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Chairman’s statement

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.

This repert summarises SSE's performance in
2011/12 and its plans for 2012/13 and beyond.

There are three issues over which SSE has

no controt but which in one way or another
touched every part of its business in 2011/12
—upheaval in global energy markets,
widespread economic uncertainty and the
weather. Higher wholesale gas prices, falling
demand for energy and a succession of winter
storms presented major challenges for the
wholesale, retail and networks parts of SSE.

The fact that, despite all of this, SSE again
delivered increases in the full-year dividend
and in adjusted profit before tax® demonstrates
the resilience inherent in its balanced model
of market-based and economically-regulated
energy businesses, and the robustness of

its strategy of focusing on operations and
investment in each of those businesses. It also
demonstrates the outstanding commitment
and professionalism of the people who work
for SSE throughout the UK and Ireland, where
the Company's operations and investments
are focused.

In very challenging circumstances, the 2%
increase achieved by S5E in adjusted profit
before tax® in 2011/12 was a solid result and it
Is particularly encouraging to see such a good
performance in Networks, which for so long
have been SSE's backbone, Also encouraging
was the increase in capadity for, and output of,
renewable energy. In both of these areas there
has been significant investment in recent years,
the benefits of which are now coming through.

For some people, ‘profit’ and ‘dividend’ are
contentious words when it comes to energy,
which is not a discretionary purchase but
essential to the functioning of modern life.
The reality is, however, that profit and dividend
allow SSE to employ people, pay tax, make
investments that keep the lights on and
provide an income return that shareholders
need. In doing this, SSE aims to provide social
value gs well as economic value.

As a result of this, SSE recognises that it must
centinually earn the right to make a profit and
pay dividends and that it must do so inan
environment int which trust In business and
other institutions hos ercded significantly

and in which there will be other significant
challenges. This means that 2012/13 and
beyond will be about SSE continuing the work
to earn the trust of customers in retail and
business markets, detivering reliable supplies
of energy to network customers and investing
In assets to support secure and lower-carbon
supplies of energy in the future,

The more some things change in the future,
however, the more others should stay the
same, That means SSE must adhere to

its core values of Safety, Service, Efficiency,
Sustainability, Excellence and Teamwork.
These are the values of an organisation that
is cornmitted to the tong-term provision of
services, investment in assets and payment
of dividends and they are the values on which
SSE expectsto be judged.

With such a strong commitment to values,
there can be every confidence that SSE

wilt extend further its record of annual
above-inflation dividend growth. SSE paid

its first full-year dividend in 1999. Since then,
there have been 13 successive above-inflation
increases. The target for 2012/13 is to deliver
a 14th increase In the full-year dividend of

at least 2% more than inflation.

At heart, SSE remains a consistent and
straightforward company — providing vita!
services to customers, investing In essential
energy assets and paying dividends to
shareholders every year. It is a company
with which | believe customers, shareholders,
employees and the Board should be pleased
to be associated now and in the future,

Lord Smith of Kelvin .
Chairman
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The energy sector
Global context

The production of electricity and gas for customers in the
UK and Ireland is a market-based activity in which producers,
retailers, large users and other energy traders buy and sell
electricity and gas like any other commodity.

As the decline of oil and gas production from the UK Continental
Shelf continues, there is a continuing integration of UK energy
prices in the wider global market, which means macro economic
and geopolitical factors are important. During 2011/12, the energy
market was affected by world events including the Eurozone
instability, the Arab Spring and the ongoing effects of the
tsunami-hit Fukushima power plant disaster.
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The energy sector (continued)
Great Britain '

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
TQ GENERATE ELECTRICITY.

ELECTRICITY TRANSMISSION

USING HIGHER VOLTAGE LINES AND CABLES
TO TRANSMIT ELECTRICITY FROM GENERATING
PLANT TQ THE DISTRIBUTION NETWORK.

O

ELECTRICITY DISTRIBUTION

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

o

ELECTRICITY SUPPLY
RETAILING ELECTRICITY TO HOUSEHOLD,
SMALL BUSINESS AND INDUSTRLIAL 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 over 20 years,

Reflecting its island status, Great Britain's
energy (ie electricity and gas) sector s largely
free-stonding with the exception of some
electricity interconnection with Ireland and
mainland Europe and some gas pipelines
from mainland Europe and to Ireland

(see the map on page 3).

Around 30 million homes, offices and
husinesses are connected to the electricity
network in Great Britaln and around

23 million to the gas network. Total electricity
consumption in Great Britain in 2011 (the
latest for which information is avallable)
was 371TWh and total gas consumption
was 906TWh.

The stoted goal of the UK government’s
energy policy is to achieve secure, affardable
and low-carbon energy In the years and
decades ahead.

The sector is split between activities which are
economically-regulated {energy 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 transportation (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 networks
in GB} ~ high voltage electriclty wires
and cables;

+ electricity distribution {14 networks in GB)
- lower voltage wires and cables delivering
electricity to customers’ premises;

<+ gas transmission (one network in GB) —
high pressure gas pipelines; and

+ gas distribution (eight networks in GB) -
lower pressure pipes delivering gasto
customers’ premises,

Distribution networks are each owned and
operated by the same company. Transmission
networks have a single, GB-wide system
operator — National Grid operates the GB
electricity and gas systems.

0%

Over 40% of gas used

in the UK was imported.
This is likely to increase
to around 80% in 2020.

The companies operating these networks are
the subject of economic regulation through
a Price Control set by Ofgem which sets for
periods 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
investment they are able to make in
maintaining and upgrading the networks.
The networks each have a Regulated Asset
Value (RAV), which represents:

4 the price paid for them when they
were privatised; plus

+ allowed capltal expenditure; less

+ annual depreciation.

The RAV is indexed to the Retait Price Index.

Companies cannot charge network users
more than is allowed under the Price Control.
If. In any year, a regulated energy network
company's revenue [s greater {over recovery)
or lower (under recovery) than is allowed
under the relevant Price Control, the difference
is carried forward and the subsequent prices
the companies may charge are varied.

Overall, Ofgem seeks to strike the right balance
between attracting Investment in electricity
and gas netwaorks, encouraging companies

to operate them as efficiently as possible

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 fransmission,
gas transmission and distributlon); and

+ 31 March 2015 (electricity distribution).

For future Price Controls, Ofgem is using its
new RIIO {Revenue = Incentives + Innovation
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+ Outputs) madel, which Is designed to secure
greater stakeholder engagement In, and
deliver an outputs-led approach to, energy
network regulation.

Electricity and gas markets

In line with its island status, around 98% of
the electricity consumed by UK custemers is
generated in the UK. At 30 May 2011 {the latest
date for which data is available), there were
26 electrlcity generators with more than SOMW
of capacity operating in Great Britain, In total
there was around 85GW of installed capacity.

In the year 2010/11, over 40% of the gas

used in the UK by customers and by electricity
generators was imported vig pipelines from
European gas fields, the England-Belgium
pipeline or fiquefied notural gas terminals. This is
set to Increase significantly in the years ahead, as
production of gas from the North Sea declines.

The production of electricity and gas for
customers In Great Britain is a market-based
" activity with wholesale markets In which:

+ producers {generators), retailers (or
suppliers}, large users, National Grid
Electricity Transmission Ltd and cther energy
traders buy and sell electricity like any other
commedity. It can be purchased through
bilateral contracts of various lengths and
through trading in the morket; and

+ producers, shippers, retailers, electricity
generators, large gas users, National Grid
Gas plc and other energy traders buy and
sell gos like any other commodity. As with
electricity, gos (natural or iquefied natural)
can be purchased through bilateral
contracts of various lengths and through
trading in the market.

It Is part of Ofgem’s respansibility to licence
electricity generation and te make sure that
electricity and gas markets are competitive,

The markets are designed to maintaina
downward pressure on the cost of electricity
and gas, for the benefit of customers, and

to encourage greater diversity in the supply
of fuels in order to enhance energy security.
There are alse related markets for coal, oil and
carbon dloxide emissions permits required
for electricity generatlon.

Gas storage

Unlike electricity, gas con be stored in
large-scale facllities such as under ground
caverns. Customers of these facillties can
have gas injected or withdrawn, according

to their needs, which means they can manage
their gas portfolio more effectively and the
country benefits from greater gas security.

Electricity and gas retailing

In the retail electricity and gas markets,
custamers are free to choose their retailer

{or supplier). It Is the responsibility of the
retailer to buy the electricity and gas customers
need, arrange for it to be distributed to them
through the relevant networks, provide the
associated services such as metering and
billing and pramote the efficient use of energy.

At 31 March 2012, there were six electriclty and
gas suppliers in Great Brltain with a market
share egch of more than 5%. Across Europe,
only the markets in Poland, Slovenia and
Romania have a larger number of suppllers
with o market share of more than 5%.

Ofgem is responsible for licensing the supply
of electricity and gas and afso scrutinises
retall prices for electricity and gas and the
averall effectiveness of the retail energy
market, Its Retail Market Review represents
Ofgem’s attempt to enhance competition
in the retail energy market and make it work
more effectlvely so that the benefits can be
reqtised for more consurners.

SSE price tracker showing components of a typical dual fuel bill

SSE in gus
SSE is involved 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.

2,

GAS STORAGE

USING CAVERNS TO STORE LARGE VOLUMES
OF NATURAL GAS {JNDER GROUND FOR
USE AT A FUTURE CATE,

©

GAS DISTRIBUTION

LISING FIPES TO DISTRIBUTE GAS FROM
THE TRANSMISSION NETWORK TO HOMES,
'WORKPLACES AND OTHER PREMISES.

4]

GAS SUPPLY

RETAILING GAS TO HOUSEHOLD,
SMALL BUSINESS AND INGUSTRIAL
AND COMMERCIAL CUSTOMERS.
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The energy sector (continued)

Ireland

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 [reland (ROI) and Northern
Ireland (NI). At the same time Ithas a
common electricity wholesale market.

As in GB, Ireland has limited interconnection
consisting of;

+ the 500MW Moyle interconnector;

+ the Scotland-Northern Ireland gas pipeline;
and

+ the Scotland-Republic of Ireland gas pipeline.

An additional 500MW Interconnector is
under constructlon between Dublin and
Wales, which Is scheduled to come online
by Novemnber 2012,

Ireland is hugely dependent on fossil fuel,
over 90% of which Is imported. lreland has
very limited gas storage. However, a new gos
preduction field is being developed off the
west coast.

Both governments have set a target of
40% renewable electricity to be delivered
by 2020, which will require approximately
5,000MW of renewable capacity to be
installed across the island. Renewables,
mainly hydro and wind, currently supply
15% of electricity demand. The electricity
Transmisston Systerm Operator (TSO),
EirGrid announced that Ireland had reached
2GW of installed wind capacity as of March
2012, With largely untdpped offshore
resources [reland has a significant opportunity
to be an exporter of renewable energy.
The British Irish Council is currently looking
at removing barriers to cross-border
renewables trading.

Economic regulation of networks

The Commission for Energy Regulation
(CER} and the Northern Ireland Utility
Regulater (NIAUR) regulate the electricity
and natural gas markets in Rol and

NI respectively.

The state-owned {Rol) Electricity Supply
Board (ESB) owns and operates the
distributlon and transmission networks in
ROI and NLI. Simllarly to GB, these assets
are regulated through Price Controls set
by CER and NIAUR for five-year periods.

Ireland and Northern Ireland
electricity fuel mix (combined) - %

The current price controls in Rol will run until
2015 and 2012 in NL

The TS0 in Rol is EirGrid ple with SONI Ltd,
a whaolly-owned subsidiary of EirGrid plc,
operating the system in NI

In Rol, state-owned Bord Gais owns,
maintains and develops the gas transmission
and distribution networks while Gaslink, a
ring-fenced business within Bord Gais, operates
the transmisslon system. Regulated by the
CER, the current price control runs until 2012.

In NI the gos market is in the early stage of
development. Two companies Firmus Energy,
a subsidiary of Bord Gais, and Phoenix Natural
(as own and operate separate distribution
networks, regulated by NIAUR. Phoenix’s price
control ended in 2011 and s currentiy being
reviewed by the Competition Cormmission,
while Firmus' runs to 2013,

Electricity and gas markets

Across Rol and NI there is a common
wholesale electricity market; the Single
Electricity Market (SEM). This market operates
with dual currencies (Euro and Sterling) and
dual support mechanisms for renewabte
energy. In 2011 the SEM controlled over
6,000MW of fully dispatchable generation
and supplied over 33TWh, costing around
€2bn. The retail market continues to operate
as two separate markets with around 2 million
customers in the Republic of Ireland and

0.8 million in Northern Ireland.

The island consumes approximately 73TWh
of gas annually of which around two thirds
is used in power generatlon. As in electricity
the gas retail market operates as two separate
markets with some 650,000 consumers in
Rol and 150,000 in NI. The majority of gas
consumed is imported. The governments
and regulatory authorities are currently
developlng an all-Island gas market. Gas
prices in [reland tend to be set by the UK
wholesale price.

Electricity and gas retailing

At 31 March 2012 there were four main
electricity and gas suppliers operating
in Rol and NL

Despite competitive business markets in
Rol and NI for a number of years, domestic
switching in electricity and gas has been

a recent phenomencon. SSE' retail brand

in Ireland, Alrtricity, has been a significant
contributor to the development of domestic
competition across the island with over
525,000 customers joining in the last

two years.

This has allowed full deregulation of Rol
electricity retail market, since April 2011
While deregulation in Rol gas and NI
electricity and gas wilf follow, significantly
lower switching rates are slowing its delivery.
As deregulation progresses the regulatory
authorities will trensition from tariff
regulation to market monitoring.

Market structure

The Rol government in early 2012 announced
a programme for the disposal of State assets
through the National Treasury Management
Agency (NTMA). The sale of Bord Géis Energy
(BGE), which contains retai!, trading and
generation assets will comprise the main
element of the disposal, with some
non-strategic power generation capacity
owned by ESB included. Gas and electricity
transmission and distribution systems will
remain in state control. «

Over 80% of electricity
generated in Ireland
comes from fossil fuels,

of which over 90% is
imported.
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The energy sector (ontinued)

Weather

Weather and climate change

Often, when discussing prevailing conditions,
the terms weather and dimate are used
interchangeably. This is particularly evident
when unseasonably warm or cold days

are contrasted with wider discussions on
climate change.

For clarity, weather is the temperature,

2011 weather patterns relative

to the 30 year average

In the UK 2011/12 will be remembered for

a warm spring and autumn, contrasting with
an ‘indifferent’ summey, tsolated storm events,
and a pronounced north-west to south-east
gradient in rainfall.

