

- redemption; or
=+ dividend payment on Ordinary Shares.

Interest will accrue on any deferred coupon.

Coupon payments are expected to be made annually in arrears on 1 October in each year from 1 Octaber 2011. Coupon payments are accounted
for as dividends and are recognised in equity at the time the payment obligation arises. The purpose of the issue was tc strengthen SSE's
capital base and to fund the Group's ongoing capital investrnent and acguisitions.

29. RETIREMENT BENEFIT OBLIGATIONS

Defined Benefit Schemes

The Group has two funded final salary pension schemes which provide defined benefits based on final pensionable pay. The schemes are
subject te independent valuations at least every three years. The future benefit obligations are valued by actuarial methods on the basis ef an
appropriate assessment of the relevant parameters. The Company operates one of these schemes, being the Scottish Hydro-Electric scheme.

The Group also has an Employer Financed Retirement Benelit scheme and a Group Personal Pension Plan. The Group Personal Pension
Plan operates on @ money purchase basis and has been arranged with Friends Provident. The Company matches employee contributions
up to a specified limit, in mast circumstances this is set at 6%. The Company may alsc provide additional contributions of 3% after five years
and a further 3% after ten year’'s continuous Cempany service.

Pension summary:
Net gainflloss) recognised
in respect of the pension
liability in the S$tatement

of Cornprehensive Income Net pension [liability)
o011 2010 2011 2019
Scheme type £m fm £m £m
Scottish Hydro Electric [Companyl Defined benefit 92.3 {161.8} (239.8) [251.1)
Southern Electric Defined benefit 16.8 {221.4) (428.8) [469.2]
109.1 [383.00 1668.4) (720.3)
IFRIC 14 movernent/liability (117.9 {125.8)
Net actuarial gain/lloss| and IFRIC 14 liability (8.8 (508.8]

The Scottish Bydro Electric Pension Scheme net liability of £239.8m [2010 - £251.1m) is presented after an (FRIC 14 minimum funding
requirement of £374.2m (2010 - £256.3m],

The individual pension scheme details based on the latest formal actuarial valuations are as follows:

Scottish Hydro Electric Southern Electric
Latest formal actuarizl valuation 31 March 2009 31 March 2007
Vatuation carried out by Hymans Robertson Hewitt, Bacon & Woodrow
Value of assets based on vatuation £860.0m £1,101.5m
Value of liabilities based on valuation £1,189.3m £1,361.3m
Valuation method adopted Projected Unit Projected Unit
Average salary intrease Inflation curve plus 2.3% pa 5.2%
Average pension increase 2.7% 3.2%
Value of fund assets/accrued benefits 72.3% 80.9%

An actuarial valuation of the Southern Electric Pension Scheme as at 31 March 2010 rermains in progress and is due to be completed in the
yearto 31 March 2012
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29. RETIREMENT BENEFIT OBLIGATIONS [continued)

Both schemes have been updated to 31 March 2011 by qualified independent actuaries. The valuations have been prepared for the purposes
of meeting the requirements of [AS 19. The major assumgptions used by the actuaries in both schemes were:

Rate of increase in pensionable salaries
Rate of increase in pension payments
Discount rate

Inflation rate

At 31 March
20m

5.0%
3.5%
5.5%
3.5%

At 31 March
2010

5.2%
317%
5.5%
3.7%

The assumptions relating to longevity underlying the pension liabilities at 31 March 2011 are based on standard actuarial mortatity lables,
and include an allowance for future improvements in longevity, The assumpticns eguivalent to future longevity for members in normal

health at age 65 are as follows:

At 31 March At 31 March At 3§ March At 31 March
2011 2011 2010 2000
Male Fernate Male Famate
Currently agec 65 24 25 23 24
Currently aged 45 26 28 25 27
The impact on the schemes liabilities of changing certain of the major assumptions is as follows:
At 31 March 2011 At 31 March 2010
Increase/ Effect on Increase/ Effect on
decrease in scheme decrease in scheme
assumptlon Liahilities assumption liabitities
Discount rate 0.1% +/-1.7% 0.1% +f- 1.8%
Longevity 1year +/- 2.8% 1 year +/-3.0%
Valuation of combined Pension Schemes
Consolidated Company
Long-term Lsng-term Long-term Leng-term
rate af return VYalue at rate of return Value at rate of return Value at rate of return Value at
expected at 31 March expecled at 31 March  expected at 31 March expecled at 31 March
31 March 2011 . 2011 21 March 2010 2010 31 March 2011 2011 31 March 2010 2000
% Em % fm % £m % Em
Equities 7.8 1,032.5 8.0 1.063.4 7.8 402.9 8.0 458.7
Government bonds 4.3 743.8 4.5 563.4 4.3 500.7 4.5 335.6
Corporate bonds 5.5 471.0 55 449.0 5.9 207.6 55 201.4
Other investments 4.4 216.3 4.1 2225 4.5 109.9 3.9 123.1
Tetal fair value of plan assets 2,463.6 2,298.3 1,221 1.1188
IFRIC 14 liability (374.2) (256.3] 1374.2) (256.3]
Present value of defined benefit abligation (2,758.0} 12,762.3) [1,086.7) {1,113.6)
Deficit in the scheme (648.6) [720.3] {239.8) [(251.1]
Deferred tax thereon 173.8 2.7 62.3 702
Net pension lizbility {494.8) (518.4] (177.5) (180.8]
Mavements in the defined benefit obligation during the year:
Consolidated Company
2011 2010 2011 2010
Em im £m Em
At 1 April (2,762.3] {1,929.8 (1,113.8) (729.5)
Meovements in the year:
Service costs (37.7 (21.4) 1.7 (9.8)
Member contributions (7.8) 8.1} (3.1} [3.4)
Benefils paid 105.6 101.6 40.2 39.1
Interest on pension scheme liabilities [150.2) (127.5] (60.7) (48.0)
Actuarial gains/[tosses) 4.4 {777.1) 69.2 (362.0)
At 31 March (2,758.0) [2,762.3] (1,086.7] {1,113.4]
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Mavements in scheme assets during the year:

Consolidated Company
20m 2010 2011 2010
Em £m £m Em
A1 April 2,042.0 1.656.3 862.5 729.5
Movements in the year:
Expected return on pension scheme assels 141.9 100.7 7.9 49.9
Assets distributed on settlement (105.7) f101.4) (40.3) {39.1)
Employer contributions 106.8 110.2 48.5 44.2
Mernber contributions 7.8 8.1 3.1 3.4
Actuarial gains 14.7 394.1 231 200.4
IFRIC 14 lizbility {117.9) [125.8] (117.9) (125.8]
At 31 March 2,089.4 20420 844.9 8625
Charges/[credits) recognised:
Consclidated Company
2011 2010 2011 2010
£m Em £m £m
Current service cost [charged to operating profit] 37.7 21.4 18.7 2.8
37.7 21.4 18.7 7.8
Charged/(credited] to finance costs:
Expected return on pension scheme assets 1141.9) (190.7] (7.9 149.9]
Interest on pension scheme liabitities 150.2 127.5 60.7 48.0
8.3 268 7.2] (1.9]
History of [deficit)/surpius
Caonsolidated Company
2011 2010 2009 2008 2007 2011 2010 2009 2008 2007
£m Em Em £m Em £m fm £m Em Em
Total fair value of plan assets 2,463.6 22983 17868 2081 21104 11,2211 1,188 860.0 1,005.5 790.2
{FRIC 14 liability (374.2) (25631 11305 {210.6) - (374.2)  {256.3)  [130.8]  [210.8] -
Present value of defined
benefit obligation [2,758.00 [2.762.3] (1.929.8) (191951 (2.202.3) (1,086.7] [1.113.6)  [729.5]1 [709.2]  (862.1]
{Deficitl/surplus in the scheme (668.6) 17203] (273.5) 149.1) 91.9]  (239.8)  [251.1) - 85.8 128.1

Return on assets

As required by tAS 19, the expected return an assets is based on the long-term expectation of returns for each asset class at the beginning
of the year, The return on equities is 3.5% per annurm in excess of the yield on government bonds. Historical markets are studied and assets
with higher volatility are assumed to generate higher returns cansistent with widely accepted capital market principles. The assumed long-
term rate of return on each asset class is set out within this note, The averall expected rate of return on assets is then derived by aggregating
the expected return for each asset class over the actual asset allocation at 31 March 2011

The actual return on Pension Scheme assets is as fellows:

Consolidated Company
2011 2010 20m 2010
£m £m £€m £m

Actual return on Pension Scheme assets 156.6 494.8 91.0 250.3
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29. RETIREMENT BENEFIT OBLIGATIONS (continued)

History of experience gains and losses

Consolidated Company
2011 2010 2009 2008 2007 2011 2010 2009 2008 2007
£m Em Em Em Em £m Em £m Em m
Total actuarial gains and [lossesl
recognised in the Statement of
Comprehensive Income before
adjustment for taxation 109.1 {383.0] [359.0) 185.0 47.4 92.3 [141.6) (188.4] 146.3 17.6
Experience gains/llosses}
on scheme liabilities 52.7 (59.8] 0.8 (50.6] [7.7] 26.9 [49.7] - - -
Experience gains/llosses!
on scheme assets 14.7 3941 {41221  (153.4) 27.8 23.1 2004 (190.0) [31.2) [9.7]

The cumulative actuarial losses and IFRIC 14 movement recegnised in the Statement of Comprehensive Income before adjustment for taxation
since the adoption of IAS 19 is £966.64m losses (2010 - £957.8m|.

Defined contribution scheme
The total contribution paid by the Group to defined contributien schemes was £16.9rm (2010 - £16.5m].

Employer financed retirement benefit [EFRB) pension costs
The increase in the year in relation EFRB was £0.2m (2010 - £2.9m). This is included in other provisions [note 25).