The months with notable anomalies were:

The UK annual rainfall total was close to
average, but this masked striking variations
across the country, While sore places in the
west Highlands of Scotland accumulated almost
4,000mm, parts of the east midiands and East
Anglia recerded less than 400mm. Much of
central, eastern and southern England was
very dry, causing cencerns for water resources,
agriculture and the environment, Pravisionally,

precipitation and wind, which sees hourly several Midland counties had their driest yeor 2

and daily fluctuations. Climate is the average + April 2011 - the warmest and sunniest on record while in East Anglia and Lincelnshire é’

weather we expect over a long period of time, on record in the UK with temperatures only 1921 was drier. In contrast, Scotland =

typically 30 years or more, some 3.7°C above the average for experienced several very wet months, notably

the month. May and Decemnber across the west and

For the UK and Ireland long-term weather + September 2011 - a post tropical storm August in eastern areas. Overall, Scotland

forecasting is difficult given their gecgraphic that had formerly been hurricane Katia had its wettest year since 1910.

location sitting between the Atlantic Ocean tracked across the Atlantic bringing very

on one side and continental Europe on the strong winds. This was the most powerful In summary, for the catendar year 2011

other. This means even subtle changes in the ex-hurricane to reach the UK and Iretand it was the: ,E?

wind direction can bring marked changes in since 1996. ) s

the weather. + QOctober 2011 — new records were set + second warmest year for the UK on record §'

during a heat wave when temperatures (records began in 1910); 3

The UK and Ireland also lie at a particularly widely exceeded 25°C. By contrast, such + second warmest year for central England %

volatile latitude where warm air from the warmth was rare during the summer, on record {records began in 1659); "

tropics and cold air frem the Arctic collide the coolest since 1993, + wettest year for Scotland on record (records

to create numerous weather systems. This + January 2012 ~ stormy conditions began in 1910); and

creates unpredictable conditions where brought ground level wind speeds + wind speeds for the UK were close to the s

weather can change very quickly. in excess of 90mph. 1-year average. J.;
5
g
o
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The energy sector (continued)
Weather

How weather impacts demand

With its prevailing cool-temperate climate,
demand response to above or below average
temperatures in GB and Ireland tends to be
pronounced. Cold spells result in an upsurge
in heat demand, while In warm weather,
demand can fall dramaotlcally. This contrasts
sharply with other jurisdictlons where higher
penetrations of air conditioning in buildings
will also see electricity demand increase at
times of higher temperature.

The residential and commercla! building
sectors which combined account for almost
two thirds of non-transport energy consumed
each year, experience the greatest weather
related fluctuations in energy use. With
almost 60% of residential energy used for
heating and cooling a 1°C increase in average
temperature decreases space heating needs
by 6-10%. For commerclal consurmers, where
40% of energy is for heating and cooling,

it decreases by 7-9%.

The weather effect for industrial users is less
correlated, however, it can indirectly impact
the sector as some industries are incentlvised
to reduce energy consumption during periods
of peak power demand. Furthermore, many
industries require large quantities of water for
boilers and cooling systerns, the temperature
of which can be influenced by weather,

For example, it takes less energy to bring
75°C water to a boil than 70°C water. It also
requires more 75'C water to cool a system
than 70°C water,

2011 weather and energy demand

As the second warmest year on record and
with unseasonably warm weather in spring
and autumn, UK energy consumption in 2011
was down significantly. Department of Energy
and Climate Change (DECC} data shows
year-on-year primary energy usage fell by
7.3% last year; with electricity falling by 3.6%
and gas by 17%. As a result. gas demond
was the lowest in the UK since 1995.

SSE and the weather

With its variances across both space and time,
weather is an important influence on how SSE
manages its business. Accurate forecasting.
coupled with analysis of generation plant
availability (in SSE's own portfolio and
elsewhere in the market), customer demand
and its contractual position means SSE can
assess, and therefore manage, exposure to
weather fluctuations and wider market prices.

With unseasonably mild weather throughout
the financial year 2011/12, 5SE saw a 19.9%
drop in average househeld gas consumption

Average GB wind speed (2000-2011)

and a 6.9% fall in average household electricity
demand. It is through SSE's focus on diversity
and maintaining a balanced portfolio of
customers, generation technologles and
energy contracts of varying lengths for
purchasing gas and power purchase
agreements, that it annually ensures its
customers and shareholders are appropriately
hedged against weather risk, while maintaining
its commitment to dividend growth.

Given there are uncertainties around the
volume of energy that will be required at

any particular point, arising from unexpected
weather and other global factors, S5Eis
unlikely to be fuily hedged until dose to the
delivery of the energy itself. This approach

Is designed to hedge SSE's requirements in

a way that minimises its costs while ensuring
Its exposure to market prices is not excessive.

SSE's core operational priority for Generation,
ensuring that power stations maintain a high
level of availability to generate electricity in
respanse to customers’ needs and market
conditlons, supports this focus, During the
financial year 2011/12 ovailability was also
complemented by very favourable wet (see
map on page 7} and windy weather across
the UK and ireland. This was SSE's best year
for renewables output — hydro generation
delivered a new record electricity output of
£4,262GWh up from 2,558GWh In 2010711,
whife SSE's wind generation had 97%
avallability with an output of 3,199GWh

up frorm 1,653GWh in 2010/11. Excluding
new wind turbines delivered In 2011/12, wind
energy output was up one third on 2010 levels.

Weather and SSE Networks

White 2011/12 was generally mild it a'se
experlenced an unusually high number
of storms, bringing very high wind speeds

at ground level, Both 3 and 4 January were
exceptional with winds of 90 miles per hour
resulting in the loss of power to 40,000
households. With its highly experienced
teamn of Network engineers SSE identified
and repaired over 1,000 points of damage
on the electriclty network over the course

of four days, the equivalent of three months'
work. Also during this period SSE's Emergency
Service Centre supported 126,000 inbound
calls and proactively contacted over one
thousand vulnerable customers.

Future trends

Weather is unpredictable. However, by
optimising its diverse portfolio of assets

and contracts and swiftly and professionally
managing Network outages SSE ensures that
its customers are protected from the volatility
that arises from unexpected weather events
while ensuring adequate returns to support
the business's commitment to sustained
dividend growth. «
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Questions and answers with
the SSE Executive Team

SSE has three Executive Directors: Chief
Executive, Ian Marchant; Finance Director,
Gregor Alexander; and Generation and
Supply Director, Alistair Phillips-Davies.
Together they have over 30 years’
experience of serving on the Board of SSE.
Here they answer questions about S5E's
performance and plans for the future,

How would you describe 2011/127

Ian -+ Difficult. At 2%, we reported one of the
smallest increases in adjusted profit before
tax™ ever delivered by SSE - but also one of
the hardest to achieve. The combinaticn

of higher wholesale gas prices, poor levels

of incorne for gas-fired power staticns and
falling demand for gas and electricity made
it a tough environment for us, but the whole
of the SSE team responded really weli to

the challenge.

Gregor + There were some bright spots. Our
investment in renewable energy paid off, with
record output. That again showed the value
of our large capital projects like wind farms —
although it was also thanks, in part, to the
weatherl Our electricity and gas networks
also achieved good results and the gas
production assets we bought at the start

of 2011 performed well, All of that showed
the benefit of maintaining a balance
between market-based and economically-
regulated businesses.

Was there a particular low point in
what you've said was a difficult year?

Alistair + Absolutely — SSE being found
guilty at Guildford Crown Court on two counts
out of seven relating to the use of doorstep
sales cids, and being fined £1.25m. We should
never have found ourselves in that position
and I'm very sorry that we did.

Ian # ] agree. We've all thought long and
hard about the lessons that the Guildford
case holds for us. I'm confident that they have
been well and truly learned throughout the
SSE management team and that the need to
maintain the highest standards in everything
we do is clearly understood.

Do you think you have made it
particuiarly hard to build people’s
trust in energy suppliers?

Ian + Clearly, the doorstep selling case
didn’t help, but I'm proud of the progress that
has been made by SSE in the past year in
terms of more transparent pricing, simplified
tariffs, improved service standards and the
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Questions and answers with
the SSE Executive Team (continued)

We understand that energy is one of
the most essential household costs and
also one of the biggest and that the
standards that people expect are —
rightly — increasing all the time.

implementatlon of our sales guarantee. I'm
also determined that we will malntain the
momentum in the new financlal year and the
new commitments we announced In Aprilin
areas like estimated billing were part of that.

Alistair + We understand that energy is one
of the most essential household costs and also
one of the biggest and that the standards that
people expect are - rightly — increasing all the
time. We're doing better - but we realise we
have to do much better still and that's what
we're working to achleve.

The nature of electricity and gas
makes energy subject to a lot of
political and regulatory intervention.
Does that worry you?

Ian + It goes with the territory. Elected
politicians have every right to intervene in
the sector if they want to and every right to
give powers to regulators to do so. Our jobis
to work with them to maoke sure that changes
are coherent, practical to implement and
actually in the short-, medium- and long-term
interests of customers.

Gregor 4 We have a very simple approach to
this, If we're making any financial decision we
assess the risks, and legislative and regulatory
change are amaongst those risks. If the risks
can't be managed or are too great, then we
won't invest, At the same time, we work with
governments and regulators to help them
understand what is needed to stimulate

the Investment they want.

It’s one thing making the investment
decision = it’s another thing making
sure it's well-executed. Is SSE doing
well enough in this area?

Gregor -+ Our large capital project
prograrmme took a big step up five years ago
and in the time since we've gained significant
experience and expertise that is now standing
us in good stead. I'm particularly pleased
with our progress In onshore wind farm
construction. Development and construction

of big projects is a complex areq, however,
in which continuous improvement — not
complacency —is the order of the day.

Lan + Maintaining excellence in project
selection and execution is a key priority for
SSE. That means picking the right projects,
assigning the right resources and delivering
them well, with managed risks and no
surprises. While the principles of project
selection and execution have to remain
the same, each project presents its own
challenges. This will always be a demanding
and critical area for a company like SSE,
and it will always be treated as such,

As well as politics, regulation and large
capital projects, SSE lists energy portfolio
management as one of its key risks. Is
this getting to be a more difficult area?

Ian + UK gross imports of notural gas now
exceed gross production for the first time since
the 1960s. This big change means that there
is an ongoing integration of UK prices Into the
wider globa! energy maorket, so we're affected
by macro economic or geapolitical issues. This
is an Issue we can manage through things like
diversifying our energy procurement in areas
like location, counterparty and timing. We're
also producing more energy ourselves, with
our gas preduction assets and with our major
Investment in renewables.

Alistair + As well as acquiring gas production
assets, we've also been building up our
portfolio of long-term fuel supply contracts
with companies like Shell and Statoll to help
us meet demand for gas over the rest of this
decade and beyond.

What does this mean for household
energy bills?

Alistair + We've said we won't increase
energy prices before October 2012 at the
earliest. Unfartunately, the long-term trend for
unit prices for energy is upwards as worldwide
demand for commodities increases. Equally,
the last few years have shown that prices are

not the same as bills and investment in energy
efficiency really does cut consumption and
help keep bills down.

Ian = If the long-term trend for unit prices

is upwards, we have to redouble our efforts

to show that any profits we make in supplying
energy are fair and reasonable. We've taken a
number of steps to improve the transparency
of our Energy Supply business, and we expect
our average profit margin in this area to be
around 5% over the medium term. That's
what falr and reasonable means In practice.

Why have you started reporting
operating profit for Energy Supply,
and why have you changed your
reportable segments to Networks,
Retail and Wholesale?

Gregor'-b It's the transparency word

again. We already produced what's called a
Consolldated Segmental Statement for Ofgem
and we've decided that we should take the
natural next step and adjust the segrments in
our financial statements. The three segments
themselves reflect the way we manage, review
and report our businesses internatly.

Alistair + Some things haven't changed, We
still think that being involved in the Whelesale
activities of energy production and portfolio
management and the Retail activity of energy
supply gives us a balanced business model
that’s in the interests of customers and
shareholders. Balance will always be a key
part of the SSE proposition.

It’s said that the cost of renewable
energy is pushing up household bills.
Are you concernaed about the hostility
to wind farms and what that might
mean for the future?

Alistair + Some people simply don't like wind
farms, and they are entitled to have that view.
In terms of cost, we have a responsibility to
get the cost of renewable energy as low as
possible, and we're doing a Iot of work with
our supply chain to try to de that. At the same
time, demand for commodities like oll and gas
is likely to increase — and it’s also getting more
and more difficult to extract them, even if they
are avallable, The cost of wind energy has to be
assessed in that context and on the hasis that
wind farms should last for 25 years of more,

Ian + Wind as a source of energy is
indigenous, renewable and free at the point
of delivery. 1 think those features are going
to become more and more important over
the next decade and beyond.
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Can SSE continue to finance the
investment in energy infrastructure
like wind farms and transmission
upgrades that will be needed over
the next few years?

Gregor + Yes. We have plans to invest
between £1.5bn and £1.7bn a yearin the
period up to 2015, and these plans are
cansistent with our long-held financial
principles, including balance sheet strength.
We've been successful in moving quickly

to secure the right financing options, like
reapening the corporate bond market

last September and completing a private
placement with US investors earlier this year.

Ian 4 There are some eye-watering numbers
in terms of what the UK and Ireland will need
to invest in energy over the next couple of
decades — but investment decisions in things
like power stations and wind farms are up to us.
As I've said before, investment opportunities
are not the same as investment obligations,
and we will anly invest in a way that is
disciplined and consistent with earning
returns that support dividend growth.

If the business environment is difficult,
can SSE sustain its commitment to
above-inflation increases in the dividend?

Ian + Yes. Were committed to an increase
of at least 2% more than RPI inflation for
2012113 and then annual above-inflation
increases after that. These are realistic targets
which our balanced range of businesses and
our investment programme In large capital
projects are designed to help us achleve,

Gregor + ] agree. Qur dividend payments are
comfartably covered by our adjusted earnings
per share” and we expect dividend cover to

be in arange arcund 1.5 over the medium
term, We have many new assets coming inte
operation now which should put us in a good
position to deliver real dividend growth in the
years ahead.

Alistair + Dividend growth isn't Just a
financial commitment. It's a management
commitment to being disciplined, consistent
and long term. That's entirely appropriate

In asector like energy and 1 think goes to
the heart of the type of company SSE is.

Is SSE’s focus on the dividend
compatible with wider corporate
and social responsibilities?

Ian # Yes. SSE can only pay out dividends
if it is a successful company. It can only be

a successful company in the short and leng
term if it meets the needs of customers and
communitles, in a responsible and sustainable
way, That includes providing a fulfilling working
environment. Successful companles buy
services from other companies, employ people
and pay taxes that governments can use to
meet society’s requirements. I think successful
companies with a long-term outlook make a
positive contribution to saclety and 1 strongly
believe SSE makes a positive contribution in
England, Scotland, Wales, Northern Ireland
and the Republic of Ireland.

SSE is now one of just five long-serving
FTSE 100 companies to have delivered
above-inflation dividend growth every
year since the year it was formed, 1998.
It's had the same business model and
financiat principles throughout that
period. Do you ever worry that the
longevity of this approach could make

it difficult for SSE to handle change

in its sector or in society more widely?