Staff costs analysis
The pension costs in note 6 can be analysed thus:

20m 2010

£€m Em

Service costs Ky v 21.4
Defined contribution scheme payments 16.9 16.5
54.6 37.9

Expected contribution in the year te 31 March 2012

The Group currently expects to make contributions of £48.4m (2010 - £47.8m) and £59.9m (2010 - £61.0rnl te the Scottish Hydro Electric
Pension Scheme and the Southern Electric Pension Scheme in the year to 31 March 2012, respectively. However, this is subject to finalisation
of the actuarial valuation of the Southern Electric Pension Scheme,

30. EMPLOYEE SHARE-BASED PAYMENTS

The Scottish and Southern Enargy Group operates a number of share schemes for the benefit of its employees. Details of these schemes,
atl of which are equity-settled, are as follows:

(il Savings-related share option schemes (‘Sharesave’)
This scheme gives employees the option to purchase shares in the Company at 8 discountad market price, subject to the employees
remaining in employment for the term of the agreement. Employees may opt ta save between £5 and £250 per maonth for 2 period of
3 andfor 5 years. At the end of these periods employees have six months to exercise their options by using the cash saved [including
any bonus equivalent to interest]. If the option is not exercised, the funds may be withdrawn by the employee and the option expires.

liit Share Incentive Plan [SIP]
This scheme allows employees the oppartunity to purchase shares in the Company on a manthly basis. Employees may nominate an
amoaunt between £10 and £125 to be deducted from their gross salary. This is then used to purchase shares [‘Parinership’ shares] in
the market each month. These shares are held in trust and become free of liability to income tax and natianal insurance on their fifth
anniversary. These shares may be withdrawn al any point during the 5 years, but tax and national insurance would become payable
on any shares withdrawn.

in addition to the shares purchased on behati of the employee, the Cornpany witl alse match the purchase up to 3 maximum of &
|previausly 3] shares ['Matching’ shares) per month. These shares are held in trust and become free of liability to income tax and
national insurance on their fifth anniversary. If an employse leaves during the first three years, or removes his/her ‘Partnership’ shares,
these ‘Matching’ shares are forfeited.
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In addition to the above, the following special awards of free shares have been made:

Award made 31 March 2005 31 March 2007 31 March 2008
Free shares per employee 50 20 i0

Date at which employee must still be employed to receive award

lin addition to 31 March] 20 August 2005 30 May 2007 1 August 2008

These awards were made 1o all employees in recognition of their contribution to the success of the Greup. Under the arrangements
for the awards, the shares are held in trust for five years and become iree of liability to income tax and national insurance on their fifth
anniversary. These shares may be withdrawn at any point during years four and five, but income tax and national insurance would
become payable on any shares withdrawn.

liii] Deferred bonus scheme
This scheme applied to senior managers and Executive Directors. Those eligible were awarded shares based on performance in the
year Shares purchased under this agreement were held in trust on behalf of the employee for a period of three years, at which peint
the employee became entitled to exercise the award. In addition to shares purchased under the adjusted bonus award, additional shares
were also purchased by the Trustee in respect of amounts equivalent to dividends which would have been payable on the shares held
by the Trust. )f the employee resigns, they lose all outstanding awards.

This scheme has been replaced by the current Annual Bonus Scheme. Under this scheme, 25% of all eligible employees” annual bonus
is deferred into shares which only vest after three years, subject to continued service, The number of shares awarded is determined
by dividing the relevant pre-tax banus amount by the share price shortly after the annourcement of the results for the financial year
to which the bonus relates. :

livl Performance Share Plan
This scheme applies to Executive Directors and senior executives. Shares granted under this arrangement vest subject to the attainment
of performance conditions over the relevant three year performance period as set out below:

Award made 10 June 2008 02 June 2009 02 June 2010
Maximum vatue of award as a % of base salary 150 150 150

Performance conditions

Total shareholder return {il Full vesting = 75th percentile = 75th percentile = 75th percentile
25% vesting median median medizn

Earnings per share [iil Full vesting RP| + % RPI + 9% RPI + 8%
. 25% vesting RPI + 3% RPI + 3% RPI + 2%

Dividend per share growth [iii) Full vesting - - RPI + 6%
25% vesling - - RPI + 2%

These awards will vest after three years to the extent that the relevant performance conditions are met,

{il Total Shareholder Return [TSR] target relative to other FTSE 100 companies lawards granted in 2008 and 2009 and Totat Shareholder Return [TSR)
target relalive to other FTSE 100 companies and MSCH Eurape Utilities Index (award granted in 2010) over the relevant performance period. Pro rata
vesting will take place between the median and 75th percentile, with no vesting if the minimum target is not met.

lil Under the EPS performance condition, pre rala vesting between the lower and upper level above RPI, with na vesting if the minimum EPS growth
target is not achieved.

il Under the Dividend per share growth performance condition, pro rata vesting between 2% and 6% above RPY, with no vesting if the minimum dividend
per share growth target is not achieved.

As allowed by IFRS 2, only options granted since 7 November 2002, which were unvested at ¥ January 2005, have been included.

A charge of £9.9m (2010 - £17.9m) was recognised in the Income Staterment in relation te these schemes, £3.1m (201G - £3.7m)] of this
was in relation to the Directors of the Company.

Details used in the calculation of the costs of these schemes are as follows:
{il Savings-related share option scheme

The movernent in savings related share option schemes in the year were as follows:
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30. EMPLOYEE SHARE-BASED PAYMENTS lcontinuedi

Consolidated

As at 31 March 2011

Option price  Outstanding at Quistanding at Date frem which
Award date [pencel start of year Granled Exercised Lapsed end of year exercisable Expiry date i)
16 July 2004 422 1,890 - 1315] (1,575} = 10clober 200% 31 March 2010
14 July 2005 886 1,066,454 - (1,031,331) (8,769) 26,554 1 October 2010 31 March 2011
11 July 2006 999 16,155 - (1,064 {15,089) = 1 October 2009 31 March 2010
11 July 2006 999 563.277 - [3.247 {42,193] 517.837 1 Octoher 201t 31 March 2012
10 July 2007 1,306 214,493 - 1476 [23,245] 190,752 1 October 2010 31 March 2011
10 July 2007 1.306 400,684 - - (136,008] 264,679 1 October 2012 31 March 2013
17 Juty 2008 1,274 252,498 - - {73.817) 178,681 1 October 2013 31 March 2012
17 July 2008 1.274 439,226 - - (168,629 270,597 1 0ctober 2013 31 March 2014
30 June 2009 1,042 539.099 - (2,102} §228,64¢] 308,351 1 October 2012 31 March 2013
30 Jure 2009 1,042 1,109.927 - (494] {546,526] 562,907 1 0October 20014 31 March 2015
30 June 2010 871 - 823,143 - (51,224 771,919 1 October 2013 31 March 2014
30 June 2010 871 - 3,073,329 - {127.079) 2,944,250 1 October 2115 31 March 2016
4,603,703 3,896,472 (1,038831) [,4228%71 6,038,527
As at 31 March 2010
Opticn price Outstanding at Qutsianding at Date {rom which
Award date lpencel start of year Granted Exercised Lapsed end of year exercisable Expiry date [i)
23 July 2003 362 6,736 - [2,492) [4,244) - 1t October 2008 31 March 2009
16 July 2004 622 536,374 - 1533,644) (8400 1.890 1 October 2009 31 March 2010
14 July 2005 884 4,002 - 1209 {3.7931 - 1 0October 2008 31 March 2009
14 July 2005 884 1,094,271 - (8.057] {19.760] 1,066,454 1 October 2010 31 March 2011
11 July 2006 999 343,445 - (342,053] [5,235) 16,155 1 October 2009 31 March 2010
11 July 2006 97 592,440 - (256 {28,907) 563.277 1 0ctober 2011 31 March 2012
10 July 2007 1,306 275,240 - - {60,747) 214,493 10Qctober 2010 31 March 2011
10 July 2067 1.306 536,894 - - (1382121 400,684  10October 2012 31 March 2013
17 July 2008 1,274 332,998 - - 180,500) 252,498 1 O0ctober 2011 31 March 2012
17 July 2008 1,274 644,748 - - {205,522] 439,226  10ctober 2013 31 March 2014
30 June 2009 1,042 - 576,864 - [37.765] 539.099 ) October 2012 31 March 2013
30 June 2009 1,042 - 1,196,570 - [46.643] 1,109,927 1 0ctober 2014 31 March 2015
4,387,150 1733434 (886,713 1630.168) 4,603,703

As share options are exercised continuously throughout the period from 1 October to 31 March, the weighted average share price during
this period of 1,177p (2010 - 1,126p} is considered representative of the weighted average share price at the date of exercise. The weighted
average share price of forfeitures is simply the aption price to which the forieit relates.

Company

As at 31 March 2011

Option price Outstanding at Outstanding at Date from which
Award date Ipence] stari of year Granted Exercised end of year exercisable Expiry date [i)
14 July 2005 886 3,655 - 13.655] - 1 October 2010 31 March 2011
10 July 2007 1,306 144 - - 144 1 0Q0ctober 2010 31 March 201
17 July 2008 1,274 442 - - &h2 1 October 2011 31 March 2012
30 June 2009 1,042 1253 - - 1,253 1 October 2014 31 March 2015
30 June 2010 871 - 413 - 413  10ctober 2013 31 March 2014
30 June 2010 871 - 283 - 283 1 October 2015 31 March 2014
5,494 694 (3,655] 2,535
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As at 31 March 2010

Opticn price  Outstanding at Outstanding at Date from which
Award date [pence] start of year Granted Exercised end of year exercisable Expiry date Li]
16 Juty 2004 622 1.681 - [1,681] - 10ctober 2005 31 March 2010
14 July 2005 884 3.655 - - 3.655  10Q0ciober 20010 31 March 2011
10 July 2007 1.304 144 - - 144 1 0ctober 2010 31 March 2011
17 July 2008 1.274 442 - - 442 10Qctober 2011 31 March 2012
30 June 2009 1,042 - 1,253 - 1,253 1 October 2014 31 March 2015
5,922 1,253 [1,681] 5.494

No options were forfeited in the year.

[i1 Options may remain exercisable beyond the published expiry date due to individuals taking advantage of the right to a payment heliday during the term
of the scheme.