Ian 4 It's the job of every management team
to anticipate change, influence change and
respond to change. I actually think it's easier
to do that if the erganisation is designed for
the long term and has clear values and
principles. All around me I see work being
done that will be of beneht to SSE in three,
five and 10 years' time and beyond.

Gregor + 55E is actually different from
what it was five or 10 years ago, and it will
he different again in five years' time. You just
have to look at the asset base for a start,
But everything we do does come back to
the business model and financial principles.
They've stood usin good stead In a volatile
world since 1998, and I think they provide
the basis for continued success in the future.

Alistair + I think SSE is actually very
innovative and progressive, and we can dearly
point to many parts of the business having

a sector-leading position, from commitment

to renewable energy to building trust

in energy supply. There is also what you
might call restliessness in the organisation,
with people constantly looking for new
opportunities to be better at what we do.

So what's the financial outlook
for 2012/13 and beyond?

Gregor < [t's partly the job of the Finance
Director to say each year that big challenges
lie ahead - but they certainly do in 2012/13.
Everything from wholesale energy prices to the
weather can affect our financiol performonce —
but we have a balanced business model to make
sure that the risk arising fram any single business
activity is contained. The key question for SSE
will always be can the dividend targets be met
and the answer is that [ am very confident they
can. That means we expect to recommend an
Increase of at least 2% more than inflation in
the full-year dividend in the Annual Report 2013.

What is your personal priority
for SSE in 2012/137

Alistair @ 1 have two that stand out

particularly, Last year we adopted a simple goal
on safety — work without anyone getting injured.
[ want to see real progress on that. 1 also want
to keep up the momentum on building trust in
energy supply, with SSE showing real leadership
and taking real action that makes a difference.

Gregor -+ I'd echo what Alistair said on
safety. My other priority is value for money.
For both current operational and capital
expenditure, ] want te make sure that every
penny in $SE counts and that we demonstrate
efficiency In everything we do.

Ian -+ [ think we're all agreed on safety, After
that, I'd like to see more progress on taking
the carbon out of electricity, elther through
preducing more energy from renewable
sources or putting in place the networks to
deliver it. That will reinforce the sustainability
of SSE in every sense. »

SSE can only pay out dividends if it is

a successful company. It can only be a
successful company in the short and long
term if it meets the needs of customers
and communities, in a responsible and

sustainable way.
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SSE - a balanced range
of energy businesses

SSE

— I
ECONOMICALLY- MARKET-
REGULATED BASED

e
NETWORKS

SSE has an ownership interest in economically-
regulated network businesses in electricity
transmission and electricity and gas distribution
and has other networks businesses in market-
based areas such as lighting services, utility
solutions and telecoms. In operating and investing
in these businesses, SSE's Networks priorities

are efficiency, responsiveness and innovation.

Electricity Electricity Gas Other Networks
Transmission Distribution Distribution

£770m  £2,840m £2,270m £48m

Regulated asset value Regulated asset value Regulated asset value Capital expenditure
{SSE share) in 2011/12
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|
RETAIL

Through brands such as SSE, Southern
Electric, Swalec, Scottish Hydro, Atlantic
and Airtricity, SSE supplies electricity
and gas in markets in Great Britain and
Ireland and also provides other energy-
" related services such as mechanical and
electrical contracting. Its Retail priorities
are fair prices, simple products and
excellent service.

Energy-relu'ted
Services

Energy Supply

9.55m

Total energy
customer accounts

£78m

SSE Contracting order
book as at 31 March 2012

Business model

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 means SSE has o strong and diverse group
of energy assets and businesses from which to secure
the revenue to support future dividend growth.

|
WHOLESALE

To secure energy for its customers, SSE is
invoived in energy portfolio management,
electricity generation, gas production and gas
storage. Amongst other things, it is the leading
generator of electricity from renewable sources
across the UK and Ireland. Its Wholesale
businesses priorities are competitiveness,
sustainability and flexibility.

Energy Portfolio Gas Production
Management
and Electricity

Generation

£982m

Capital expenditure
in 2011712

Gas Storage

490mcm

Storage net copacity

177m

Therms produced
in 2011712

ABajonys

aununopad dnosny

#uowyosad jouswbeg

aJunulaaoh aypiodie)

SJUBLWIIDIS OPUDUILY

LOJYDLLIOUI JAPJOYAITYS




$SE Annual Report 2012

14

Why invest in SSE?

SSE’s principal financial objective is to
deliver annual above-inflation increases
in the dividend. To do this, it operates
and invests in a balanced range of energy
networks, retail and wholesale businesses.

These businesses, and the people employed
in them, are guided by the SSE SET of
core values: Safety, Service, Efficiency,
Sustainability, Excellence and Teamwork.

Continuing strategy for dividend growth
SSE's core purpose is to provide the energy
people need In areliable and sustainable
way. in fulfilling this purpose, SSE requires
the support of the shareholders who have
invested in its shares, and it continues

to belteve their investment should be
remunerated through the payment

of dividends, for four key reasons:

+ recelving and reinvesting dividends Is the
biggest source of an investor's return over
the long term;

+ dividends provide incomne for those
investors who do not wish to reinvest them;

=+ dividend targets provide a transparent
means with which to hold management
to account; and

=+ along-term commitrment to dividend
growth demands o disciplined, consistent
and long-term approach to operations,
Investments and acquisitlons,

Key development

2012
GREEN DEAL

2013
PHASE 3 OF EU EMISSIONS
TRADING SCHEME

As aresulk of this, SSE's strategy remains
the delivery of sustained real growth inthe
dividend payable to shareholders through
the efficient operation ¢f, and investrment
in, a bulanced range of economically-
regulated and market-based businesses

in energy production, storage, distribution,
supply and related services, mainly In the
UK and Ireland.

The objective of delivering annual
above-inflation increases in the dividend
paid to shareholders means SSE has aclear,
measurable and practical goal which sets the
long-term financial context for its operational
and investment decisions.

Sticking to financial principles

to underpin dividend growth

The requirement on SSE to maintain

a disciplined, consistent and long-term
approach to the management of business

NEW ELECTRICITY
TRANSMISSION PRICE
CONTROL {RIIO-T1)

NEW GAS DISTRIBUTION
PRICE CONTROL {R110-G1)

activities Is underpinned by a series
of long-standing financial principles:

4 strength: maintenance of a strong
balance sheet, evidenced by commitment
to the criteria for a single A credit rating;

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

+ discipline: deployment of a selective and
disciplined approach to acquisitions, which
should enhance earnings per share over
the medium- and long-term; and

+ measurement: use of the economics
of purchasing the Company’s own shares
in the market as the first measurement
against which financial decisicns are taken.

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

Delivering dividend growth for

a thirteenth successive year

For 2011/12, the Board is recommending
a final dividend of 56.1p per share, making
a full-year dividend of 80.1p, an increase
of 6.8% on the previous year. The full-year
dividend is:

+ covered 1.41 times by SSE's adjusted
earnings per share”;

+ more than three times the first full-year
dividend paid by SSE, in 1999; and

+ more than twice the full-year dividend
paid eight years ago, in 2004,

The recommended full-year dividend increase
of 6.8% represents the thirteenth successive
above-inflation dividend increase since SSE paid
its first full-year dividend in 1959, 55€ is now one
of just five continuing FTSE 100 companies to
have delivered better-than-inflation dividend

2014
NEW LOW CARBON SUPPORT
MECHANISM INTRODUCED

SMART METER
ROLL-QUT BEGINS

Main impact

Forecast implementation In Phase 3 of EU ETS, all

of new energy efficiency " carbon dioxide emisskons
framework for GB, with allowances for electricity
the ‘Green Deal finance generators will be auctioned.
mechanism and new Energy  Carbon price support

Company Obligation {ECO). introduced in UK.

RIIO-T1 will set for an RIIO-G1 will set foran

eight-year period the elght-year period the
allowed revenues electricity allowed revenies gas
transmission companies distribution companies
in GB can coltect. In GB can collect

Under Electricity Market
Reform (EMR), the first projects

The government driven,
supplier led roll-out is

are to be given the option o due to begin, delhvering
use 0 new low carbon support 55 milllon smart electricity
mechanism, the Contract for and gas meters.
Difference {CfD).
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growth every year during this period and
ranks third amongst that group in terms
of compound annual growth rate,

Qf the 48 companies which have been FTSE
100 constituents since 1998, when SSE joined
the Index, SSE Is ranked 10th for Total
Shareholder Return.,

Targeting sustained dividend

growth over the long-term

As Capita Registrars Dividend Monitor, published
in February 2012, stated, o ‘company’s value
depends, most fundamentally, on the ability
of the firm to make money and return it to
shareholders. Ultimately, dividends are the
principal way in which corporate profits are
distributed". It is in recognition of this that
SSE's key financial ohjective is the delivery
of annual above-inflation increases in the
dividend paid to shareholders, and its targets
are to deliver:

+ a full-year dividend increase of at teast 2%
more than RPI inflation far 2012/13; gnd

<+ annua!l above-RPI inflation dividend
increases from 2013/14 onwards,

1n this context, inflation is defined as the
average annual rate across each of the
12 months to March.

SSE's policy is that dividend targets should be:

+ set in a way which s consistent with SSE's
financial principles {see previcus page);

+ reqlistic and attainable, so there can be
the fultest passible confidence in thelir
achievability; and .

+ consistent with maintaining dividend cover
over the medium term within a range of
around 1.5 times, which Is close to the
average dividend cover which SSE has
achieved in the most recent four years.

2015

NEW ELECTRICITY
DISTRIBUTION PRICE
CONTROL

LARGE COMBUSTION PLANT
DIRECTIVE (LCPD) DEADLINE

The new price contral will sat
for an eight-year period the
allowed revenues electricity
distribution companies in
GB cen collect.

Large combustion plants
suth as power stations
must close if they have not.
opted in to and complied
with the LCPO.

Maintaining a balanced range of
energy businesses through which

to achieve dividend growth

SSE has adopted new reportabte segments
covering Networks, Retall and Wholesale
businesses and is the only company listed

on the London Stock Exchange which owns,
operates and invests In a balonced group of
economically-regulated energy businesses,
such as electricity networks, and market-based
energy businesses, such as energy supply and
electriclty generation. The balance between
these activities means that:

+ while energy Is at their core, SSE has a diverse
range of businesses;

+ within those businesses, SSE has a diverse
range of assets; and

+ to add to those assets, SSE has a diverse
range of investment options.

This balance, diversity, growing asset base
and range cf Investment options means
that 5SE has a broad platform from which
to deliver the levels of profitability and

the long-term value required to support
sustained real dividend growth. In addition,
the risks to the achlevement of that growth
are contained by that balance and by the
diversity of SSE's businesses, ossets and
investment options,

Moreover, the fact those businesses, assets
and investment options are almost entirely

in Great Britain, Northern Ireland and the
Republic of Ireland means that SSE is able to
combine diversity with a depth of experlence,
knowledge and understanding of the markets
In which it operates.

Sustaining dividend growth

through a period of change

Energy markets in Great Britain and Ireland
are increasingly shaped by the EU Climate

17 2020

RENEWABLES OBLIGATION DEADLIME FOREU

(RC) CLGSURE RENEWABLE ENERGY
TARGETS

Under Electricity Market The UK and Ireland are
Reform (EMR), the RO required to generate 15%
is due to be replaced by and 16% respectively of
© new low carbon support thelr energy requirements
mechanism, the Contract from renewcble sources.

for Difference {CfO).

Change and Renewable Energy Package,
which aims to achieve by 2020:

+ o reduction, of at least 20%, in the levels
of greenhouse gas emissions across the
EU, compared with 1990 levels; and

+ anincrease, to at least 20%, of all energy
consumption being generated from
renewable sources,

In addition, the EU has a non-binding

target to achieve a 20% reduction in energy
consumption by 2020 through improvements
in energy efficiency and in June 2011 the
European Cormmission proposed an Energy
Efficiency Directive. The proposed Directive

Is broad in scope and would replace a number
of existing Directives.

The EU Package provides the context for four
major developments which are under way
in public policy and regulation and which will
affect SSE's operations and Investments for
years to come:

+ Ofgem's new ‘RIIQ" model for the economic
regulation of energy networks in Great
Britain is now going through the key tests
of actual Price Control Reviews;

-+ the Retall Market Review in Great Britain,
being undertaken by Ofgem, is designed
to deliver improvements in the operation
of the retail markets for electricity and gas;

+ the UK government's White Paper, Planning
our Electric Future, sets out a serles of
proposed reforms to the market arongements
for electridty generation in Great Britain; and

4+ energy markets on the Island of Ireland are
undergoing a process of harmenisation
to support further the development of
competition, for the benefit of customers,

At the heart of these developments is the
energy ‘trilemma’ - the need for supplies

2023
DEADLINE FOREU INDUSTRIAL EMISSIONS
EMISSIONS RERUCTION DIRECTIVE DEADLINE
TARGETS

The UK and Ireland Large combustion plants
are required to achieve such as power statlons
feductions of 3u% and 40% must dose if they have

respectively in emisslons of
greenhouse gases, compared
with 1990 levels.

not complied with limits on
ermissions of nitrogen oxides.
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Why invest in SSE? (continued)

of energy that are secure, sustainable and
affordable. There are three other significant
factors with which energy companies such
as SSE have to deal:

+ gs the dedline of il and gas production
from the UK Continental Shelf continues,
there Is a continuing integration of UK
energy prices into the wider global market,
which means macro-economic and
geopolitical factors are important;

+ demand for energy in the UK and Ireland
is, rightly, on a downward trend through
the effects of investment in, and greater
awareness of, energy efficiency measures,
more efficlent appllances and price
sensitivity on the part of customers; and

+ the expectation that the decarbonisation
of the economies in the UK and Ireland
will present opportunities for flexible and
skilled employment that is sustainable
in every sense.

As well as dealing with geopolitical,
macro-economic and energy-specific issues,
SSE acknowledged, In a submission to the UK
and Scottish governments in February 2012,
that it would have to decide whether the
additional risk of regulatory and legislative
change with regard to Scotland, raised by
the forthcoming referendum on Its future,
means it should apply a risk premium to any
investment proposal in Scotland and assess
the Impact of such a premium on whether or

not to proceed with the proposed investment.

Setting the right long-term priorities
to achleve dividend growth

SSE has identified five long-term priorities
across its balanced range of businesses which
reflect and are consistent with the changes
under way at global, EU, UK and Irish levels
and with addressing the energy ‘tritemma’.
The long-term prioritles are:

=+ efficiency, responsiveness and innovation
In energy networks;

= gaining and retalning the trust of a growing
number of housetiold energy customers;

- breadth and depth in the provision of
energy-related services to businesses
and other organisations;

+ competitive and sustainable energy
procurement; and

=+ flexible and ‘greener electricity production.

In focusing on these priorities, SSE will
maintqin a strong emphasis on its six core
values, the “SSE SET' of Safety, Service.
Efficiency, Sustainability, Excellence and
Teamwork. It belleves these values are
especially significant because energy is

something which people need rather than
want and so the highest possible standards in
its operations and investments are essential.

This means that safety must come first.

SSE believes that the effective management

of sofety issues is a barometer of effectlve
management of all operational and
investment-related activities. In 2011/12,

its Total Recordable Injury Rate per 100,000
howrs worked was 0.11, compared with 0.12 in
2010411 and 0.14 in 2009/10. The total number
of working days lost in SSE as a result of injuries
occurring during the year was 53, compared
with 171 in the previous year. The Total
Recordable Injury Rate and total number of
waorking days lost as a result of injuries occurring
during 2011/12 was the lowest that SSE has had.

In addition, and in keeping with its
commitment to sustainahbility, SSE’s target
for every year s zero erwvironmental incidents
which result in it being served with an
enforcernent notice or prosecution by

a government-sponsored environment
protection agency. There were no such
incidents during 2011/12, the second
successive year in which this was achieved.

The prospects for dividend

growth in 2012/13 and beyond

The economic outlook for the UK and Ireland
in 2012/13 continues to be uncertain, and

the global nature of energy markets means
that SSE. like every other company in the
sector, has to be prepared to manage the
energy consequences of exceptional and
unpredictable macro-economic, geopolitical or
other events of potentially global significance.

Against this uncertaln background, and with
its strategic focus on efficiency in operations
and investment, SSE’s core operational
priorities during 2012/13 are to:

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

+ malntain strong cost control throughout
all business activities;

= distribute electricity and (through Scotia
Gas Networks) gas with the minimum
possible interruptions to supplies;

=+ demenstrate responsiveness and
Innovation in the management of
electricity and gos networks;

=+ develop and sustain {ong-term partnerships
and contracts with business customers and
other large organisations;

< improve the standaids of service delivered
10 energy supply customers and continue the
drive to build trust in it as an enerQy supplier;

+ work with the UK government and Ofgem
to secure a stable and competitive
framework for electricity generation
and eneigy supply in Great Britain;

+ optimise the management of its portfolio

. of energy assets and contracts and of its
energy procurement; and

+ ensure power stations maintain a high levet
of flexibility and fuel efficiency to generate
electricity in response to customers’ needs
and market conditions.

SSE's main investment priorities are to
suppert sustainable earnings and dividend
growth by:

-+ making significant progress in its programme
of capital investment in electricity and
{through Scotia Gas Networks} gas netwaorks,
Including electricity transmission;

+ commissioning assets in renewable energy,
including completion of the wind farm
development at Clyde;

+ meeting development and construction
goals in its investment programme, including
identifying opportunities for possible new
fuel-efficient gas-fired power stations; and

+ improving the flexibility and efficiency of its
existing fleet of thermal power stations and
malntaining options for future development.

The delivery of a strong operational
performance and the achievernent of its
investrnent pricrities should enable SSE

to discharge its first financial responsibility
to shareholders in 2012/13: an increase of
at least 2% more than RP1 inflation in the
full-year dividend. It should also put SSE in
agood position to deliver dividend increases
that are greater than RP1 inflation from
2013/74 onwards. e
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Key performance indicators

The key performance indicators set out below demonstrate @

SSE's performance in respect of its first financial responsibility 3

to shareholders — sustained real dividend growth - and include 3

other important financial metrics. They also demonstrate SSE’s

balanced range of energy businesses.

$SE's performance in key non-financial areas and in respect of its core

values is set out on page 54.
g

Dividend per share = pence Dividend 2011/12 composition - % 3
Q
£
3

Dividend cover - times Adjusted earnings per share* - pence g
£
E
3

: g

Adjusted profit before tax* - £m Operating profit*® by business - £m 3
]
g
B
8
n
wa
3

Capital expenditure and investment - £m Capital expenditure and investment 2011/12 - %
g’!
’a‘::
&
3
3

Energy customer numbers - millions Networks Regulated Asset Value — £bn
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Financial overview

Changing reportable segments

In its Annual Report 2011, SSE sald that

its reporting requirements may evolve

and during 2011/12 It completed a review
of the reportable segments contained within
its financial statements. The review was
undertaken followlng the creatlon of S5E's
Management Board in January 2011 and

resulting changes in the way that SSE manages.

reviews and reports internally its businesses.

The previous segments — Energy Networks,
Generation and Supply and Other Energy
and Utility Services — have been replaced
with the following;

+ Networks - the economically-
regulated transmisslon and distribution
of electricity and gas, and other related
networks;

<+ Retail — the supply of electricity. gas and
other services to household and business
customers; and

+ Wholesale - the production, storage and
generation of energy, and energy portfolio
management.

These are consistent with the principle that
components of a business qualify as separate
reporting segments if they are capable of
earning revenue and incurring experises

in their own right.

SSE belleves that the adoption of these
segments will add further transparency to
its business and to the financlal performance
of each part of it. In particular, the new
segments are consistent with SSE's continuing
work to build customers'’ trust in energy
supply, where there will now be separate
reporting of profit.

Increasing adjusted profit before tax*
These finandal results for the year to 31 March
2012 are reported under International
Financial Reporting Standards, as adopted
by the EU. SS5E's focus has conslstently been,
and remains, on profit before tax before
exceptional items, remeasurements arising
from 1AS 39, and after the removal of
taxation on profits from jointly controlled
entitles and associotes.

This ‘adjusted profit befare tax™ was first
adopted as a key performance indicator
by SSE in 2005/06 and it:

+ reflects the underlying profits of S5€'s
business;

+ reflects the basls on which the business
is managed; and

+ avoids the volatility that arises from 1AS 39.

The tables that follow reconcile SSE's adjusted
profit before tax* to its reported profit before tax
and set out the position after tax and in respect
of adjusted earnings per share®. The volatility
that arises from [AS 39 is also demonstrated.

Factors affecting adjusted

profit before tax” in 2011712

Adjusted profit before tax® rose by 2.0%, from
£1,310.1m to £1,335.7m In the year to 31 March
2012. The level of adjusted profit before tax”
was constrained by four main factors
{comparisons with the year to 31 March

2011 unless otherwise stated):

+ the wholesale cost of gas, which
was typically around 20% higher;

=+ ‘spark’ spreads (the difference between
the cost of gas and the price of the
electricity produced from it}, which
were around 75% lower;

+ the decislon to shield household customers
from rising wholesale energy prices for as long
as practical before eventually implementing
a price increase in September; and

+ the actual reduction in average consumption
of both electricity (6.9%) and gas (19.9%)
by household customers in the GB market.

In addition, there was a 5.3% reductionin
operating profit® In Electricity Distribution
due to the timing of révenue recovery.

Despite these factors, growth In adjusted
profit before tax® was still achieved, for four
main reqsons:

=+ asignificant rise (73%) in the output
of renewable energy (hydro and wind).
reflecting more favourable weather
conditions and an increase in the amount
of on- and offshore wind farm capacity
which SSE has in operation;

Profit before tax

+ operating profit” of £42.6m from gas
production assets acquired by SSE towards
the end of 2010/11;

4 anincrease of 54.5% in the operating
profit* of Electricity Transmission, reflecting
the increase in its asset base resulting from
capital invested; and

+ greater allowed revenue in Scotia Gas
Networks, supporting an Increase of 43.5%
in that business’ contribution to adjusted
profit before tax”.

All of this illustrates that SSE continues to
benefit fram maintaining a balance between
economically-regulated and market-based
businesses because it is able to continue to
deliver increases in adjusted profit before tax*
even when, asin 2011/12, there are significant
issues to be managed within indlvidual
businesses. It also illustrates that major
benefits from SSE's programime of investment
in new assets are now emerging and making
a positive contribution to sustalning growth
In adjusted profit before tax”.

Impact of the movement

on derivatives (IAS 39)

At 31 March 2012, there was a net derivative

financial liability in SSE's balance sheet arising
from IAS 39 of £17.6m, before tax, compared
with a net asset of £438.8m, before tax,

at 31 March 2011, This consists of:

+ aliability foliowing the valuation of financial
instruments used by SSE to hedge its
exposure 1o financial risks such as interest
rates; and

+ an asset relating to the forward commodity
purchase contracts for gas, coal, oll, carbon
and wholesale electricity that $SE, like all
major energy suppliers, has to enter into
to ensure that the future requirements
of its custorners are met.

March 12 March 11 Moerch 10

£m im £m

Adjusted profit before tax"® 1,335.7 13101 1,290
Movement on derivatives (IAS 39) (509.0) 14233 399.8
Exceptional iterms ({551.6) (625.0) -
Tax on JCEs and Associates (6.6 33 (51.3)
Reported profit before tax* 268.5 21117 1.638.6

Adjusted profit before tax* 1,335.7 1,310.1 1,250
Adjusted current tax charge (213.4) (268.2) (276.1)
Adjusted profit after tax* 1,122.3 10419 1,016.0
Reported profit after tax’ 197.8 1,504.5 1,235.5
Nurnber of shares for basic and adjusted EPS™ {million) 937.8 9276 9219
Adjusted EPS* 112.7p 112.3p 110.2p
Basic EPS 21.1p 162.2p 134.0p

1 Includes a deduction for hybrid debt coupon payment of £65.5m in the year to March 2012,
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[AS 39 requires SSE to record these contracts at
their "fair value’ at each balance sheet date.
This involves comparing the contractual price
for commodities against the prevailing
forward market price at 31 March, On that
date this year, the average contractual price
was lower than the market price {(in other
words, the contracts were ‘in the money’).
The actual value of the contracts will be
determined as the relevant cormmodity is
delivered to meet customers’ energy needs.
For around 70% of the total energy volume,
this will be over the next 12 months. As a
result, SSE believes the movement in *fair
value' of the contracts is not relevant to

the underlying performance in 2011/12.

The movement on derivatives under 1AS 39 of
£509m shown in the table on page 18 and on
the face of the income statement is primarily
due to the change in the commedity contract
position between the ‘in the money’ positions
on 31 March 2011 and 31 March 2012, when
the average contractual price continued to
be lower than the prevailing forward market
price, but not as much as previously. 5SE sets
out these movements 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 liability will
not be determined until they unwind.

Exceptional items

The pre-tax exceptional items totalling £551.6m
relate to the Wholesale (£491.6m) and Retall
(£60.0m) segments and are malnly non-cash.

In the Wholesale segment, changing market
conditions have resulted in impairment and
other charges being made against the value of
some electricity generation plant, CO, emissions
allowances, goodwill relating to gas storage
assets and gas and oil production prospects.
In particular, following a sustained period of
low 'spavk’ spreads, SSE decided to undertake
a comprehensive programime of maintenance
and upgrade work to support more flexible
operations at Keadby and Medway power
stations from 2013 onwards. This means the
way in which the stations will operate and be
remunerated in the future will change. Other
issues include a small write-down at Ferrybridge
power station, due to the early use of allowed
running hours under the Industrial Emissions
Directive, and a write-down in the value of on-
and offshiore wind assets in continental Europe.

in the Retail segment, restructuring and
related ¢osts arising from SSE's decislon
to stop all of Its doorstep sales operations
in Great Britain have been recognised as
exceptional. The value of some metering

SSE's first financial responsibility to

its shareholders is to remunerate their
investment through the delivery of
sustained, above-inflation increases

in the dividend.

assets has also been impaired in anticipation

of the expected introduction of smart meters.

Delivering adjusted profit

before tax* in 2012/13

Adjusted profit before tax® is an important
measure of performance in any given yeor,
but it is not an end in itself. SSE does not have
the goal of maximising profit in any single
year or over any particular period. It takes
alonger-term view, believing that profitis
ameans to an end: sustained real growth in
the dividend, the delivery of which Is its first
financial responsibility to shareholders.

At the sume time, SSE has delivered 13
successive increases in adjusted profit before
tax* since it first reported full-year results in
1999, As in any other year, SSE's adjusted
profit before tax* for 2012/13 as a whole

wlil be determined by Issues such as:

+ the management of the overall enesgy
portfolio, In the context of gecpolitical
and macro-economic issues;

+ the interaction between wholesale prices
for energy and fuel and the prices for the
electricity and gas charged to customers;

+ the availability of its operating thermal
power statlons to generate electricity;

+ the output of renewable energy from its
hydro-electric stations and wind farms; and

2 the actual and underlying level of
customers’ energy consumption,

In terms of 2012/13, SSE continues to believe
that its balanced range of market-based and
economically-regutated energy businesses,
and the diversity of opportunities within those
businesses, should enable it to dellver a level
of adjusted profit before tax* capable of
supporting the achievement of its principat
financial objective, a full-year dividend
increase of at least 2% more than RPI
inflation, while maintaining dividend

cover in arange around 1.5 times,

SSE will provide an update on its financial,
operational and Investment progress during
2012/13 when it presents its results for the six

months to 30 September 2012. Its expectation
at the start of each financiat year is that it will
not provide an outlook for adjusted profit
before tax* before the publication of its fourth
quarter Interim Management Statement, not
least because its principal fingncial objective
is dividend growth, and that remains the case
for 2012113,

Monitoring adjusted earnings per share*
To monitor financlol 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 financial
performance.

In 2011/12,35E's adjusted earnings per share”
were 112.7p, based on 937.8 million shares,
compared with 112.3p, based on 927.6 million
shares, in the previous year, As stated In

SSE's Annual Report 2011, the charge for

the hybrid debt coupen Is presented within
dividends and reflected within adjusted

- earnings per share®,

Dividend

Increasing the dividend for 2011/92

SSE's first financial responsibility to its
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 56.1p,
compared with 52.6p in the previous year,

an increase of 6.7%. This will make a full-year
dividend of 80.1p, which Is:

% anincrease of 6.8% compared with 2010/11;
+ areal-terms increase of 2.0%. based on the
average annual rate of RPE inflation in the
UK between Aprll 2011 and March 2012,

which meets the target set for the year;

+ the thirteenth successive above-inflation
dividend increase since the first full-year
dividend paid by SSE, for 1998/99;

+ maore thon three times the first full-year
dividend paid by SSE, for 1998/99; and
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Financial overview (continued)

Investment and capital expenditure summary

March 12 March 11

£m £m

Electriclty Transmission 228.7 174
Electricity Distribution 2603 mae
Other Networks 48.0 55.0
Total Networks 537.0 384.3
Total Retail 78.5 279
Thermal Generation 129.7 129.8
Renewable Generation 852.3 813.8
Gas Storage and Gas Preduction 571 52.6
Total Wholesale 1,03%1 956.2
Other 52.3 353
Total investment and capital expenditure 1,706.9 14637
50% of SGN capital/replacement expenditure 202.2 199.7

-+ covered 1.41 times by SSE's adjusted
earmings per share®,

SSE is now one of just five companies to

have delivered better-than-inflation dividend
growth every year since 1999, while remaining
part of the FTSE 100 for at least 50% of that
time, and ranks third amongst that group in
terms of compound annual growth rate over
that period.