The fair value of these share options at the measurement date, talculated using the Black-Scholes model, and the assumptions made
in that modet are as follows:

July 2004 July 2005 July 2006 July 2007 July 2008 July 2009 Juty 2010

JYear  S¥ear 3Year SYear 3Year SYear JYear SYear 3Year SYear JYear Jyear 3year  5Year
Fair value of option 108p 197p 126p 137p 217p 227p 287p 313p 3D4p 339p 244p 269 231p  246p
Expected volatility 17% 17% 15% 15% 19% 19% 25% 25% 28% 28% 35% 35% 19% 19%
Risk free rate 47% 48% 4.1% 42% 47% 47% 958% 57% 49%% 50% 27% 29% 1.4% 2.2%
Expected dividends A6%  A46% 42% 4.2% 48% 4.8% 53% 52% 41% 42% 41% 42% 1.7%  22%
Term of the apticn 3yrs GSyrs 3yrs Gyrs 3yrs Syrs 3yrs Syrs 3yrs Syrs  3yrs  Syrs  3yrs  Syrs
Underlying price at grant date  699p  &9%p  967p  967p 1,180p 1,180p 1.460p 1.480p 1,397p 1,397p 1,139p 1.139p 1.089p 1,08%p
Strike price 622p 422p BBép BBép 99%p  999p 1.304p 1,30ép 1274p 1,274p 1.042p 1042p 87ip 871p

Expected price valatility was determined by calculating the historical volatility of the Group’s share price over the previous 12 months,
(i} Share Incentive Plan

Matching Shares

Censolidated Company

2011 2010 2011 2010
Weighted Weighted Weighted Weighted
average price average price average price average price
Shares {pence] Shares lpence) Shares [pence] Shares Ipencel
Outstanding at start of year 1,745,224 1,215 1,260,374 1,248 1,588 1,130 1,300 1,129
Granted during the year 571,166 1,161 594,251 1,137 288 1,161 288 1,137
Forteited during the year [68,670) 1,215 {41,145) 1,248 - - - -
Exercised during the year (138,695} 1,149 {68,258 1,125 - - - -
Qutstanding at end of year 2,109,024 1,205 1,745,224 1,215 1,876 1,135 1,588 1,130
Exercisable at end of year 781,27 1,396 455,440 1,289 1,040 1,094 800 968

As shares are exercised continuously throughout the year, the weighted average share price during the period of 1,149p (2010 - 1,125p]
is considered representative of the weighted average share price at the date of exercise.

The fair value of shares in the share incentive plan is not subject to valuation using the Black-Scholes model. However, the fair value of
shares granted in the year is equal to the weighted average price and is based on the price paid for the shares at the grant date as shares
are acquired out of the market as at that date to satisly awards made under the scheme.
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30. EMPLOYEE SHARE-BASED PAYMENTS (cantinued)

Free Shares

Consglidated Company

2011 2010 201 200
Walghted Weighted Waeighted Weighted
average price average price average price average price
Shares Ipence| Shares |pencel Shares [pencel Shares [pence)
Outstanding &t start of year 673,999 1,210 725,729 1,205 320 1,151 320 1,151
Granted during the year - - - - - - - -
Forfeited during the year (7,080] 1,210 19.278) 1,205 - - - -
Exercised during the year (126,298] 1,149 (41,952 1,125 - - - -
Outstanding at end of year 540,621 1,224 673,999 1,218 320 1,151 320 1.151
Exercisable at end of year 414,691 1,076 326,058 265 280 1,113 200 965

As shares are exercised continuously throughout the year, the weighted average share price during the period of 1,149p (2010 - 1,125p]
is considered representative of the weighted average share price at the date of exercise.

The fair value of these shares is not subject to vatuation using the Black-Scholes model. However, the fair value of shares granted in the year
is equat to the weighted average price and is based on the price paid for the shares at the grant date as shares are acquired out of the market
as at that date to satisfy awards rmade under the scheme.

liii} Deferred bonus scheme

Consolidated Company

201 2010 F{ AR 201G
Welghted Weighted Weighted Weighted
average price average price average price average price
Shares |pence) Shares [pencal Shares {pence| Shares {pence}
Outstanding at start of year 322,905 1,367 612475 1.324 58,867 1,347 291,608 961
Granted during the year 166,426 1,079 153,353 1174 33,298 1,079 31,115 1,174
Forfeited during the year [22,722) 1,347 - - - - - -
Exercised during the year 2,754) 1,054 (442,923 1121 - - [263,856) 1,120
Outstanding at end of year 463,855 1,270 322905 1.347 92,165 1,251 58,867 1,349
Exercisable at end of year 868 1.072 1,750 1,265 - - - -

The fair value of the deferred bonus shares is not subject to valuation using the Black-Scholes model. Howaver, the fair value of shares
granted in the year is equal to the weighted average price and is based on the price paid for the shares at the grant date as shares are
acquired out of the market as at that date to satisly awards made under the scheme,

liv) Performance Share Plan

Consolidated Company

2011 2010 2011 2010
Weighted Weighted Weighted Weighted
average price average price average price average price
Shares {pencel Shares |pence] Shares Ipencel Shares |pencel
Outstanding at start of year 1,592,479 1,353 1,135,023 1,435 752,945 1,360 593,122 1.421
Granted during the year 840,095 1,079 714010 1,174 338,645 1,079 311,174 1,174
Farfeited during the year (379,500) 1,353 - - [181,44%9) 1,360 - -
Exercised during the year 160,5%0) 1,076 (256,554 1,174 (35,077) 1,076 (151,351] 1.174
Outstanding at end of year 1,992 484 1,226 1,592,479 1.353 875,084 1,233 752,945 1.360

0f the outstanding options at the end cf the year, none were exercisable.

The fair value of the performance share plan shares is not subject to valuation using the Black-Scholes model. The fair value of shares
granted in the year is egual to closing market price on the date of grant,
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31. FINANCIAL INSTRUMENTS AND RISK

This note presents information about the fair vatue of the Group's financial instruments, the Group's expesure to the risks associated
with those instruments, the Group’s objectives, policies and processes for measuring and managing risk, and the Group’s management
of capital. Further qualitative disclosures are included throughout these consolidated financial statements.

The Group has expasure to the following risks from its use of financial instruments:

Credit risk
Liquidity risk
Commodity risk
Currency risk
Interest rate risk

+ 444 d

The Board has overall responsibility for the establishment and oversight of the Group's risk management framework. The Board established
the Risk and Trading Committee, a standing committee of the Management Board comprising three Executive Directors and senior managers
fram the Generation and Supply and Finance functions, 1o oversee the control of these activities. This committee is discussed further in
the Cirectors Report.

The Group's policies for risk management are estabtished to identify the risks faced by the Group, to set appropriate risk limits and
controls. and to monitor risks and adherence to limits, These policies, and the systems used to menitor activities, are reviewed regularly
by the Risk and Trading Committee.

Exposure to the commodity, currency and interest rate risks noted arise in the normal course of the Group’s business and derivative financial
instrurnents are entered into to hedge exposure to these risks. The abjectives and policies for holding or issuing financial instrumenis
and similar contracts, and the strategies for achieving those objectives that have been followed during the year are explained below.

The Company is required to disclose infermation on its financial instruments and has adopted policies identical to that of the Group,
where applicable. Separate disclosure is provided where necessary,

Before detaiting the relevani qualitative and quantitative disclosures in relation to the potential risks faced by the Group, details
on the different categortes of financial instrument and the carrying and fair values of each of those categories is provided below.
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31. FINANCIAL INSTRUMENTS AND RISK (continued)

A. CATEGORIES OF FINANCIAL INSTRUMENTS AND FAIR VALUES OF THOSE ASSETS AND LIABILITIES

The fair values of the primary financial assets and liabilities of the Group together with their carrying values are as follows:

2010 2010
2011 oM 20%1 Amortised cosl 2000 Totalcarrying 2010
Amortlsed cost  Classified as Total carrylng 2011 orother il Llassified as value Fair value
or ather [i] trading {ii} value Fair value Restaied trading [ii) Restated Restated
Em £m £m £€m £m £m tm Em
Financial assets
Current
Trade receivables 3,331.7 - 3,331.7 3,31.7 2,506.2 - 2.506.2 2,506.2
Other receivables 93.4 - 3.4 93.4 72.1 - 721 721
Cash collateral - - - - 7.2 - 71.2 7.2
Cash and cash eguivalents 476.9 - 476.9 476.9 261.7 - 261.7 2461.7
Derivative financial assets - 2,525.5 2,525.5 2.525.5 - 1,468.3 1,468.3 1,448.3
3,902.0 2,525.5 6,627.5 6,427.5 2911.2 1,468.3 43795 43795
Non-current
Loans to associates and jointly
contretled entities 1,124.6 - 1,124.6 1,124.6 970.5 - 970.5 970.5
Derivalive financial assets - 990.1 990.1 9%90.1 - 466.3 466.3 466.3
1,124.6 9901 2,114.7 2,114.7 970.5 4663 1,636.8 1.436.8
5,026.2 3,515.6 8,542.2 8,542.2 3,881.7 1,934.6 5816.3 58163
Financial liabilities
Current
Trade payables (3,197.2) - (3,197.2)  (3,197.21  [2,161.6) - (2,161.4) 12.161.6]
Bank loans and overdrafts (433.7) - 1433.71 1434.7) (891.5] - (891.5] [894.3]
Finance lease liabilities (12.8) - (12.81 [12.8) [12.2] - (12.21 [12.21
Derivative financial liabilities - (2,307.5) [2,307.5) (2,307.5] - {2,020.7] {2,020.7] {2,020.7}
(3,6643.7) (2,307.5] (5,951.2) (5,952.2} [3,065.3] 12.020.7] (5,086.0 [5.090.8]
Non-current
Loans and berrowings [iiil 4,829.1) 28.6 {4,800.5) [5,153.7) (4,799 8] 28.7 [4,771.1} [5,205.1)
Finance lease liabilities, (359.4] - [359.4) (359.4] [372.2] - {372.2] [372.2)
Derivative financial liabilities - [769.3] [769.3) (769.3) - (899.C} 899.0 {899.0
(5,188.5] (740.7F  [5,929.2)  [(6,282.4) [5,172.0] (870.3} [6,062.3) [6,476.3]
(8,832.2) (3,048.2) [11,880.4) 1(12,234.4) (8.237.3 [2.891.0) (11,128.3) [11,567.1]
Net financial liabilities/asset {3,806.0] 467.4  (3,338.6]  (3,692.4]  [4,355.4) (956.4)  (5.312.00  (5,750.8]

(il Recorded a3l amortised cost or loans and receivables.