Targeting further dividend increases
in 2012/13 and beyond -

SSE's key financial objective will remain the
delivery of increases in the dividend paid to
shareholders, and its targets are to deliver:

+ afull-year dividend increase of at least 2%
more than RPI inflation for 2012/13; and
+ annual dividend increases from
201314 onwards which are greater
than RPIL inflation.

Scrip Dividend Scheme option

for shareholders

1n 2010, SSE's shareholders approved for
five years the provision of a Scrip Dividend
Scheme, to give them the option to receive
new fully paid Ordinary Shares in the
Company In place of their cash dividend
payments, Scrip dividend take-up was

as follows:

+ September 2011: a total of 30,397
shareholders elected to receive the final
dividend of 52.6p per Ordinary Share in
respect of 22.6 million Ordinary Shares in
the form of Scrip dividend. This resulted In
the issue of 0.9 million new Ordinary Shares,
fully paid, an increase of 0.1% on the issued
share capital at the dividend record date
of 2% July 2011; and

-+ March 2012: a total of 30,504
shareholders elected to recelve the interim
dividend of 24.0p per Ordinary Share in
respect of 318 million Ordinary Shares In
the form of Scrip dividend. This resulted
in the issue of 6.27 million new Ordinary
Shares, fully paid, an increase of 0.67%
on the Issued share capital at the dividend
record date of 27 January 2012,

This had the effect of reducing by £88.2m
the amount of dividends paid In cash during
2011712, The total number of shares inissue
at 31 March 2012 was 944.7 million.

Investment and
capital expenditure

Investing for sustained dividend growth
In November 2010, SSE said that it expected
its investment and capital expenditure would
be in the range of £1.5bn to £1.7bn ineach
of the five years to March 2015.1n 2011/12,
its capital and investment expenditure totalled
£1,706.9m, compared with £1,443.7min the
previous year. During the year there was
investment of:

=+ £228.7m in electricity transmission,
of which £126.3m was spent on thework
to replace SS5E's section of the Beauly-
Denny Hne;

+ £260.3m in electricity distribution, the
majority of which was spent on system
upgrades;

4 £129.7m In thermal generation, the
majority of which was for maintenance
and early developrment of future projects;

+ £852.3m in renewable generation, the
larger part of which was Invested in the
Clyde, Griffin and Gordonbush onshore
wind farms; and

+ £571min gas storage and gas
production, including investrment
in the new facility at Aldbrough, which
is nearing completion.

Incluging investment of £134.2m in

2011112, SSE's cumnulative investment in the
Greater Gabbard offshore wind farm Is now
£672.2m, excluding costs associated with the
construction of the offshore transmission line.

Delivering an expanded asset base
In the five years to March 2012, S5E's
investment and capital expenditure
totalled just over £6.5bn. This has resulted
in a significantly expanded asset base
for $SE, including:

+ completion of the 840MW Marchwood
Power Station (SSE share = 50%);

+ anincrease of around 1,500MW in its
capacity for generating electricity from
wind farms {which produced around
3.2TWh of electricity in 2011/12);

+ near-completion of the Aldbrough gas
storage facility (SSE share - two thirds); and

4 anincrease of over £1bn in the RAV of its
electricity networks.

The 100MW Glendoe hydro-electric scheme
was also commissioned during this period, in
early 2009. It operated for less than a year
before a tunnel blockage resulted in electricity
generation being stopped. The progress of
repair work means electricity generation is
expected to resume this summer.

SSE rernains committed to constructing robust
assets, from which revenue can be generated
on ¢ reliable, long-term basls and which
deliver profit to support future dividend
growth, This entails rigorous scrutiny and
control of the costs of large capital projects
and a clear focus on the return which
completed projects should generate.

In line with this, SSE keeps the economic
evaluation of its investment programme
under close scrutiny to ensure that it
continues to moke the right investment
decisions. It continues to be confident that an
enhanced asset base and significant value are
being created from its capital and investment
expenditure programme as a whale, based
on actual delivery of the projects within it and
on the most up-to-date costs and schedules
for projects.

Investing in gas distribution through
Scotia Gas Networks (SGN)

In addition to its own capital and investment
expenditure programme, SSE effectively has
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a 50% interest In SGN's capital and
replacement expenditure, through its

50% equity share in that business, SGN

is self-financing and all debt relating to

it is separgte from SSE's balance sheet.
Nevertheless, It (s a very substantial business
which glves SSE, through its 50% stake, a
major Interest In gas distribution. In 2011/12,
a 50% share of SGN's capital and replacement
expenditure was £202.2m, compared with
£199.7m in the previous year.

Delivering investment efficlently
Central to SSE'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 capitaf (with an
appropriate risk premium applied to the
expected rate of return from individual
projects where appropriate), enhance
earnings and contribute to dividend
growth; and

+ governed, developed, approved and
executed in an effective manner,
consistent with S5&'s Large Capital Projects
Governance Framework which is, in itself,
regularly updated.

The premium is applied to reflect any risk
associated with nsset constructlon, market
dynomics, new technologies or regulatory
or legislative change.

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

+ economically-regulated expenditure
on electricity transmission upgrades;

+ economically-regulated electricity
distribution expenditure plus essential
maintenance of other assets; ’

+ expenditure that is already committed
o development 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.

Decisions on whether to proceed with
Individual projects are made:

4 In line with SSE's financial principles; -

+ in the context of SSE's commitment to
maintaining a diverse range of assets
within its economically-regulated and
market-based businesses;

Capital expenditure and investment 2011/12 - %

Renewable energy capital expenditure - £m

Electricity networks capital expenditure — £m

+ in the light of developments in public policy
and regulation; and

+ on the basis of the experience and skills
available to SSE.

SSE belleves that its pipeline of development
opportunities means that it will be able to
focus uncommitted spend on projects with
the strongest potential to achieve returns
well in excess of Its cost of capital, enhonce
earnings and contribute to dividend growth.

In particular, a disciplined programme with
the principles, shape and scale described
above is designed to ollow SSE to maintain
the development of a balanced and diverse
range of assets to support sustalned,
above-inflation dividend growth white
remaining consistent with the criteria for
a’single A’ credit rating without the need
to Issue new shares. It will dellver:

+ further significant enhancements to the
asset base in key businesses, including

economically-regulated electricity networks;

+ a continuing increase in fuel for electricity
in the form of renewable sources of energy,
supporting a reduction in the €O, intensity
of electricity generated; and

+ additional cash flows and profits to support
continuing 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 networks.

Financial management
and balance sheet

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

+ retalned profits;

=+ bank borrowings;
=+ bond issuance; and
+ commercial paper.

As a matter of policy, o minimum of 50% of
$SE's debt is subject to fixed, or inflatlon-linked,
rates of Interest. Within this policy framework,
$SE borrows as required on different interest
bases, with derivatives and forward rate
agreements being used to achieve the desired
out-turn interest rate profile. At 31 March 2012,
after taking account of Interest rate swaps,
77.4% of SSE's borrowings were at fixed rates,
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Financial overview (continued)

BorrowIngs are mainly made in Sterling

and Euro to reflect the underlying currency
denomination of assets and cash flows within
SSE. All other foreign currency borrowings are
swapped back into Sterling.

The United Kingdom remains SSE's main area
of operation, oithough business actlvities 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
operations; and

+ long-term service agreements for plant.

SSE's policy is to hedge all material
transactional foreign exchange exposures
through the use of forward currency
purchases and/or derivative instruments.
Translational foreign exchange risk arises in
respect of overseas investments, and hedging
in respect of such exposures is determined

as appropriate to the circumstances on a
case-by-case basis.

Managing net debt and

maintaining cash flow

SSE's adjusted net debt and hybrid capital was
£6.76bn at 31 March 2012, compared with
£5.89bn at 31 March 2011, Fundamentally,
this increase reflects:

+ the quantum and phasing of capital and
investment projects to support sustained
reat dividend growth; and

=+ the decision to delay the increase in
household energy prices until September
2011 meant some additional revenue
would not be collected until the new
financial year.

In addition, significant coal stocks have
been acquired in anticipation of the fuel
requirements at 55E's coal-fired power
stations during 2012/13.

Adjusted net debt and hybrid capital

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

A strong'debt structure through
medium- and long-term borrowings
SSE's objective is to maintain a balance
between continuity of funding and flexibility.
with debt maturities set across a broad range
of dates. Its average debt maturity as at

31 March 2012 was 9.3 years, compared with
10.6 years at 31 March 2011. The completion
of the private placement (see ‘Ensuring SSE
is well-financed” below) means that SSE's
average debt maturity was 9.6 years at

30 April 2012.

SSE's debt structure remains strong, with
around £5.1bn of medium- to long-term
borrowings In the form of issued bonds,
European Investment Bank debt and
long-term project finance and other loans.
The table below also includes the issue by
SSE, in September 2010, of hybrid capital of
£1.16bn. The balance of S5E's adjusted net
debt is financed with short-term commercial
paper and bank debt. SSE's adjusted net
debt includes cash and cash equivalents
totalling £189.2m.

Around £100m of medium-to-long-term
borrewings will mature during 2012/13.

Ensuring SSE is well-financed

SSE believes that maintaining a strong
balance sheet, evidenced by @ commitment
to the criteria for a 'single A’ credit rating, is
a key financial principle. Its corporate credit
ratings are currently:

+ ‘A-, with o ‘stable’ outlook (Standard &
Poors); and
=+ ‘A3 with a 'stable’ outlook (Moody's).

March 12 March 11

£m £m
Adjusted net debt and hybrid capital {6,755.8) (5.890.6)
Less: hybrid capital 1,161.4 1,161.4
Adjusted net debt (5,594.4) (4,729.2)
Add: outstanding liquid funds (119.9) (28.1)
Add: finance leases (342.1) (372.2)
Unadjusted net debt {6,056.4) (51295}

SSE is committed 1o maintaining financial
diversity and wili move quickly to take the
right financing options, including issuing
new bonds and loans. In line with that it:

+ successfully re-opened the European
corporate bond market in September 2011
with the issuance of a £300m bond with a
4.25% coupon and a 10-year moturity. As
Lloyds Bank Corporate Markets stated, the
strength of the order book was testament
to SSE's attractions to investors;

+ secured in October 2011 a JP¥15bn
{equivalent to around £125m) seven-year
loan with an effective interest rate of
3.52%; and

<+ undertook in February 2012 a private
placement of senior notes with 22 US-
based investors for a total consideration of
LJS$700m (equivalent to around E450m).
The senior notes consist of four tranches
with a weighted average maturity of
10.3 years and an all-in funding cost of
around 4.25% once swapped to Sterling.

Followtng the issue of hybrid capital in
2010/11, the private placement was o
further example of SSE diversifying its
funding sources and putting in place funding
at attractive rates, The placement was
formally completed in April 2012. The net
proceeds will be used to refinance short-term
debt and 1o support SSE’s programme of
large copital projects.

With regard to shorter-term funding, SSE's
core revolving credit facilities of £900m are,
and are expected to remain, undrawn. The
facilities are the subject of an agreement with
banks which runs to 2015. In addition to these
facilities, SSE has a committed bilateral facility
of £100m with one other bank,

SSE belleves that it has sufficient financial
flexibility to pursue the best opportunities

to provide the means with which to increase
dividends. At the same time, it also believes
that history — including shocks and
uncertainties seen in the financiat markets in
recent years — demonstrates how companies
with a commitment to the long-term must

be disdplined when managing their balance
sheets and cautious in financing their activities.

Net finance costs

The table on page 23 reconciles reported net
finance costs to adjusted net finance costs,
which SSE believes Is a more meaningful
measure, [n line with this, 35E's adjusted
net finance costs during 2011/12 were
£322.m, compared with £342.8m In

the previous year.
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The charge for hybrid debt is presented within
dividends and reflected within adjusted
eamings per share”.

The average Interest rate for SSE, exctuding JCE/
Associate interest, during 2011/12 was 5.06%.
compared with 5.43% for the previcus year.
Based on adjusted interest costs, SSE's adjusted
interest cover (including the hybrid coupon}
was {previous year's comparison in brackets):

+ 5.9 times, excluding interest related
to SGN (7.3 times); and

+ 4.9 times, Including interest related
o SON (5.7 times).

Excluding shareholder loans, SGN's net debt
at 31 March 2012 was £3.27bn, and within
the adjusted net finance costs of £322.1m,
the element relating to SGN's net finance
costs was £96.5m (compared with £90.4m

in the previous year), after netting loan stock
interest payable to SSE. Its contribution to
SSE's adjusted profit before tax” was £138.3m,
compared with £96.4m in 2010/11.

Contributing to employees’

pension schemes

In line with the 1AS 19 treatment of pension
scheme assets, liabilities and costs, pension

Net finance costs

scheme fiabilities of £731.9m are recognised
in the balance sheet at 31 March 2012, before
deferred tax. This compares to a liability of
£668.6m at 31 March 2011,

During the year to March 2012, employer
cash contributions amounted to:

4 £47.9m for the Scottish Hydro:Electric
scheme, including deficit repair
contributions of £29.5m; and

+ £90.1m for the Southern Electric scheme,
including deficit repair contributions
of £67.2m.

As part of the electricity Distribution Price
Control for 2010-15, it was agreed that
allowances equivalent to economically-
regulated businesses’ shere of deficit repair
contributions in respect of the Southern Electric
and Scottish Hydro-Electric schemes would
be included in price controlled revenue, with
an incentive around ongoing penslon costs.

Tax

Being a responsible tax payer

Central to SSEs approach to tax is that It
should be regarded as a responsible tax poyer.
As a consequence, SSE maintains a good

March 12 March 11
£m £m
Adjusted net finance costs 3221 3428
add/(less):
Movement on derivatives 89.5 444
Exceptional charges - 88
Share of JCE'/Associate interest {146.5) (139.9)
Reported net finance costs 265.1 256.1
Adjusted net finance costs 3221 3428
Return on penslon scheme assets 147.4 141.9
Interest on pension scheme llabllities {149.8) (150.2)
Fingnce lease Interest {38.4) (39.7)
National interest arising on discounted provisions (7.8} (4.3)
Hybrid coupon payment 65.5 -
Adjusted interest costs for interest cover calculation 339.0 2505
1 lointly Controlled Entitles
Tax charge
Marsch 12 Maich 11
£m Em
Adjusted current tax charge 213.4 268.2
add/(less):
Share of JCE/Assodate tax {6.6) 33
Deferred tax 118.0 833
Tax on exceptlonal items/certaln remeasurements (319.6) 252.4
Reported tox charge 5.2 607.2

relationship with HM Revenue & Custorns,
based on trust and co-operation.

SSE strives to manage efficiently its total tax
liabllity, and this is achleved through operating
within the framework of legislative reliefs.

$SE does not take un aggressive stance in Its
Interpretatlon of tax legislation, or use so-called
‘tax havens' as a means of reducing its tax
liability. SSE's tax policy is to operate within
both the letter and splrit of the law at all times.

SSE's tax paid to the government in the
UK. including Corporation Tax, Employers’
National Insurance Contributions and
Business Rates, totalled £396.4m during

. the year to 31 March 2012, compared with

£343.8m inthe previous year. SSE also pays
taxes in the Republic of Ireland, In relation to
its operations there, and Indirectly contributed
£59.5m to UK government tax revenues
thraugh its significant investment in joint
ventures and associates (as compared with
£69.9m in the previous year).

As a member of the Hundred Group of
Finance Directors, SSE contributes to its
annual Total Tax Contribution survey, SSE
ranked 23rd in the 2011 survey, both in terms
of tax paid ond total tax contribution,

Setting out SSE’s tax position

To assist the understanding of SSE's tax
position, the adjusted cumrent tax charge
is presented in the table opposite.

The effective adjusted current tax rate,

based on adjusted profit before tax”, was

16%, compared with 20.5% in 2010/11, on the
same basis, The impact of S5E's higher capltal
expenditure programme and the changes
introduced In Budget 2007, and subsequently,
have had, and will continue to have, a positive
impact on the effective current tax rate,

The Budgetsin June 2010, March 2011

and March 2012 have anncunced a series of
annual reductions in the UK Corporation Tax
rate for future years, The deferred tax balance
has been remeasured to reflect the latest of
these enacted rate reductions (from 26% to
24%) and the effect of this has been disclosed
as an exceptional itern, The deferred tax
balances for future years will continue to

be remeasured as each subsequent rate
reduction is enacted.

The reported tax charge for 2011/12 s £5.2m,
compared with o tax charge of £607.2m in the
previous year. This reflects a large exceptional
credit in 2011/12 compared to a{arge
exceptianal charge in 2010/11. »
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Networks

Economically-regulated businesses

NETWORKS

Keeping the lights on and supporting growth.

Netwarks operating profit — £m

737

2011: 690.5
Change: +6.7%

SSE is involved in: electricity transmisslon;
electricity distributlon; gas distribution
(through Scotia Gas Networks); and other
networks-related businesses in lighting
services, utility solutions and telecoms.

Networks Regulated Asset
Value (net) - £bn

5.88

2011: 5.40
Change: +8.9%

The RAV is the price paid for economically-
regulated energy networks when they were
privatised plus allowed capital expenditure
less depreciation. It is indexed to the Retail
Price Index.

Electricity networks capital
expenditure - £m

2011: 329
Change: +48.5%

SSE owns, operates and invests In three

" electricity networks companies: Scottish Hydro
Electric Transmission; Scottish Hydro Electric
Power Distribution; and Southern Electric
Power Distribution.

Customer minutes lost {South)

2011: 64
Change: -6.2%

Customer minutes lost is the average
nurber of minutes that customers are
without electricity supply in a year. S5E's
Sauthern network distributes electricity
to almost three milllon properties.

Utility Solutions electricity
networks

118

2011: 74 :

Change: +59.5%

SSE's Utility Solutions business designs, builds,
owns and operates networks for electricity,

gas, water and heat. The electricity networks
are outside SSE's two distribution areas.

Lighting Services PFI contracts

11

2011: 10
Change: +10.0%

SSE's Lighting Services business is the UK’s
and Ireland’s largest streetlighting contractor,
involved in the maintenance and replacement
of public lighting units.

Owning, operating and
investing in Networks
In previous years, SSE reported the performance
of its electricity networks on a geographical
basis (ie the north of Scotland and central
southern England). In terms of regulation,
process, customers and sesvice, it is now more
relevant to report performance of electricity
netwaorks by activity (ie transmission and
distribution) rather than geography and so from
2011/12 onwards SSE is adopting this approach,

The performance of the economically-regulated
business SGN will continue to be reported
within Networks. In addition, market-based
activities of Lighting Sesvices, Utility Solutions
and Telecomns are also network-based and
have, therefore, been included within S5E's
Networks segment as Other Networks.

Economically-regulated network
companies with a growing
Regulated Asset Value

SSE has an ownership interest in five
economically-requlated energy network
companies:

+ Scottish Hydro Electric Transmission (100%);

+ Scottish Hydro Electric Power Distribution
{100%);

+ Southern Electric Power Distribution (100%);

+ Scotland Gas Networks (50%}; and

4+ Southern Gas Networks (S0%).

SSE's electricity networks transmit and
distribute electricity to around 3.7 million
businesses, offices and homes via around
130,000km of overhead lines and under ground
cables; and SGN's gas networks distribute

gas to around 5.7 million homes. offices

and businesses via 75,000km of gas pipes.

SSE estimates that the total Regulated Asset
Value (RAV) of its economically-regulated
‘natural monopoly’ businesses Is now £5.88bn,
up from £4.2bn five years ago, comprising:

+ £770m for electricity transmission;

+ £2.84bn for electricity distrlbution; and

+ [2.27bn for gas distribution (ie 50% of
the businesses total RAV of £4.54bn).
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SSE is the only energy company In the UK Electricity Transmission by SHETL to recover additional forecast o

to be Involved in electricity transmission, construction costs arlsing from the 3

electricity distribution and gas distribution. Performance In Scottish Hydro replacement of its part of the line, z

Through Price Controls, Ofgem sets the Electric Transmisslon Ltd (SHETL) from Beauly to Wharry Burn, taking the

index-linked revenue the network companies In SHETL, operating profit® increased by 54.5% total to £539m (at 2009/10 prices). Full

can earn through charges levied on thelr from £47.7m to £73.7m. This reflected the construction work on the replacement line

users to cover their costs and earn a return Increase In its asset base following on from is now under way, Including the erection of

on their requlated assets. These lower-risk the ongoing Iincrease in capital invested. the first of the new pylons. The replacement

economically-regulated natural menopoly During 2011/12, a total of £228.7m was line should be completed in 2014.

businesses provide a financial backbone and invested by SHETL in its networks, up from £

operational focus for S5E and balance its £117.4m in the previous year, taking [ts total Atotal of £173m was invested in these four E’

activities in the competitive Wholesale and Regulated Asset Value from £560m to £770m.  projects during 2011/12 and thelr completion =

Retall markets. They are core to 5SE, to its is expected to take SHETL's RAV from £770m

strategy in the short-, medium- and long-term Upgrading Scotland’s electricity as at 31 March 2012 to gver £1bn by March

and to its ability to deliver sustained real transmission network 2013 and around £1.6bn in March 2015, In

dividend growth. SHETL Is responsible for maintaining and 201213, SHETL expects to Incur capital

investing in the transmission network in expenditure of over £350m.

Developing market-based its areq, which comprises almost 5,300km

networks businesses of high voltage overhead lines and under In addition, in January 2012, SHETL 2

In addition to Its economically-reguloted ground cables and which serves around 70% submitted to Scottish Ministers an é

network companies, SSE owns and operates of the land mass of Scotiand. As the licensed application to construct a replacement 3

three other networks businesses, which are transmission company for the area, SHETLhas 132KV transmisslon fine between Beauly and §

market-based: to ensure there is sufficient network capacity Mossford to accormmodate a higher capacity. 3
o

Work on a new substation Is getting under
way. Based on current estimates, the two
parts of the project are likely to require total
Investment of around £45m,

for those within it seeking to generate
+ Lighting Services: maintaining and electricity from renewable and other sources.
replacing street and highway lighting;
+ Utllity Solutions: designing, building,
owning and operating networks for

electricity, gas, water and heat; and

A series of major developments is under way
which Is transforming the scale and scope

of SHETL: Achieving a ‘fast track’ to

+ Telecoms: providing network capacity.
bandwidth and data centre services.

As with economically-regulated networks,
they have made significant pregress in the
past five years, in terms of assets, contracts

+ Knocknagael Substation: Ofgem
authorised £43.8m of investment in
this project {at 2009/10 prices) and all
major construction works relating to the
substation and related overhead lines and

Price Contro! agreement

In January 2012 Ofgem announced

that it was recommending that SHETL be
‘fast tracked’ under the RIIO T1 (Revenue =
Incentives + Innovation + Outputs) process
for the eight-year transmission Price Control
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and operating profit*., under ground cabtes have been completed.  period from April 2013, This was on the basis o
: The successful completion of the project of the business plan submitted by SHETL, 3
Financial performance in Networks has increased by 125MW the amount of Keeping the lights on and supporting 8
Operating profit® in Networks increased by electricity that can be exported from the growth, which set three key objectives -'-;
6.7%. from £690.5m to £737.1m, contributing north of Scotland, for the next decode: §
44, 5% of SSE's total operating profit”. This + Beauly-Blackhillock-Kintore: Work on 8
comprised (comparisons with the previous replacing the conductors of the 275%kV + keep the lights on for customers; s
year in brackets): transmission lines between Beauly and + invest fora greener future; and
Blackhillock and Blackhiltock and Kintaore, <+ minimise as far as possible the impact
+ £73.7m in electricity transmission (£47.7m); to allow an increase In the copacity of the on the environment. z
+ £396.5m in electricity distribution (£418.9m); network to transmit electricity, is well under H
+ £234.8m representing SSE's share of the way and s expected to be finished in 2015, Ofgem said the business plan provided good g
operating profit* for SGN (£186.8m); and 0Ofgem has outhorised investment of £81m  evidence of how significant benefits will be a
+ £321m in other network businesses (£37.1m). {at 2009/10 prices} for this development; delivered to consumers through “greater g
+ Dounreay-Beauly: Work on upgrading efficiency. enhanced consumer engagement Z
and reinforcing the transmission network and investment’.
between Dounreay and Beauly is continuing,
including the installation of a second set Ofgem adopted the new RI1O framework
of conductors to create a double circuit line  during 2011, and it is designed te incentivise g
and development of new and upgraded companies to deliver investment while z
substations. Ofgem has authorised providing value for money for customers. RIIO %
investment of £73.5m (at 2009/10 prices) T1 is the first Price Control to be conducted 5
for this programme, which should be under the new process, As Ofgem stated, g’
completed in 2013; and fast-tracked companies, such as SHETL, can g
+ Beauly-Denny: Following consuitation, ‘henefit from the swiftness of the process £

Ofgem approved, In September 2011,
an asset value adjusting event submitted

and concentrate on dellvering efficlent
network improvemenis for consumers’,
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Networks {continued)

Economically-regulated businesses

Following consultation, Ofgem published Final
Proposals for RIIQ T1 in April 2012, featuring:

<+ an allowed cost of equity of 7.0%;

+ anew Index for determining companles’
debt costs: '

- depreciation based on 20 years for existing
assets; and

+ depreciation for new assets {(except
Beauly-Denny) moving to 45 years over
the course of two Price Control perlods.

SHETL is now developing a full implementation
plan for the new Price Control period, which
will be shared with stakeholders fater this
year, much earlier In the process than would
have been possible had it not been fast
tracked. This should be of benefit to SHETL
and its stakeholders.

Keeping the lights on and supporting
growth in the long-term

The central case of SHETLs business plan is
a £1.1bn capital investment programme, with
flexibility to increase this by up to a further
£4bn if required, to upgrade the transmission
network during 2013-21. Projects currently
being developed and which could be
constructed during the peried include:

+ Western Isles: [n October 2010, SHETL
concluded that the tack of financial
underwriting from electricity generators
{attributed to the level of transmission
charges) relating to the proposed link from
the Western Isles to the mainland meant it
would not be able to conclude 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.
Developers of wind farms on the Western
Isles are now conveying greater confidence
about the deliverability of their projects,
which means that the case for the Western
[sles link has been renewed and submitted
to Ofgem. Detailed work is being
undertaken to ensure that the final scheme
design for the link meets the needs of the
developers and, aver the coming months,
work will resume on placing the relevant
contracts and undertaking environmental
and other studies;

-+ Caithness to Moray: SHETL is now
planning to develop a subsea electricity
cable between Caithness, where consent has
been secured for a new substation at Spittal,
and Moray, where It is proposed to upgrade
the existing substation at Blackhillock, to
transmit the large volume of existing and
planned electricity from renewable sources
in the north of Scotland. The cable will be
capable of transmitting around 1,200MW

of electricity. This proposal to develop
asubsea cable retains the flexibility to
accommodate generation developments
in the north of Scotland as and when the
need to do so arises. An investment case
will be submitted to Ofgem shortly; and

+ Shetland: SHETL has now secured consent
for converter statlons associated with the
proposed subseafonshore under ground high
voltage direct current (HVDC) transmission
link between the Shetland Islands and the
Scottish mainland to accommodate
renewable energy developments In Shetland,
The link would also connect properties In
Shetland to the mainland electricity network
for the first time and could be installed in
the second half of this decade.

Based on current estimates (although these
will inevitably be revised) these developments
could require investment of around £1.4bn
and would form part of the £4bn investment
programme that is additlonal to the £1.1bn
central case of SHETL's business plan.

In May 2012, Ofgem set out plans to change
the charging arrangemenis for electricity
transmission networks, with greater account
being taken of the type of electricity generator
seeking to use the networks. This will require
the Investment Cost Related Pricing {ICRP)
methodology to be improved. Once thisis
completed, Ofgem will consider the final
form of the ICRP and make a final decision
on its modification, The impact of the
planned changes will have a bearing on

the amount of electricity from renewable
sources that is developed in Scetiand

and, therefore, on the way in which the
transmission network is upgraded.

Electricity Transmission priorities
for 2012/13 and beyond

SHETL is SSE's fastest-growing and
fastest-changing business, where the core
activity for much of the next decade will
be construction. Against this background,
its priorities for 2012/13 and beyond are to:

4+ complete successfully the remaining
stages of the RIIO T1 price contral process;

+ meet key milestones in projects under
construction, in a way that is consistent with
all safety and environmental requirements;

-+ make progress with projects in
development; and

=+ ensure it has the people, skills, resaurces,
supply chain and stakeholder relationships
that will be necessary to support growth
on a significant scale.

Electricity Distribution

Performance in Southern Electric
Power Distribution and Scottish

Hydro Electric Power Distribution

The performance of SSE's two electricity
distribution companies during 2011/12 was
as follows {comparisons with previous years
in brackets);

+ operating profit” decreased by 5.3%
to £396.5m;

+ electricity distributed fell by 1.4TWh
to 40.7TWh;

+ the average number of minutes of lost
supply per customer was 73 in the north
(78) and 60 in the south {64});

+ the number of supply interruptions per
100 customers was 71 in the north (74)
and 70 in the south (64); and

+ performance-based additional incentlve
income and allowances (excluding losses)
of £11.4m is expected to be earned (£8.5m).

The decrease in operating profit® principally
reflects the timing of recovery of allowed
income.

Performance in respect of both minutes lost
and interruptions wos ahead of the targets
set by Ofgen under its Interruptions [ncentive
Scheme {115), which gives financial benefits
to distribution network operators that deliver
good performance for custemers, The number
of minutes lost in the south was the lowest
ever. Performance-based income covers a
number of issues, including the quality of
service provided to customers, and innovation.