{iil 1AS 39 financial instruments.

fiiid Inclydes non-recourse borrowings.
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The fair values of the primary financial assets and liabilities of the Company together with their carrying vatues are as follows:

2010 2010
2011 201 01 Amortised cost 2010  Total carrying 2010
Amortised cost  Classified as  Total carrying on grother lil  Classified as value Fair value
or other fi} trading liil value Fair value Restated trading fiil Restated Restated
£m £m £tm £m tm fm Em Em
Financial assets
Current
Cash and cash equivalents 3191 - 319.1 N9 99.7 - 59.7 99.7
Amounls owed by subsidiary
undertakings 2,220.9 - 2,220.9 2,220.9 1.804.6 - 1,804.5 1,804.6
Derivative financial assets - 30.0 30.0 300 - hé.6 56.6 hé.6
2,540.0 30.0 2,570.0 2,570.0 1,904.3 56.6 1,960.9 1,960.9
Non-current
Amounts owed by subsidiary
undertakings 3,661.2 - 3,661.2 3,661.2 3,4546.1 - 3,456.1 3,456.1
Loans to associates and jointly
controlled entities 1,029.5 - 1,029.5 1,029.5 8355 - 835.5 835.5
Derivative financizal assets - 48.0 48.0 48.0 - 475 475 47.5
4,690.7 48.0 4,738.7 4,738.7 4,291.6 47.5 4,33%9.1 4,338.9
7,230.7 78.0 7.,308.7 7,308.7 6,195.9 104.1 6,300.0 6,299.8
Financial liabillties
Current
Bank loans and overdrafts {104.8) - [104.8) (106.9) (815.6) - (815.6) (8172.3]
Convertible bond - - - - - - - -
Amounts owed to subsidiary
undertakings 12,757.0) - (2,757.0)  (2,757.01 2,569.0] - [2,56%.0] [2,569.0]
Derivative financial tiabilities - (15.5) [15.5) (15.5) - t49.2) [45.2) (45.2)
(2,863.8) (15.5) (2,879.3]1 (2,879.4) [3.384.4) {45.21 (3.429.8) (3.431.5]
Non-current
Eurobonds {2,857.1] - (2,857.1)  13,167.2) (2,858,641 - {2,858.5] [3,203.7]
Bank loans 1671.0) 28.6 [642.4) [676.9) (271.3] 28.7 [242.6] (270.2)
Amaunts owed to subsidiary
undertakings (257.4] - (257.4) [257.4) (240.2] - (240.2] [240.2}
Derivative financial liabilities - (136.7] (136.7 (136.7) - (82.8] [82.8} {82.8)
(3,785.5) (108.1)  (3,893.6)  [4,238.2)  (3370.1) (5410 [3,424.2) {3,796.3]
(6,649.3) (123.6)  (6,772.9]  [7.017.6)  [6,754.7] [99.3]  [6.B54.0}  [7.227.8)
Net financial {liabilities) /asset (581.4) {45.61 [535.8) 191.1 {558.8] 4.8 (554.0) (9268.00

li} Recorded at amortised cost, available for sale, or loans and receivables.
litl 1AS 39 financiai instruments.

Basis of determining fair value
Certain assets and liabilities designated and carried at amortised cost are loans and receivables. For certain current assets and lisbilities
their carrying vatue is eguivatent to fair value due to short term maturity,

Assets and liabilities designated at fair value and the fair value of other financial assets and liabilities have been determined by reference
tc closing rate market values. This basis has been used in valuing interest rate instruments, foreign currency hedge contracts and dencminated
long-term fixed rate debt. Cormmodity contracts fair values are hased on published price quotations.

The fair values are stated at a specific date and may be different from the amounts which will actually be paid or received on settlement
ol the instruments. The fair value of items such as property, plant and equipmenl, internally generated brands or the Group’s customer
base are not included as these are not financial instruments.
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31. FINANCIAL INSTRUMENTS AND RISK [continued]
B. RISKS FROM USE OF FINANCIAL INSTRUMENTS

(i) Credit risk
Credit risk is the risk of financial loss to the Group if a customer or counterparty fails to meet its contractual obligations.

Credit risk arising from the Group's normal commercial operations is controlled by individual business units operating in accordance

with Group poticies and procedures. Generally, for significant contracts, individual business units enter into contracts or agreements with
counterparties having investment grade credit ratings enly, or where suitable collateral or other security has been provided. Counterparty
credit validation /s undertaken prior to contractual commitment.

Credit risk management for the Group's regulated businesses is performed in accordance with industry standards as set-out by the
Regutator and is controlied by the individual business units. The Group's greatest credit risks lie with the non-regulated operations of
the Generation and Supply business and the actiities carried oul by the Group’s Treasury function, for which specific credit risk controls
that match the risk profile of those activities are applied.

Exposure to credit risk in the supply of electricity and gas arises from the potential of a custemer defauiting an their invoiced payables.
The financial strength and credit-worthiness of business customers is assessed pricr to commencing, and for the duration of, their centract
of supply. Domestic customers’ credit-worthiness is reviewed from a variety of internal and external informaticn.

Exposure to credit risk in the pracurement of wholesale energy and fue!l is managed by reference to agreed transaction credit limits which
are determined by whether the counterparty:

(il holds an investment grade credit rating; or

(il can be assessed as adequately credit-worthy in accordance with internal credit rules using information from cther external credit
agencies; or

filil can provide a guarantee from an investment grade rated entity or post suitable collateral or provide other acceptable assurances
in accordance with Group procedures where they have failed to meet the above conditions; or .

fiv) can be allocated a non-standard credit limit approved by the Risk and Trading Cormmittee within its authorised limits as delegated
by the Management Board.

Credit suppart clauses or side agreements are typically inciuded or entered into to protect the Group against counterparty failure or non-
delivery. Within the Generation and Supp'y business, increasing volumes of commeadity derivative products are now traded through cleared
exchanges to further mitigate credit risk. Such exchanges are subject to strict regulation by the UK Financial Services Authority (FSA] and
participants in these exchanges are obliged to meet rigorous capitat adequacy requirements.

Individual counterparty credit exposures are monitored by cate?ory of credit risk and are subject to approved limits. At 31 March 2011, the
Group's Generation and Supply business had pledged £201.1m (2010 - £169.9m| of cash collateral and letters of credit and had received
£38.7m (2010 - £28.6m) of cash collateral and letters of credit principally te reduce exposures on credit risk.

Bank credit exposures, which are manitored and reported on daily, are calculated an a mark-to-market basis and adjusted for future
volatility and probabitity of default. Any issues relating 1o these credit exposures are presented for discussion and review by the Risk and
Trading Committee.

Cash and cash equivalents comprise cash in hand and deposits which are readily convertible to cash. These are subject to insignificant
risk of change in vatue or credit risk. Derivative financial instruments are entered into to cover the Group’s market risks - commodity risk,
interest rate risk, currency risk - and are consequently covered elsewhere in this note.

Trade receivables represent the most significant exposure to credit risk and are stated net of collateral held and other credit enhancements.
The trade receivables total includes an aliowance for impairment.
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Concentrations of risk
Trade receivables recorded by reported segment held at the 31 March were:

2011 010
£m tm
Power Systems

Scotland 34.9 21.2
England 28.6 2.7
463.5 42.9

Generation and Supply
Retail customers 563.7 596.3
Wholesale receivables 2,226.9 1,381.6
Other 366.3 355.6
Qther businesses 111.3 129.8
3,331.7 2,506.2

The Generation and Supply segment accounts far 94.8% (2010 - $3.2%] of the Group's trade receivables. Trade receivables associated
with the Greup's energy related customers are recorded in this segment. The Group also has significant receivables associated with its
wholesale activities which are generally settled within 2 to 4 weeks from invoicing. The Group's exposure to credit risk is therefore subject
to diversification with no exposure to individual custorners totalling »10% of trade receivables. The biggest customer balance, due from

a wholesale custorner [also a wholesale supplier), is less than 10% (2010 - less than 9% of the total trade receivables.

The ageing of trade receivables at the reporting date was:

2011 2009
£m - Em
Not past due 3,053.7 2,258.5
Past due but not individually impaired:
0 - 30 days 181.7 153.6
31 -90 days 69.0 57.9
Qver 90 days 171.5 185.1
3,475.% 2,655.1
Less: allowance for impairment (144.2) (148.9]
Net Trade receivables 3,331.7 2,506.2

The Group has past due debt which has not had an impairment allowance set aside to cover potential credit losses. The Group has certain
procedures 1o pursue customers in significant arrears and believes its impairment policy in relation to such balances is appropriate. Those
debts which are neither past due nor impaired are considered to be good and are expected to be recoverable.

The Group has other receivables which are financial assets totalling £93.4m (2010 - £72.1m). The Company does not have trade receivables.

The movemnent in the allowance for trade receivables was:

2011 2010

£m fm

Balance at 1 April 148.9 126.7
Increase in atlowance for impairment 50.7 81.7
Impairment losses recognised (61.7 {70.2
Recavery of impairment loss previously recognised 6.3 9.5
Acquired allowance - 1.2
Balance at 31 March 144.2 148.9

At the end of each reporting period a review of the provision far bad and doubtful debts is performed. It is an assessment of the potential
amount af trade receivables which will not be paid by customers after the balance sheet date. This amount is calculated by reference to
the age, status and risk of each receivable.
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31. FINANCIAL INSTRUMENTS AND RISK [continued)
B. RISKS FROM USE OF FINANCIAL INSTRUMENTS (continued)

lif) Liguidity risk and Going Concern

Liquidity risk, the risk that the Graup will have insufficient funds to meet its liabilities, is managed by the Group's Treasury function.
The Group can have significant movements in its liquidity pasitien due to movernent in commodity price, working capital requirements,
the seasonal nature of the business and phasing of its capital reduction programme.

Treasury is responsible for managing the banking and tiquidity requirements of the Group, risk management relating to interest rate and
foreign exchange exposures, and for managing the credit risk relating to the banking counterparties with which it transacts. Shert term
liquidity is reviewed daily by Treasury, while the longer term liquidity position is reviewed on a regular basis by the Management Board.
The department’s operaticns are governed by policies determined by the Management Board and any breaches of these policies are reported
to the Risk and Trading Committee and the Audit Committee,

In relation to the Group's liquidity risk, the Group's policy is to ensure, as far as possible, that it will always have sufficient liguidity
to meet its liabilities when due, under bath normal and stressed conditions, without incurring unacceptable losses er risking damage
to the Company's reputation.