Volume of electricity distributed

The total volume of electricity distributed by
the two distsibution companies durlng 2011/12
was 40.7Twh, compared with 421TWh in the
previous year, Under the electricity Distribution
Price Control for 2010-15, the volume of
electricity distributed no longer affects
companies’ overall allowed revenue (atthough It
does have an impact on the timing of revenue).
This has further reduced the level of risk
associated with energy networks businesses.

Earning revenue by delivering

a good quality of service

As a result of thelr operational performance
during 2011/12 SSE's two electricity distribution
companies expect to earn additional incentive
income and allowances of £11.4m (2010/11 -
£8.5m) including additional incentive income
of £4.5m (2010111 - £3.4m). This reflects
effective investment in the automation of the
networks and effective operational responses
to electricity supply interruptions.
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Responding to the effects

of severe weather

In the winter of 2011/12, SSE’s electricity
networks were subjected to the effects of
severe weather on an unusually large number
of occasions, including the 3 January storm
affecting the north of Scatland. This weather
event alone, featuring exceptional low altitude
wind speeds of over 30 miles per hour, resulted
in 600 separate faults and over 1,000 points of
damage an the network and the loss of power
to around 40,000 households. The equivalent
of three menths of fault repair work was carried
out in four days (with very high winds also
aceurring on 4 January) and was marked by
the commitment of SSE employees and the
patience an the part of affected communities.
The efforts of SSE and other service providers
were praised by the Scottish government.

The 3 January storm and a number of other
wedather events were treated as exceptional
by Cfgem, meaning that they are excluded
from the calculation of performance measures
such as customer minutes lost.

Operating electricity networks efficiently
Efficiency is one of SSE's core values and
amongst Ofgem’s explicit purposes in setting
Price Contrals is to keep as low as possible

the costs of providing secure and reliable
networks. SSE has a straightforward operating
model, under which the vast majority 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
Operational Production Groups.

This model gives SSE a strong oversight of
operations and investrnent, allows flexibility
in responding to changed circumstances and
supports a culture of efficiency, teamwork
and excellence, including Innovation,

Investing in electricity networks

and securing growth in their RAV

2011112 was the second year of the electricity
Distribution Price Cantrel for 2010-15. The Price
Control changed the framework for operating
and capital expenditure to remave 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 these that apply efficiency and innovation
to maximise outputs from agreed expenditure,

Networks Regulated Asset Value - £bn

Networks Regulated Asset Value 2011/12 - %

In response to this, SSE hes 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 custamers. It has also identified a
number of important innovations and new
technologies that are delivering cost savings
and minimising disruption.

For example, in rural areos, use of the
Ordnance Survey's Imagery database of
aerial photography has provided a simple
and effective way of surveying thousands of
kilometres of overhead lines for potential risk
of tree damage. In urban areas, SSE has used
directiona! drill technolegy, which creates
minimum disturbance to the highway and
thereby reduces disruption to the public and
the cost of reinstaternent, to install = for
example - new 66KW circuits in west London.

The deployment of innovations and
technologies such as these, plus good
performance in response to Ofgem’s
enhanced incentive mechanisms in areas
such as customer service should enable SSE
to continue to achieve the post-tax real return
in excess of 5% which it is targeting in
electricity distribution,

Against this background, capital expenditure
in electricity distribution networks was
£260.3min 2011/12. The need for further
significant investment in Great Britain’s
electricity distribution networks, to maintain
and/or replace ageing assets or to provide
additional capacity, is likely to mean SSE will

invest around £275m in 2012/13, taking the
total for the first three years of the 2010-15
Price Control to around £750m. As a result,
the RAV of SSE's two electricity distribution
networks should increase to over £2.9bn over
the course of the year.

Signihcant developments include a £30m
project to install new 132kV plant at Bracknell
and Camberley substations and new 132kV
under ground cables between the substations.
The project will help to meet demand for
electricity in a key area between the M3 and
M4 motorways, The cabling works should be
finished in the autumn of this year and the final
substation work should be completed in 2013,

In Scotland, plans have been made to invest
in the resilience of the electricity network

in Argyll and Bute, which was particularly
gffected by the storms of 2011/12, including
provision of under ground cables in Dunoon
and of large-scale mobite generation
connection points for Bute,

Making electricity networks smart
Although there is no standard definition,

the European Technotogy Platform 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, economic
and secure electricity supplies.

The next decade promises major technological
change for electricity distribution networks
as a result of things like micro-generation.
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Networks {continued)

Economically-regulated businesses

the replacement of gas with efectricity as
a source of heating and electric vehicles,
All of this will change the traditional flows
of electricity, which means smarter, more
dynamic networks will be reguired.

SSE, with Smarter Grid Solutions Ltd, an
associate company, ‘switched on’ the UK's
first commerciai smart grid technology on its
power distribution network on Orkney in 2009.
This has since allowed 20MW of additional
capacity for generating electricity to be
connected to the network, at a small fraction
of the cost that would have been required
had traditicnal means been adopted.

Two other major smart projects, with total
funding of £64m, are being led by 55E's
electricity distribution businesses:

+ Northern Isles New Energy Solutions
{NINES) in Shetland: NINES is a pilot
project representing the first stage of the
Integrated Plan for managing electricity
supply and demand In Shetland, which
Scottish Hydro Electric Power Distribution
Is required by Ofgem to present in 2013,
It features the use of heat and electricity
storage to manage intelligently the impact
of movernents in demand on electricity
generation in Shetland, which could allow
more renewable energy to be connected
to the network. It also features new
active network management solutions.

In September 2011, Ofgem announced
that NINES should be funded as part

of the Integrated Plan, with 85% of its
expenditure included in SHEPD's RAV and
the remuaining 15% included in SHEPD's
allowed revenue. This confirmed that
NINES is not just a smart programme but
a comprehensive and sustainable solution
to the energy challenges on Shetland
which is designed to meet the needs and
aspirations of the community; and

+ New Thames Valley Vision (NTVV)
in and around Bracknell: NTVV gims
to demonstrate that applying new
technologies to Bracknell's network
will provide a lower-cost alternative to
redeveloping the substation to meet
increasing electricity demand, with the
potential to reduce significantly costs to
customers. NTVV involves monitoring and
predicting electricity demand and usage
patterns and using a range of innovative

technologies, induding network automation,

energy storage and automated demand
response, to manage the network flows
predicted by the modelling. In November
2011, Ofgem announced that NTVV should
secure funding totalling £30m under its

Low Carbon Networks Fund and, as a result,
NTVV will lead to the creation of one of the
UK’s first intelligent distribution networks.

Supporting deployment

of electric vehicles

Electric vehicles (EVs) will be an essential part
of the move towards a low-carbon transport
infrastructure. Current predictions suggest
that EVs could account for as many as 10%

‘of new car sales by 2020. The challenge for

electricity distribution companies is to prepare
their networks for the likely upswing in
demand arising from EVs and SSE wasa

full participant in two EV projects, both
supported by the Technology Strategy

Board — the MINI E and the Ford Transit
Connect consortia.

These have helped to demonstrate that up to
one in four homes will be able to have an EV
without it having a significant impact on the
electricity network. Nevertheless, other issues
- such as the need to schedule re-charging
effectively and to develop new controt
systems — require significant attention and
SSE Is carrying out further work to understand
the requirements of so-called 'smart charging’
to maximise use of the existing infrastructure,

In March 2012, SSE opened in Glasgow the
UK's first dedicated free EV charging, hiring
and parking facility. The facility features six
charging car park spaces and electric car hire
from Europcar and Peugeot as well as an
electric car available for test drives.

Electricity Distribution priorities
in 2012/13 and beyond

During 2012/13 and beyond 55E's priorities
in Electricity Distribution are to:

+ comply fully with all safety standards
and environmental requirements;

+ ensure that the networks are managed as
efficiently as possible, delivering required
outputs while maintaining tight controls
over operational expenditure;

+ put responsiveness at the heart of
day-to-day operations, so that the
number and duration of power cuts
experienced by customers is kept to
a minimum;

= ensure that there is adequate capacity
to meet changing demands on the
electricity system;

+ deliver excellent service to customaers,
which responds effectively to their needs
during supply interruptions and in
‘business-as-usual’ situations; and

+ make progress on the deployment of
innovative investment in smart grids.

With such significant changes required over
the next few years, not least in adapting
the networks to accommodate changes in
production and consumption, the scope for
additional incremental growth in electricity
distribution networks is clear,

Gas Distribution

Performance in SGN

SSE receives 50% of the distributable earnings
from Scotia Gas Networks (SGN), in fine with
its equity holding, and also provides it with
corporate and management services. In SGN
in 2011/12 (comparisons with the previous
year in brackets}):

<+ 55E's share of operating profit® was
£234.8m (£186.8my;

4+ gos transported fell by 22.8TWh to
143.4TWh; and

+ 98.7% of uncontrolled gas escapes were
attenged within one hour of notification,
compared with the standard of 97% (97.2%).

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

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

+ underlying operational efficiencies
actiieved during the year; and

+ income from 2010/11 not recovered during
that financial year but subsequently received.

Only 3.5% of SGN's transportation income is
volume-related; the remaining 96.5% is related
to the maximurm capacity requirements of its
customers. A small part of SGN's operating
profit* is derived from 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 controcted to provide
it with services with a total value of £30m
per annum. In following years, services were
brought within SGN, and SGN's remaining
service contracts with National Grid totalled
£7m per annum by the end of 2010/11.

These Managed Services Agreement contracts
covered transmission services, control and

IT services and emergency call handling, and
the process of bringing them within SGN is
continuing. In June 2011, SGN stopped using
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National Grid’s Gas Transportation
Management System and replaced it with

Its new Distribution Network Control System
and in September 2011 it replaced a Natlonal
Grid system with a new application called
Dermand Management System, This means
that SGN's remaining contracts with Natlonal
Grid mow tota! £4.5m per annum.

Investing in gas networks and

securing growth in their RAV

The five-year gas Distribution Price Control.
which began in April 2008, provides the
opportunity for SGN to increase significantly
Investment in its gas distribution networks,
thereby reinforcing their safety and reliability
and securing another significant Increase In their
RAV. By the end of 2012/13, SGN estimates
that its total RAV will be around £4.8bn,

During 2011/12, SGN Invested £404.3m In
capital expenditure and mains and services
replacement projects, compared with
£399.3m In the previous year, including the
£21m replacement of the under-sea gas main
between the south coast of England and the Isle
of Wight, completed during the year. The project
involved connecting Lepe and Gurnard through
the longest directional drill ever undertaken
(2.9km). Tunnels were bored from each direction,
meeting around &0 metres below the seobed,
10 take the two 12 inch diameter plpes.

The majarity of the mains replocement
expenditure was incurred under the 30:30
mains replacement programme which was
started in 2002. This requires that all Iron gas
mains within 30 metres of homes and premises
must be replaced over a 30-year period. During
2011/12, SGN replaced 1,202km of Its metallic
gas mains with modern polyethylene pipes.

$GN is also committed to making new gas
connections {o existing homes that are not
on mains gas as affordable as possible,

and is running a new Assisted Connections
scheme, under which 19,456 properties were
connected to its networks during 2011/12.

A further 19,500 properties are expected

1o be connected in 2012/13.

Investrment 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 replacenent projects
during 2012/13.

Earning financial rewards

for corporate responsibility

In July 2011, SGN was awarded £1.3m under
Ofgem’s Discretionary Reward Scheme which
rewards companies for developing and

adopting best practice in serving the interests
of customers, society and the environment,
This was the third successlve year In which
SGN secured the highest award under the
scherme, and it recognised SGN's work on its
environmental impact, fuel poverty and safety.
The Scheme, which Is Judged by a panel of
industry experts, was established as part of
Ofgemn’s gas Distribution Price Control 2008-13.

Making gas networks more sustainable
In March 2011, the UK government launched
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 long recognised that renewable heat
is an untapped resource. Working with a water
company and a gas suppiler, It began the
delivery and supply of blomethane to 200
homes in Oxfordshire. Under the scheme, the
first of its kind in Britain, sludge is subjected to
the process of ancerobic digestion to create
biogas which, after the removal of impurities,
is fed into the gas distribution network. It has

_since begun participation In the first commercial

biomass upgrading system in England, near
Poundbury in the Duchy of Cornwall. Biogas
produced from green waste and chicken
manure will be upgraded to natural gas quality
and fed inta SGN's gas network to supply
green gas to almost 4,000 homes,

1t is estimated that biomethane could account
for up to 15% of domestic gas needs In the
UK In 2020.

SGN s now developing this technology so that
larger volumes of biomethane at other sites
can be commissioned Into the network and is
carrying out feasibility studies on a further six
proposals for biomethane network entry points
fram 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 will be introduced for
gas distribution from 1 April 2013 - RIIQ0-GD1,
SGN has underiaken extensive consultations
with stakeholders to help determine what
should be included in Its business plan for

the new Price Control.

In October 2011, SGN completed a public
consultation on its proposed business plan
for RII0-GD1 and submitted it to Ofgemin
November 2011. The plan set out four key
themes and related measures of progress:

+ acting safely, through reducing risk and
protecting the public and employees;

+ providing excellent service through
maintalning gas supplies, giving timely
information and listening to customers;

-+ being good neighbours by reducing
environmental Impact and removing
assets that affect local communities; and

< being a business for the future by helping
to mitigate ond adapt to climate change
and keeping costs down.

In February 2012, Ofgem set out its Initlal
ossessment of gas distribution networks’
business plans. Overall, it decided not to
retain SGN (or any other company) within
the *fast track’ process because of the number
of issues that would have to be resolved in
a compressed timetable. SGN submitted

a revised business plan in April 2012 which
it is hoped Ofgem will adopt as the basis for
its [nitial Proposals document on the gas
distributlon Price Control in July 2012.

Gas Distribution priorities
in 201213 and beyond

During 2012/13, SGN's priorities are to:

+ deliver o safe and secure gas supply
to customers;

4 dellver to time and budget the 2012/13
mains replacement and capital works
programmes;

+ continue to work with stakeholders to
secure an acceptable outcome to the
new gas Distribution Price Contral; and

+ support sustainable developments n
gas distribution.

Making energy better:
% Restoring power

In January, engineers tackled
three months worth of damage
repair work in just four days
due to storms,
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Networks {continued}
Market-based businesses

Other Networks

Performance in Other Networks

SSE's *Other Networks' businesses — Lighting
Services, Utility Solutions and Telecomns —
are relatively small when compared with its
energy networks, and they operate in tough
and competitive markets. As a result of
difficult economic circumstances, their
contribution to SSE's operating profit” fell
from £37.3m in 2010/11 to £32.1min 201112,

Maintaining leadership in

lighting services provision

SSE remains the UK and ireland's leading
streetlighting contractor. It has:

+ 24 contracts with lecal authorities in
England, Wales and Scotland to maintain
over 630,000 lighting units;

-+ 28 contracts with local authorities in
the Republic of Ireland to maintain over
240,000 lighting units, through Airtricity
Utllity Solutions; and

+ 11 contracts with 12 local authorities, under
the Private Finance Initiative, to replace
and maintain over 610,000 lighting units.