The Group's approach 1o managing liquidity is 1o seek to ensure that the Group has available committed borrowings and facilities equal
1o at least 105% of ferecast borrowings over a rolling 12 month period.

The Group uses a cash ilow forecast ta monitor its ongoing borrewing requirements. Typically, the Group will fund any shert term borrowing
positions by issuing commercial paper or borrowing from uncommitted bank lines and will invest in money market funds when it has a cash
surplus. In addition to the horrowing facilities listed at note 23, the Group has £70m of uncommitted bank lines and a £20m overdraft facility.

During the year, the Group has extended its existing £900m revolving credit facility and its £100m bilaterat facility an reduced terms which
will now mature in August 2015. In the year, the Group borrowed £100m at a fixed price of 3.725% for a period of 10 years and £300m at a
floating rate of GBP & month LIBOR plus 50.2 basis points alsa for a period of 10 years from its £400m loan facility with the European
Investment Bank. In addition to these, the Group issued Hybrid Capital of £1,161.4m in the year. Details are included at note 28,

Under the going concern principle, the Group does not expect to issue medium to long term debt during the year ended 31 March 2012
although it may choose to do so at its discretion. Taking this and the current liquidity in the commercial paper market and the availability

of undrawn committed bank facilities into acceunt, the Cirectors have concluded that the Group has sufficient headroom to continue as a
geing concern. In caming to this canclusion the Directors have taken into account the successtul issuance of £4.1bn of medium to long term
debt including Hybrid Capital since July 2008, the Group's credit rating, the successful renewal and increase of committed bank facilities
and current market conditions. The staternent of going concern is included in the Carporate Governance repert on page 75.

Treasury also manage the Group’s interaction with its relationship banks [defined as those banks that support the Company's financing
activities through their ongoing participation in the committed tending facilities that are maintained by the Group). These are each allocated
financial limits, subject to the maintenance of a minimum credit rating of ‘A’ or equivalent allocated by a recognised major ratings group.

In respect of short-term cash management, counterparties are subject 10 review and approval accerding to defined criteria.

As at 31 March 2011, the value of outstanding cash cellateral in respect of mark-to-market related margin calls on exchange traded
positions was £nil {2010 - £71.2m).

The contractual cash flows shown in the fcllowing tables are the contractual undiscounted cash flows under the relevant financial
instrumenis. Where the contractual cash flows are variable based on a price, foreign exchange rate or index in the future, the contractual
cash flows in the following tables have been determined with reference to the retevant price, foreign axchange rate, interest rate ar index
as at the balance sheet date. In determining the interest element of contractual cash flows in cases where the Group has a choice as to the
length of interest calculation periods and the interest rate that applies varies with the period selected, the contractual cash flows have been
calcutated assuming the Group selects the shartest available interest calculation periods. Where the helder of an instrument has a choice
of when 1o redeem, the amounts in the following tables are on the assumption the holder redeems at the earliest opportunity.

The numbers in the following tables have been included in the Group's cash flow ferecasts for the purposes of considering liquidity risk
as noted sbove.
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The following are the undiscounted contractual maturities of financiat liabilities, including interest and excluding the impact of netting

agreements:

Liability risk

20 201 2071 20m 2011 2011 2010 2010 2010 2010 2010 2070
Carrying Contractual 0-12 -2 2.5 »5 Carrying Contractuat 0-12 1-2 2-5 >5
value cashflows manths years years years value cash flows months years years years
£m £m £m Em £m £m Em Em Em fm Em £m
Financial tiabilities
Loans and borrowings
Bank overdrafts 5.3 (5.3) (5.3) - - - $.2 (9.2] (9.2 - - -
Commercial paper and
cash advances 106.7 [106.8] (105.8) - - - 7454 [745.6] [745.4 - - -
Bank loans - floating 511.5 (56451 (107.3) [31.5) [(103.7) [(322.00 281.4  (296.0] 1724 (28] [220.8) -
Bank loans - fixed 778.9 [(1,189.5) (239.9] (106.8) (322.9) (519.91 530.9 [851.5] {6201 (60.2) {407.7] (321.8)
Unsecured bonds - fixed 3,643.5 {6,833.0)  (215.3) (215.3) {1,803.4) (4,599.00 36399 (6,956.7) (21521 (215.2] [1,B07.4] (4,718.9]
Non-recourse funding 2169  (217.6)  [125) [11.9) {43.3) (149.9) 4841 (6489}  [53.6] {51.00 [145.7] (398.8]
Fair value adjustment (28.6) - - - - - 128.71 - - - - -
5,234.2 (98,9167 1687.1] {345.5] (2,273.3) {5,590.8) 56462.6 [9,507.9] (1,158.0) [329.2] [2.581.6) I5,43%.1]
Finance lease
obligations 372.2  (743.0) (52.11  (50.2) {152.4) (488.4) 3844 [(796.2) [52.8] [52.01 [1583.7) [537.7]
5,608.4 [9,659.7) (739.2] 1415.7) (2,425.7) {6,079.2) 6.047.0 (10,304.1] (1,210.8] (381.2] {2,735.3] (5,974.8}
Derivative financial liabilities
Operating derivatives
designated at fair value 2,911.8 12,623.3 9,363.5 2,413.4  84b4 - 2,738.1 [11,514.2] {8,421.2) [1,870.11 {t174.8]  [48.1)
Interest rate swaps
used for hedging 33.3 (33.2) (8.5) (7.6) (8.8 (8.3 74.2 (76431 1159 a8 (2621 [17.4)
Interest rate swaps
designated at fairvalue  115.7  {115.6) (7.1 5.31 [15.9) [82.31 1016 [101.6 (8.0] (611  111.9)  [(75.8]
Forward exchange
cantracts held for
hedging 0.6 {10.2) (5.5] 4.7 - - 11 (3.3 (2.0] (1.2 (0.1 -
Forward exchange
contracts designated
at fair value 15.4  (960.5] (488.3) (363.31 (108.9) - 4.7 1198.0) {179.4) (58.2] [39.6) -
3,076.8 11,503.8 8,854.1 2,0325 7128  [95.6] 2919.7 [11.891.4] 18,626.5] [1,950.4] (1.173.4] [141.1]
Other financial liabilities
Trade payables 3,197.2 (3,197.2) {3,197.2] - - - 21616 12161.8] [2161.6] - - -
3197.2 (3,197.2) (3,197.2] - - - 21616 (2.161.6) [2.161.4] - - -
Total 11,880.4 11,353.1) 4,917.7 1,616.8 [1,712.9) [6,174.8) 11,i28.3 (24,357.1)(11,998.9] (2,331.4) (3,908.7] [6,117.9]

Derivative financial assets

Financing derivatives {81.9) (777.2) (850.1) 1139 (1070 (20.3) ({106.8] [1,466.4] [1,149.8] [280.8) ({1851 (17.5)

Operating derivatives

designated at fair value (3,433.71 (15,189.2) [10,945.1) (2,832.5) [1,359.2)  [52.4) [1.827.8] 8,200.6 4,930.1 11755 119.2 [24.2)
(3,515.6) (15,966.4) (11,805.2) (2,718.6) {1,369.9)  [72.7) {1,934.6] 4,7342 57803 8949 100.7 {41.7]

Net total (il 8,364.8 (17,319.5) [6,887.5) (1,101.8) {3,082.8) {6,247.5]

9.193.7 [17,622.9] [6,218.6] [1,436.7] (3.808.0] (6.159.6]

[} The Group believes the liquidity risk associated with out-of-the-money operating derivative contracts needs to be considered in conjunction with the
profile of payments or receipts arising from derivalive linancial assets. It should be noted that cash flows associated wilh future energy sales and
commodily contracts which are not 1AS 39 financial instruments are not included in this analysis, which is prepared in accordance with IFRS 7.
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31, FINANCIAL INSTRUMENTS AND RISK (continued)

B. RISKS FROM USE OF FINANCIAL INSTRUMENTS [continued)

The Company has the followtng liquidity maturity profile:

Liquidity risk

2011 20m 2011 2011 2011 .o 2009 2050 2010 2010 20370 2010
Carrying Contractual 0-12 1-2 2-§ »5 Carrying Contractual 0-12 1-2 25 »5
value cash fiows months years years years value cash flows months years years years
tm £m im £m £m £m £m Em £m £m Em £m
Financial liabilities
Loans and borrowings
Commercial paper and
cash advances 106.8  (106.8) (104.8) - - - 745.6  [745.6) [745.6) - - -
Bank loans - tloating 3615 (412.31 (5.0 (6.0) 1(78.4) (321.9) 131.5 {142.5) {71.21 (.71 (69.80 -
Bank loans - fixed 309.5  {375.3) 116.2) (1621 (226.1) (1146.8) 2098  (252.4] [(125] (125 {227.4) -
Unsecured bonds - fixed 2,857.1 [4,949.8)  [179.4) (179.4) (1,695.1) (2,895.9) 2,838.6 [5060.6) [(179.41 (179.4] (1,699.5) (3,002.3)
Fair value adjustment (28.8) - - - - - {28.7) - - - - -
3,606.3 [(5,844.2) [308.4) (201.8) {1,999.6) (3,334.6] 391468 [6,201.1] (1,008.7) [193.6){1,996.5] [3,002.3]
Derivative financial liabilities
Interest rate swaps
used for hedging 294 (29.1) i6.3) (6.3} (8.2 (8.3) 323 {32.3 (9.2 921 1139 -
Interest rate swaps
designated at fair value  106.8  [106.8) (5.8) (4.8) [15.4) (80.8] 89.9 (89.9) (6.5] 560 1071 [68.7)
Forward exchange
contracts held for
hedging 0.6 (10.2) (5.5 (4.7 - - 1.1 (3.3] {2.00 1.2 [0.1] -
Forward exchange
contracts designated
at fair value 15.7 (960.5] (488.3) (363.3) (108.9) - 47 1198.00 [179.41 [58.2) 394 -
152.2 (1,106.6) (505.9) (379.1) (132.5) (89.1) 128.0 [323.5] [197.1)  [73.2) 14.9 (68.1)
Other financial Liabilities
Amounts due to
subsidiary
undertakings 2,757.0 (2,757.0) (2,757.01 - - - 2,569.0 [2,569.0] 12,569.0 - - -
2,757.0 1{2,757.0] (2,757.0) - - - 25690 [2,569.0) {2569.0) - - -
Total 6,515.5 [9,707.8) (3,571.3) (580.7) (2,132.1) (3,423.7) 4,613.8 (9.093.6] [3,774.8] [266.8][1,981.6) {3.070.4)
Derivative financial assets
Financing derivatives (78.0) (777.3] (860.3) 113.7 (10.4) (203} [(104.1] [1,4665] (1,149.8] (280.6) [18.5) (17.4]
Net total 6,437.5 (10,485.1] (4,431.8) (467.0) (2,142.5) [3,444.00 65097 (10.560.1) (4.924.6) (547.4)(2,000.1] [3.088.04

tiiil Commodity risk

The Graup's Generation and Supply business faces exposure to energy commodity price movernents and also to physical commadity valume
requirements as part of its normal course of business. This arises from the Group’s requirement to source gas or electricity to supply
customers, or to pracure fuel to praoduce electricity from its generation assets,

The Graup's strategy is to manage all exposures to commodity risk through volumetric limits and to measure the exposure by use of a Value
at Risk [VaRl model, The exposure is subject to financial limits established by the Management Board and managed by the Risk and Trading
Committee. The exposure is reported tc the Committee on a monthly basis and to the Board when certain trigger levels are exceeded.
Within this approach, enly certain of the Group's energy commodity contracts are deemed to constitute financial instruments under 1AS 39.
As a result, while the Group manages the commodity price risk associated with both financial and non-financial commedity contracts, it is
only the fair value cf IAS 39 financial instruments which represents the exposure of the Group's cormmodity price risk under IFRS 7. This is
a cansequence of the accounting policy which requires that commaodity contracts which are designated as financial instruments under 1AS 39
should be accounted for on a fair value basis with changes in fair value reflected in prafit or eguity. Conversely, commeodity contracts that
are nat financial instruments under 1AS 39 are accounted for as "own use’ contracts. As fair value changes in own use contracts are not
reflected through profit or equity, these do not represent the IFRS 7 commedity price risk. Therefore, as the overall Group VaR associated
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with the Genaration and Supply business is monitered for internal risk management purpeses and is outside the scope of IAS 39, these
measures are not required to comply with IFRS 7.

Operationally, the economic risks associated with this expasure are managed through a selection of longer and shorter term contracts for
commaodities such as gas, electricity, coal and i, the acquired exploration and production business and also the flexibility of the Group's
fleet of generation assets.

Short-term exposures arise from the requirement to match volumes of procured gas, electricity and power station fuel with demand for gas
and electricity by its customers, which can vary from expectations and result in a requirement to close the resulting positions at unfavourable
prices. This aspect of commodity risk is managed through the ability to increase or decrease energy production either in the form of flexible
purchase contracts or assets such as pumped storage generating plant, flexible hydro generating plant, standby oil plant and gas storage.

Longer-term exposures are managed through the Group's generation plant and tonger term contracts (including forwards, futures contracts
and other financial instruments). These, in turn, are used to reduce short-term market exposures.

Certain commodity contracts are entered into primarily for own use purposes to supply to existing customers or 1o fuel existing power
stations. However, as noted, a number of these contracts do not qualify for own use treatment under |AS 39 and are subject to fair value
measurement through the income statement. In addition to this, the Group enters inte certain contracts to manage commadity price and
volume risk. These are also subject {0 fair value measurement through the income statement. Finally, certain other physical contracts are
treated as the hedging instrument in documented cash flow hedging relationships where the hedged item is the forecast future purchase
requirement to meel production or customer demand. The accounting policies associated with such items are explained in note 1.

The consequential commodity risk which derives from these activities is quantified by the use of a Value at Risk [VaR] madel which considers
exposures in all commadities and provides an estimate of the potential change to the Groups forecast profits over a given period and to a
given confidence level. The calculated financial risk is centrelled through the imposition of a number of risk limits approved by the Board
and monitered and managed by the Risk and Trading Committee. The Group’s exposure to commodity risk is reported to and monitared
by the Risk and Trading Committee and to the Board by exception.

The Group's exposure to commodity price risk according to IFRS 7 is measured by reference to the Group's IAS 37 commodity contracts.
IFRS 7 requires disclosure of sensitivity anatysis for market risks that is intended to illustrate the sensitivity of the Group's financial position
and performance to changes in market variables impacting upen the fair value or cash flows associated with the Group's financial instruments.

Therefore, the sensitivity analysis provided discloses the effect on profit or loss and equity at the balance sheet date assuming that a
reasonably possible change in the relevant commodity price had occurred, and been applied to the risk exposures in existence at that date.
The reasonably possible changes in commodity prices used in the sensitivity analysis were determined based on calculated or implied
volatilities where available, or historical data.

The sensitivity analysis has been calculated on the basis thal the properticn of commodity contracts that are 1AS 39 financial instruments
remains consistent with those at that point. Excluded from this analysis are all commodity contracts that are not financial instruments
under 1AS 39.

2011 2019

Reasanably Reasonably
possible possible
increase/ increase/
decrease in decrease in
Base price (i varlable Base price (il variable

Commodity prices
UK gas [p/therm) 72 +/-10 44 +/- 4
UK power [£/MWh] 63 +/-9 43 +/-4
UK coal [US$/tenne) 132 +/-13 97 +f- 1
UK emissions [€/tonnel 19 +/-3 14 +-2
UK oil (US$/bbl) 109 +-12 86 +/-10

lil The base price represents the average forward markel price over the duration of Lhe active market curve used to calculate the sensitivity analysis.
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31. FINANCIAL INSTRUMENTS AND RISK (continued)
B. RISKS FROM USE OF FINANCIAL INSTRUMENTS [continued]

The impacts of reasonably possible changes in commedity prices on profit after taxation based on the raticnale described are as follows:

2011 2010
Impact on Impact on Impact on Impacton
profit equity profit equity
€m £m £m £m
Incremental profit/{loss)
Commodity prices combined ~ increase 257.3 - 196.0 -
Commedity prices combined ~ decrease (257.3) - 1196.0) -

The sensitivity analysis provided is hypothetical and is basec on the Group's cemmodity contracts under 1AS 39. This analysis should be
used with caution as the impacts disclosed are not necessarily indicative of the actual impacts that would be experienced. It should also
be noted that these sensitivities are based on calculatiens which do not consider all interrelationships, conseguences and effects of such
a change in those prices. '

livl Currency risk

The Group publishes its consclidated financial statements in sterling but also conducts business in fareign currencies. As a result, itis
subject to foreign currency exchange risk arising from exchange rate movements which wilt be reflected in the Group's transaction cosis
or in the underlying foreign currency assets of its foreign operations.

The Group's policy is to use forward contracts, swaps and options te manage its exposures ta foreign exchange risk. All such exposures are
transactional in nature, and relate primarily to procurement contracts, commodity purchasing and related freight reguirements, commadity
hedging, long term plant servicing and maintenance agreements, and the purchase and sale of carbon emission certificates. The Group’s
policy is to seek to hedge 100% of its currency requirements arising under all committed cantracts excepling commadity hedge transactions,
the requirements for which are significantly less predictable, The poticy for these latter transactions is to assess the Group's requirements
on a rolting basis and to enter into cover contracts as appropriate.

The Group has foreign subsidiary operations with significant euro-denominated net assets. The Group's policy is to hedge its net invesiment
inits foreign operations by ensuring the net assets whose functional currency cash flows are denominated in euros are matched by borrowings
in euros. For the acquired net assets whose functional cash flows are in sterling, the Group will ensure sterling denaminated borrewings
are in place to minimise currency risk.

Significant exposures are reported to, and discussed by, the Risk and Trading Committee on an ongaing basis and additionally form part
of the bi-annual Treasury report to the Audit Committee.

At the balance sheet date, the total nominat value of outstanding forward foreign exchange contracts that the Group has committed to is:

2014 2010
£m Em
Forward foreign exchange contracts 2,074.4 1,864.8
The Group's exposure to foreign currency risk was as follows:
20m 2010
DXK CHF DKK CHF
¥m {rmillion] €m sm {million) ¥m |Imillion) €m $m |millian}
Loans and borrowings 28,000.0 - 564.8 150.0 20.0 28,000.0 - 1.370.0 210.0 -
Purchase and commaodity
contract commitments - 1,0346.8 415.0 1,859.7 - 253.4 8431 6275 28184 -
Gross exposure 28,0000 1,038 1,079.8 2,009.7 20.0 28,253.4 8431 19975 30284 -
Forward exchange/
swap contracts 28,000.0 1,035.8 770.0 1,682.3 20.0 78,253.4 843.1 843.2 15389 -
Net exposure lin currency) - - 309.8 327.4 - - - 11543 14895 -

Net exposure {in £m) - - 273.7 203.8 - - - 1,028 980.5 -
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This represents the net exposure to foreign currencies, reported in pounds sterling, and arising from all Group activities. All sensitivity
analysis has been prepared on the basis of the relative propartions of instruments in foreign currencies being consistent as at the balance
sheet date. This includes only monetary assets and liabilities denominated in a currency other than sterling and excludes the translation

of the net assets of foreign operations but not the corresponding impact of the net investment hedge.

The sensitivity analysis is indicative anly and it should be noted that the Group’s exposure to such market rate changes is continually changing,
The calculations are based cn linear extrapolations of rate changes which may naot reflect the actual resutt which would impact upon the Group.

A 10% increase in foreign currency exchange rates would have had the following impact on profit after taxation, based on the assumptions

presented above:

Enuity Income Statement
At 31 March At 31 March At 31 March At 31 March
2011 2010 201 2010
£m Em Em Em
US Dollars - - 16.5 78.4
Euro 58.8 58.4 (46.6) 23.9
DKK - - - -
¥ - - - _
CHF - - - -
58.8 58.4 (30.1) 102.3

The jmpact of a 10% decrease in rates would be an equal and opposite change in the annual charge.

[v) Interest rate risk

Interest rate risk derives from the Group's exposure ta changes in the value of an asset or liability or future cash flows through changes

in interest rates.

The Group’s pelicy is to manage this risk by stipulating that a minimum of 50% of Group borrowings be subject ta fixed rates of interest,

either directly through the debt instruments themselves or through the use of derivative financial instruments. Such instruments include
interest rate swaps and options, forward rate agreements and, in the case of debt raised in currencies other than sterling, cross currency
swaps. These practices serve to reduce the volatility of the Group’s financial performance.

Aithough interest rate derivatives are primarily used to hedge risk retating to current borrowings, under certain circumstances they may
alsc be used te hedge future borrowings. Any such pre-hedging is unwound at the time of pricing the underlying debt, either through cash
settlernent on a net present value basis or by transacting offsetting trades. The Hoating rate borrowings mainly comprise commerciat paper
issued at interest rates of LIBOR plus a variable margin and cash advances {from the European Investmant Bank (EIBI.

The impact of a change in interest rates is dependent on the speciiic details of the financial asset or liability in question. Changes in fixed
rate financial assets and liabilities, which aceount for the majority of cash, loans and borrowings, are not measured at fair value through
the income statement. In addition to this, changes to fixed-to-floating hedging instruments which are recorded under cash flow hedge
accounting also do not impact the incore statement. Changes in variable rate instruments and hedging instruments and hedged items
recorded under fair value hedge accounting are recorded through the income statement. The exposure measured is therefere based on

variable rate debt and instruments.

The net exposure 1o interest rates at the balance sheet date can be summarised thus:

201 2000
Carrying Carrying
amount amount
£m Em

Interest bearing/earning assets and liabilities:
- Fixed {4,258.4) 14,833.6
- Floating {1,015.2) (1,0%0.7]
[5,274.6) (5.924.3])

Represented by:

Cash and cash equivalents 476.9 261.7
Derivative financial liabilities (116.5) (110.5]
L.oans and borrowings [5,262.8) (5,691.11
Finance tease obligations 1372.2) (384.4)

[5,274.6) [5,924.3]
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for the year ended 31 March

31. FINANCIAL INSTRUMENTS AND RISK [continued)
8. RISKS FROM USE OF FINANCIAL INSTRUMENTS [continued]

Foltowing from this, the table below represents the expected impact of a change in 100 basis points in shert term interest rates at the
reporting date in relation to equity and income statement. The analysis assumes that all other variables, in particular foreign currency
rates, remain constant. An increase in exchange rates would be a change to either the income statement or equity, The assessment is
based on a revision of the fair value assumpticns included in the calculated exposures in the previous table.

All sensitivity analysis has been prepared on the basis of the proportion of fixed to floating instrumentis being cansistent as at the balance
sheet date and is stated after the effect of taxation.

The sensitivity analysis is indicative only and it should be noted that the Group's exposure to such market rate changes is continually
changing. The calculations are based on linear extrapotations of rate changes which may not reflect the actual result which would impact
upan the Group.

201 200

£m £m

Income statement 10.4 9.9
10.4 9.9

The impact of a decrease in rates would be an identical reduction in the annual charge. There is no impact on equity as the analysis relates
to the Group’s net exposure at the balance sheet date. Contracts qualifying for hedge accounting are, by definition, part of the Group's
covered position.

[vi} Primary statement disclosures

For financial reparting purposes, the Group has classified derivative financial instruments into two categoeries, operating derivatives and
financing derivatives. Operating derivatives include alt qualifying commodity contracts including those for electricity, gas, oil, coal and
carbon. Financing derivatives include all fair value and cash flow interest rate hedges, non-hedge accounted Imark-to-market] interest
rate derivatives, cash flow foreign exchange hedges and non-hedge accounted foreign exchange contracts. Non-hedge accounted contracts
are treated as held for trading.

The net movement reflected in the Income Statement can be summarised thus:

2011 2010
£m Em
Operating derivatives
Total result on aperating derivatives [i} 887.9 13,449.6)
l.ess: Amouats settled liil 573.9 3.881.8
Movement in unrealised derivatives 1,461.8 432.2
Financing derivatives (and hedged items)

Total result on financing derivatives (i} (935.9] 1640.4)
Less: Amounts settled (i) 8%1.5 604.1
Movement in unrealised derivatives (44.4) {36.5)
Net income statement impact 1,617.4 395.7

{i) Tolal result on derivatives in the income statement represents the total amounts [charged) or credited to the income staternent in respect of operating
and linancial derivatives.

fil Amounts setiled in the year represent the result on derivatives Lransacled which have matured or been delivered and have been included within the total
result on derivatives.
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The net derivative financial assets and [Liabilities) are represented as follows:

2011 2010
£m Em

Derivative financial assets
Non-current 990.1 4663
Current 2,525.5 1,468.3
3,515.6 1,934.6

Derivative liabilities

Non-current [769.3) [899.0]
Current (2,307.5) (2,020.7]
Total derivative liabilities (2,075.8) (2.919.7]
Net asset/(liability) 438.8 [985.1]

Fair Value Hierarchy

The following table provides an analysis of financial instruments that are measured subsequent te initial recognition at fair value, grouped
into Levels 1to 3 based on the degree to which the fair value is observable.

+ Level 1 fair value measurements are thase derived from unadjusted quoted market prices for identical assets or liabitities,

3 Level 2 fair value measurements are those derived from inputs ather than quoted prices included within level 1 that are observable
for the asset or liability, either directly lie a5 prices} or indirectly [ie derived from prices].

2+ Leve! 3 fair value measurements are these derived from valuation technigues that include inputs for the asset or liability that are not
based on observable market data.

Level | Level 2 Levei 3 Total
Financial assets
Energy derivatives 2123 3.225.4 - 3,437.7
Interest rate derivatives - 322 - 32.2
Foreign exchange derivatives - 45.7 - 45.7
2123 33033 - 3,515.6
Financial liabilities
Energy derivatives (132.4] (2,779.4) - {2,911.8)
Interest rate derivatives - (149.0) - (149.0)
Foreign exchange derivatives - (16.0 - (16.01
Loans and borrowings - 28.6 - 28.6
[132.4) 12.915.8) - (3,040.2]

There were no significant transfers out of level 1 into level 2 and out of level 2 into level 1 during the year ended 31 March 2011,

Ivii) Cash flow hedges

The Group designates contracts which qualify as hedges for accounting purpases either as cash flow hedges or fair value hedges. Cash flow
hedges are contracts entered into to hedge a forecast transaction or cash flow risk generally arising from a change in interest rates or fareign
currency exchange rates and which meet the effectiveness criterta prescribed by IAS 39, The Group's accounting pelicy on cash flow hedges
is explained in note 1.

The following table indicates the contractual maturities of the expected transactions and the gualifying cash flow hedges associated:

Cash flow hedges
2011 m 2011 2011 2011 2011 010 2010 2010 2010 2010 2010
Carrylng Expected D12 1-2 2-5 >5 Carrying Expected 0-12 1-2 2.5 >5
amount cash flows maonths years years years amcunt cash flows months years years years
Em £m £m £m €m £m £m Em Em Em £m Em
Interest rate swaps:
Liahilities (4.0 4.0 12.2) 1.3) (0.5) - {7.1) (7.1] {3.2] 12.1] {1.8) -
Forward exchange
contracts:
Assets 18.5 (237.8) {186.2) [(11.8) [(19.5) (20.3] 220 (543.5) (48551 (1188 (19.4] (268
Liabilities 10.6) 110.2) (5.5) (4.7 - - [1.1] 13.3) (2.0 {1.24 (0.1] -

17.9 (248.00 (191.7) [16.5) 1{19.50 (20.3 209 (546.8) [487.5)  (13.00 119.5] {268
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31. FINANCIAL INSTRUMENTS AND RISK {continued]
B. RISKS FROM USE OF FINANCIAL INSTRUMENTS [continued)

Net investment hedge

The Group's net investment hedge consists of debt issued in the same currency (€] as the net investment in foreign subsidiaries with

€ denominated functional currencies being the Aértricity Supply business and the Ireland and European wind farm portfolios, The hedge
compares the element of these net assets whose functional cash flows are denominated in € to the matching partion of the € borrowings
held by the Group. This therefore proviges protection against movements in foreign exchange rates.

Gains and losses in the hedge are recognised in equity and will be transfarred to the income statement on disposal of the foreign cperation
(2011 - £4.3m gain, 2010 - £47.2m loss). Gains and losses on the ineffective portion of the hedge are recognised immediately in the income
staterment [2011 - Enil, 2010 - £nil).

[viii) Capital management

The Board's policy is to maintain a strong balance sheet and credit rating sc as to maintain investor, creditor and market confidence and

to sustain future development of the business. The Group’s credit ratings are also important in maintaining an efficient cost of capital and
in limiting collateral reguirements throughout the Group. As at 31 March 2011, the Group's long term credit rating was AJ stable outlook for
Moody's and A- stable outlock for Standard & Poors. These remained unchanged in the year ta 31 March 2011. Further detail of the capital
management objectives, policies and precedures are included in the 'Financial management and batance sheet” section of the Financial
Overview at pages 20 to 22 of this report.

The maintenance of 2 medium-term corporate model is a key control in monitoring the development of the Group's capital structure, and
allows for detailed scenarios and sensitivity testing. Key ratios drawn from this analysis underpin regular updates to the Beard and include
the ratios used by the rating agencies in assessing the Group's credit ratings.

From time-to-time the Group purchases its ewn shares an the market; the timing of these purchases depends on market prices and economic
conditions. The use of share buy-backs is the Group’s benchmark for investment decisions and can be utilised at times when managerment
believe the Group's shares are undervalued. No share buy-back was made during the year.

The Group's debt requiremants are principally met through issuing bonds denominated in sterling and eures as well as medium term bank
teans predominately with the European Investment Bank. The Group also maintains £1bn of committed bank facilities that act as a backstop
to the Group's commercial paper programme and these remain undrawn for the majority of the time.

In October 2010 the Group issued it's debut Hybrid bond, & financial instrument which brings tegether features of both debt and equity and
is perpetual and subordinate 1o all senior creditors. The dual tranche issue comprised £750rm and €300m |E461m] and has an all-in funding
cost of around 5.6% per annurm. There is no fixed redemptien date but SSE may, at its sole discretion, redeem all. but not part cf, these
bends at their principal amount on 1 October 2015 or 1 Qctober 2020 or any subsequent annual coupon payment date. The issue of the
Hybrid bond and the equity placing back in January 2009 reilects the Group’s prudent approach to financing investment and has also
enhanced the Group's future cptions by providing additional sources of funding. .

In summary, the Group’s intent is to balance returns to shareholders between current returns through dividends and long-term capital
investment for growth, In doing so, the Group will maintain its capital discipline and will continue to operate within the correct economic
environment prudently. There were no changes to the Group's capital management appreach during the year.
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32. RELATED PARTY TRANSACTIONS
The immediate parent and ultimate conirolling party of the Group is Scottish and Southern Energy pic lincarporated in Scotland].

Balances and transactions between the Company and its subsidiaries, which are related parties of the Comnpany, have been eliminated on
consalidation and are not disclosed in this note. Details of transactions between the Group and other related parties are disclosed below.

il Trading transactions
The following transactions took place during the year between the Group and entities which are related to the Group but which are not
members of the Group. Related parties are defined as those in which the Group has controt, joint control or significant influence over.

Purchase of Purchase of

Sale of goods goods and Other Sale of goods goods and Ocher
and services services transactions and services services transactions
2011 20 0M 2010 2010 2010
£m £€m £m £m Em Em

Jointly controlled entities: .
Seabank Power Limited 7.9 {121.3} 225 3.0 1107.1) 71
PriDE [SERP} Limited 39.7 - - 40.5 - -
Scotia Gas Networks Limited 41.8 [131.2) - 54.9 [145.01 -
Marchweod Power Limited - (82.7) 14.6 315 [65.7] -
Greater Gabbard Offshore Winds Ltd 4.3 (0.2 - 39 - -

Associates:

Barking Power Limited 0.9 (45.3) 6.1 28 (135.5) 15.2
Derwent Cogeneration Limited 33.8 (53.2) - 306 [96.6] -
Legan Energy Ltd - (0.1} - 0.8 - -
Onze Limited - (4.3) - - [0.1] [4.9)
Geothermal International Limited - [0.8) - - - -
Aguamarine Power Limited - - 0.1 - - -
Green Highland Renewables Limited - - - 0. - -
Vital Holdings Limited 0.2 (0.6) - 1.1 [0.8] -

The transacticns with Seabank Power Limited, Barking Power Limited and Derwent Cogeneration Limited relate lo the contracts for the
provision of energy or the telling of energy under power purchase arrangements. Other transactions with Seabank Power Limited and
Barking Power Limited relate to dividends received by the Group. PriDE {SERP] Limited operates a long-term contract with Defence Estates
for management of MoD facilities in the South East of England. All operational activities are sub-contracted to the ventures partners
including Southern Electric Contracting Limited. Scotis Gas Networks Limited has operated the gas distribution networks in Scottand
and the South of England from 1 June 2005. The Group's gas supply activity incurs gas distribution charges while the Group also pravides
services to Scotia Gas Networks in the form of a management service agreement for corporate services, stock procurement services and
the provision of the capital expenditure on the development of front office management information systems.

The balances cutstanding with related parties at 31 March were as follows:

Consolidated

Amounts owed by . Amounts cwed 1o
related parties related parties
2011 2010 201 2010
£m fm £m im
Jointly controlled entities:
Seabank Power Limited 0.3 0.3 25.9 26.0
PriDE [SERP] Limited 0.3 7.0 0.6 -
Scotia Gas Networks Limited 15.7 16.4 121 1.3
Marchwood Power Limited 0.1 - 7.3 7.0
Associates:
Barking Power Limited - Vo4 1.0 9.3
Derwent Cogeneration Limited 341 20 1.8 9.4
Onzo Limited 5.2 - 0.9 1.2
Logan Energy Ltd - - - 0.1

The amounts outstanding are trading balances, are unsecured and will be settled in cash. No guarantees have been given or received.
Mo provisions have been made for doubtful debts in respect of the amounts owed by related parties. Aggregate capital loans to jointly
controlled entities and assaciates are shown in note 14.
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32. RELATED PARTY TRANSACTIONS [continued)

Remuneration of key management personnel
The remuneration of the key managerment personnel of the Group, is set out below in aggregate.

201 200
€m Em

Short-term employment benefits
Executive Directors 3.7 3.6
Other Management Board members Hram 1 January 2011) 0.3 -
4.0 3.6

Key managernent personnet are responsible for planning, directing and controlting the operations of the Group. From 1 January 2011 these
were identified as the Management Board, which is made up of the Executive Directors and six senior mzanagers.

In addition, the key management personnel receive share based remuneration, details of which are found at note 30. Further information
abeut the remuneration of individual Directors is provided in the audited part of the Directors’ Remuneraticn Report. The Executive
Directors are employed by the Company,

Information regarding transactions with post-retirement tenefit plans is included in note 29.

33. COMMITMENTS AND CONTINGENCIES

(i) Capital commitments

2011 2010
Em Em

Capital expenditure:
Contracted tor but not provided 1,146.9 994.5

Contracted for but not provided capital commitments inctudes the fixed contracted costs of the Group’s major capital projects. In practice
contractual variations may arise on the final settlement of these contractual costs.

{iil Operating lease commitments

[al Leases as lessee:

2011 2010
Em Em

Amount included in the income statement relating to the current year leasing arrangements
Minimum lease payments - power purchase agreement 182.0 2296
Other lease payments 37.7 41.6
219.7 271.2

At the balance sheel date, the Group had outstanding commitrments for future minimum lease payments under non-cancellable operating
leases, which falt due as follows:

201 2010
£m Em
Power purchase agreements
Within cne year 120.8 1781
In second to fifth years inclusive 358.0 374.9
After five years 156.5 2177
£35.3 770.7
Other leases
Within cne year 51.6 41.0
In second to fifth years inclusive 933 3.0
After five years 139.4 94.3
284.3 198.3
Total
Within one year 172.4 2191
In second to fifth years inclusive 451.3 437.9
After five years 295.9 212.0

19.6 969.0
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The average power purchase agreement lease term is 5 years.

The obligations under power purchase agreements with various power generating companies are not deemed to quality as finance leases
under IAS 17.

The Company has no operating lease commitments as a lessee,

(b) Leases as lessor:
The Group and Company have no operating lease commitments as a lessor.

liii] Guarantees and indemnities .
Scottish and Southern Energy plc has provided guarantees on behalf of subsidiary, joint veniure and associated undertakings as follows:

201 2010

Em £m

Bank borrowing 400.0 -
Perfermance of contracts 1,851.9 2,0421
Purchase of gas 50.5 40.5

The Cempany has entered intc guarantees in respect of 50% of the major contracts for the Greater Gabbard Offshore Winds joint venture
project which is reflected in the above guarantees,

tn addition, unlimited guarantees have been provided on behalf of subsidiary undertzakings in relation to six cantracts in respect of performance
of work and any liabilities arising. Southern Electric Power Distribution plc and the Cornpany have provided guarantees to the Southern
Group of the ESPS in respect of the funding required by the scheme. Scottish Hydro Electric Power Distribution plc and the Campany have
provided guarantees to the Scottish Hydro Electric Pension Scheme in respect of funding required by the scheme. SSE E&P UK Limited,

a wholly owned subsidiary of the Company, has provided a guarantee to Hess Limited in respect of decommissioning liabilities.

The Group has drawn down £400m from its European Investment Bank facility in the year. S5E Renewables Holdings Limited and SSE
Generation Limited, both wholly awned subsidiaries of the Company, have entered into guarantee and indemnity agreements with the
European Investrment Bank for the amounts drawn down.

Where the Company enters into financial guarantee contracts 1o guarantee the indebtedness of other companies within its Group, the Company
considers these to be insurance arrangements, and accounts for themn as such. In this respect, the Company treats the guarantee contract
as a contingent liability until such time as it becomes probable that the Company will be required to make a payment under the guarantee.
34. POST BALANCE SHEET EVENTS

On 14 April 2011 the Group disposed of three wind farms to Infinis for a final cash consideration of £178.4m. The wind farms were included
in assets held for sale in note 14, No profit or loss was recognised on this transaction.
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Shareholder information

Shareholder enquiries

Share Registrar:

Capita Registrars, The Registry,
34 Beckenham Road, Beckenham,
Kent BR3 4TU

Telephone: 0B45 143 4005
Email: ssef@capitaregistars.com

Financial calendar
Annual General Meeting
21 July 2011

Ex dividend date
27 July 201

Record date
29 July 2011

Final date for receipt of Scrip Elections
lin raspect of the 2010/11 final dividend!
25 August 2011

Final dividend payable
23 Septernber 2011

Half year results announcement”
9 Novernber 2011

Website ~ www.sse.com

The Company’s website contains a wide
range of information including a dedicated
Investors section where you can {ind further
information about shareholder services
including:

share price informaticn;

dividend history and trading graphs;

the Serip Dividend Scheme;

telephone and internet share dealing: and
downloadable sharehalder forms.

el

Mobite users

If you use a mobile phone with a barcode
scanning application, you can scan the
barcode below to access a copy of our
website from your mobile device, If you
don’'t have a mobile phone with a barcode
scanning application you can still visit
www sse_com/mobile for a mobile-friendly
version of the Campany’s website,

* Provisicnal date.

eCommunications programme

To sign up to our eCommunications
Programme visit www.sse.com/investars/
ecornmsprogramme, As a thank you we
will donate £2 on your behalf to the World
Wildlife Fund's (WWF International
Forest Programme. In 2010, SSE made

a donation of over £22,000 to this fund

on behalf of shareholders.

Keep us informed

Keep us informed of changes to your
email address by visiting www.sse.com/
investorsfecommsprogramme and follow
the instructions under ‘update your
email address’

Capy reports

Copies of the Annual Report and Accounts
2011 can be obtained, free of charge, from the
Corpany Secretary, Scottish and Southern
Energy plc, Inveralmond House, 200 Dunkeld
Road, Perth PH1 3AQ or by accessing the
Company's website at www.sse.com.
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For further infermation
about SSE, please contact:

Scottish and Southern Energy plc
Corporate Affairs

Inveralmond House

200 Dunkeld Road

Perth PH1 3AQ

UK

T:+44 (011738 456000
E: infoldsse.com
WWW,558,.L0m

Follow the latest news
from SSE on Twitter at:
www.twitter.com/sse

Registered in Scotland No, 117119
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methods which aim to mmnimise the impact on our
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