The PF1 contracts include the 25-year contract
awarded by Knowsley Metropolitan Borough
Counci! for the maintenance of over 24,000
lighting columns, traffic bollards and traffic signs
and for the replacement of more than 70% of
these during the initial four-year investment
period which began in August 2011. It includes
the deployment of SSE's Mayflower technology
which offers customers variable light contrel,
monitoring, fault detectlon and energy
consumption measurement — all undertaken
from a central location.

Lighting Services fits well within SSE's business
model and., as in electricity distribution, future
success will be based on effective and efficient
customer service and successful deployment
of new technology.

Providing comprehensive Utility Solutions
SSE provides a comprehensive range of 'utility
solutions’. It designs, builds, owns, operates
and maintains cable and pipe networks for
dellvering electricity, gas, water, heat and
telecommunications to existing and new
commercial and residentia! developments in
England, Wales and Scotland. It is, therefore,
able to provide a one-stop solution for
multi-utility infrastructure requirements

to customers in the development and
construction sectors.

=+ Electricity networks: S5E now owns
and operates 118 embedded energised

electricity networks outside the areqs
served by its economically-regulated
subsidiaries Scottish Hydro Electric

Power Distribution and Southemn Electric
Power Distribution. A further 43 are
under construction and contracts have
been signed for the development of an
additional five, taking the total to 166 - up
from 117 at the end of 2010/11. In total,
SSE has 825MW of network capacity.
including 476MW of existing demand and
349MW of connectlons to be completed.

+ Gas pipelines: SS5E Is also a licensed
gas transporter, installing, owning and
operating gas mains and services onnew
housing and commaercial developments
throughout the UK. The total number
of new premises connected to its gas
networks has continued to grow, and
during 2011/12 it connected a further
13,853 premises, taking the total number
of connections to over 92,000. Contracts
have been signed for a further 60,000
connections to be completed.

+ Water: Through SSE Water (SSEW) SSE
is able to install, own, operate and supply
water and sewerage services alongside
its existing electricity and gas services.
Aninset’ appointment is the route by
which one company replaces another
as the appointed water and/or sewerage
company for a specified area. SSEW now
has 15 such appointments and provides, or
has secured contracts to provide, water and
sewerage services to over 21,000 properties
in England and Wales.

+ Heat: SSE uses a range of sustainable
technical solutlons, including Combined
Heat and Power (CHP) generation, biomass
boilers and ground- and air-source heat
pumps and combines these with community
heating schernes where appropriate.
There are currently seven heat networks
in operation and five further schemes
where SSE is the preferred bidder.

Of the four areas that Utility Solutions operates
in, Heat is the least developed and has the
mast potential yet to fulfil as a result of the
planning requirements placed on developers
and the intraductlon of the Renewable Heat
Incentive, That, allied to continulng focus

on safety, custorner service and value across
all activities and an ability to offer o true
multi-utility solution to customers, means that
Utility Solutions should continue to increase
its already prominent market presence.

Operating a national telecoms network
SSE's Telecomns business operates in two
different markets. It owns and operates the
UK's fourth largest fibre and microwave

network offering carréer standard connectivity
to external custorners and providing SSE's
internal managed voice and data services.
The origins of this business lie in the
installation, a decade ago, of fibre on SSE's
electricity network, and the telecoms network
now comprises:

+ fibre optic cabling which SSE owns (5,000km);
4 |eased lit fibre {2,600km); and

< microwave radlo (3,600km).

To complement its core telecoms network
business, SSE's Fareham-based data centre
provides capacity for more than 1,200 racks for
the co-location of 1T services within the 80.000
square feet secure site and 10MW of power in
aresilient and energy efficient environment,

Despite gaining some large, high-profile
technology companies as dlients, the year was
characterised by a challenging environment for
sales in respect of the network, which made
tight control on operating costs especially
important. To support the business in the
future, there will be a focus on development
of its network and products in what remains

a very fast-developing sector.

Conclusion

Through efficiency. respensiveness and
innovation, SSE aims to expand significantly
its Networks businesses in the coming years
and they will play a significant part in helping
it to meet its financial objective of sustained
and real dividend growth.

Other Networks priorities
in 2012/13 and beyond

Lighting Services, Utility Solutlons and
Telecoms have specific priorities for 2012/13,
but across all of thern there is a continuing
need for:

4 efficiency and customer service:
+ effective product development: and
+ technological change and innovation.




31

Retail
Market-based businesses

RETAIL

Earning the right to make a profit.

Retail operating profit — £m

321.6

2011: 400.5
Change: -19.7%

SSE Is involved in the supply of electricity
and gas and in other energy-related services
such as electrical contracting to business
and household customers.

Energy customer accounts —
millions

9.55

2011: 9.65
Change: -1.0%

SSE supplies electricity and gas to household
and business customers In the energy markets
in Great Britain and Ireland. It is Britain's
second largest energy supplier.

Home services customer
accounts — 000s

412

2011: 420
Change: -1.9%

Home services provided by SSE indude -
gas boller, central heating and wiring
maintenance and installation and telephone
line rental, calls and broadband services.

Energy efficiency installations
(GB) - 000s

315

2011: 193
Change: +63.2%

As an energy supplier, SSE has obligotions
under government-sponscred schemes

to deliver energy efficiency measures

in households throughout Great Britain
that deliver savings in CO,.

Financial assistance for
vulnerable customers - £m

2011: 28
Change: +64.3%

SSE provides assistance for customers who
struggle to pay for their basic energy needs,
including discounts on energy bills.

SSE Contracting Order Book - £m

2011: 67
Change: +16.4%

SSE Contracting is one of the largest
mechanical and electrical contracting
businesses in the UK, operating from
regional offices throughout Great Britein.

Improving transparency in competitive
customer-facing businesses

[n previous years, SSE reported performance
relating to its Energy Supply activities as part
of a Generation and Supply segment and SSE
continues to believe that its involvement in the
Retall activity of energy supply and the Whelesale
activities of energy production and portfollo
management means it has a well-balanced
portfolic of custamers, assets and contracts for
purchasing gas and power purchase agreements.

In October 2009, Ofgem introduced the
requirement to report details of SSE's Generation
and Supply results in a Consolidated Segmental
Statement (C55). Ofgem commissioned an
independent review of suppliers’ segmental
statements by BDO LLP and in January 2012
announced that while BDO had recommended
several changes to the way suppliers prepare
their statements to improve transparency and
cross-company camparability the fact it ‘found
suppliers’ inancial Infermation to be fair and
appropriate and should also give consumers

a degree of reassurance’.

Therefore, inrelation to'Generation and Supply,
SSE was already publishing information to help
to imprave the transparency of its inancial
reporting. Following changes to S5E'
management structure in 2011 and in

the interests of further transparency, it has
concluded that this sheould be extended

to its financial statements.

The second biggest energy supplier across
the Great Britaln and Ireland markets
SSE Is the second biggest energy retailer across
the competitive markets in Great Britaln and
Iretand. It supplies electricity ond gas to more
than 9.5 milllon household and business
accounts under brands such as SSE, Scottish
Hydro, Southern Electric, SWALEC and Atlantic
in the Great Britain market and Airtricity in the
markets on the Island of Iretand.

The key responsibilities of the Energy Supply
business are to:

+ ensure it secures enough electricity
and gas to meet customers’ needs;
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Retail {continued)
Market-based businesses

+ arrange for electricity and gas to be
distributed to customers’ premises through
the relevant networks;

+ provide customers with necessary associated
services such as metering and billing; and

=+ meet obligations in respect of energy
efficiency and any related social or
environmental schemes promoted
by government.

It must de so while being mindful of the fact
that its core products — electricity and gas

- are something which people need to buy
rather than choose to buy, which means there
is legitimate and significant political and
regulatory interest in energy supply markets.
1n Great Britain, for example, energy supply
has been the subject of a Retail Market Review
announced by Ofgem in Novenber 2010, which
is supposed to make energy retail markets work
more effectively in the interests of customers.

A significant provider of
energy-related services

SSE provides other energy-related goods
and services to custormers, covering three
principal areas:

-+ retailing of ‘home services' such as gas boiler,
central heating and wiring maintenance and
installation, telephone line rental, calls and
broadband services and micre-generation;

+ supplying, Installing, maintaining and
reading meters in the household,
commerclal, industrial and generation
sectors In Great Britain; and

-+ domestic, commercial and Industrlal
mechanical and electrical contracting and
electrical and instrumentation engineering.

SSE's contracting business is the second largest
mechanical and electrical contracting business in
the UK. Its metering business became national
In Great Brltain in 2010 after it completed

a prograrmme of in-sourcing of activities.
Home services were supplied to over 400,000
customer accounts as at 31 March 2012,

SSE's activities in home services, metering
and electrical and mechanical contracting
are all customer-facing and have, therefore,
been included in the Retall segment.

Financial performance in Retail
Operating profit” in Retail fell by 19.7%,
from £400.5m to £321.6m, contributing
19% of SSE's total operating profit”. This
comprised {(comparisons with the previous
year In brackets):

+ £271.7m in Energy Supply (E347.7m); and
+ £49.9m In Energy-related Services (£52.8m).

Energy Supply

Performance in Energy Supply

SSE's Energy Supply business buys

the electricity and gas it needs through
SSE's Energy Portfolio Management and
Generation divisions. The associated cost
to the Energy Supply business comprises:

4+ the weighted average cost of electricity,
made up of fuel used in generation plus
associated costs of CO, emissions, power
purchase agreements and direct bilateral
electricity contracts; and

+ the weighted average cost of gas, made
up of gas purchase contracts and direct
bilateral gas contracts and gas storage.

It therefore carries risks associated with energy
procurement. In addition, the Energy Supply
business has to meet costs assaciated with

the transmission and distribution of energy,
customer service and governrment-sponsored
social and envirgnmental obligations.

Cperating profit® in Energy Supply in 2011412
fell by 21.9% to £271.7m, and comprised
16.4% of SSE's Lotal operating profit”.
Within this, SSE's operating profit* from
supplying energy to a household account

in Great Britain in 2011/12 was an average
of around £30. Operating profit” in Energy
Supply reflects the higher wholesale gas
costs, and the delay to September 201

in implementing an Increase in househeld
energy prices and falling energy consumption.
There was, however;

+ areduction in overheads associated with
the doorstep sales operation as a result
of its closure In July 20117, and

<+ success in managing, with customers,
the level of aged debt.

Expected profitability in Energy Supply
Electricity and gas are things which people
need to buy rather than choose to buy {unless
they are used inefficiently), so SSE recognises
that it would not be acceptable for it to
achieve an excessive level of profitability in
Energy Supply. At the same time, a reasonable
and sustainable level of profitability is
necessary to ensure that the risks associoted
with energy procurement can be remunerated
in a way that will sustain investment and to
ensure that investment can also be made

in the services and systems that customers
will need in the future.

SSE expects that Its profit margin (ie adjusted
operating profit* as a percentage of revenue)
in Energy Supply will average arcund 5% over

the medium-term {ie three to five years). In
2011/12, it was 3.5%. On this basis, SSE hopes
to demonstrate that the prices it charges for,
and any profit it makes in, supplying electricity
and gas are fair. It also hopes to give further
momentum to its efforts to build trust in
energy supply.

Building trust in energy supply

In October 2011, SSE published a document,
Building Trust: SSE's proposals to build
customers’ trust in energy supply in Great
Britain, It set out 10 measures to:

+ restore simplicity, Including reducing the
nurnber of tariffs from over 60 to four
core products;

-+ enhance transparency, including improving
wholesale electricity market liquidity;

+ improve customer service, Including
retrospective Introduction of a Sales
Guarantee; and .

+ ensure fairness for all customers,
including ensuring all customers have
the opportunity to access all tariffs.

In line with the fairness principle, SSE has
made a clear commitment never to engage
in any form of unfair pricing. As the Institute
for Public Policy Research stated in February
2012, ‘customers are being overcharged to
subsidise cheap offers for customers who
switch suppliers in the more competitive end
of the market'. An effect of this practice isto
make entry in to the energy supply market in
Great Britain more difficult for new suppliers,
and that is another reason why the practice
should be stamped out.

In April 2012, SSE confirmed that the 10
measures had been completed including two
that had been successfully piloted and would
go forward to full implementation. It also set
out a number of other measures to maintain
the momentum, including steps to simplify
energy bills, tackle estimated bills and

to enable prepayment meter customers

to get on to the best tariff. -

As part of its Retail Market Review, Ofgem
has completed consultations on possible
interventions in areas such as pricing
structures, tariff comparability and custormer
communications. Ofgem has said it would
prefer to implement reform wherever
appropriate with the co-operation of energy
supply companies but will consider a referral
to the Competition Commission if necessary.

SSE accepts the challenge posed by Cfgem
but believes it is moving faster, and further,
to meet customers’ needs in a way that a
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regulator-determined approach would not

be able to achieve. Indeed, the quick way

In which SSE was able, in April 2012, to enter
Into an agreement with the UK government
on measuses to help impiove the quality

and relevance of the information avallable to
customers demonstrates that speed of respanse
and Innovation are most likely to sustain and
build customers’ trust In energy supply.

Energy supply markets in Ireland are at

a different stage of development; indeed,
since 2009, Ireland has expertenced the
EU's highest levels of customers switching
between suppliers. Nevertheless, after o period
of rapid growth In customer numbers, SSE Is
committed to ensuring that the principles of
Buitding Trust are also applied on the island
of Ireland, ond its Customer Charter for
household customers in the Republic of
Ireland reflects that commitment.

S$SE's approach to retaining

and gaining customers

Long-term success in energy supply depends
on the supplier’s ability to retain and gain
custorners. SSE aims to do this by:

=+ offering consistently competitive
prices over the medium-term;

+ providing a straightforward range of
products that are easy to assess; and

+ delivering the highest possible quality
of service.

In summary, its proposition to customers

is based on fair pricing, simple products

and excellent service, At the same time, SSE
believes that, becouse the products it supplies
are fundamental to the functioning of
modern life ond so are not discretionary,

It has a responsibllity to earn and retain

the trust of customers.

Supplying energy to customers

in GB and Ireland

During 2011412, SSE's energy customer
accounts iry Great Britain and Ireland fell skightly
1o 9.55 million from 9.65 miltion in March 2011.
Customer accounts at March 2012 comprised;

4+ 8.52 million household electriclty and gas
accounts in GB;

= 407,000 business electricity ond gas sites
In GB; and

+ 621,000 electricity and gas customer
accounts in Northern Ireland and the
Republic of Ireland (91% heousehold and
9% business). )

The reduction In customer account numbers
in GB was, therefore, offset somewhat by the

Energy customer numbers = millions

Energy customer numbers 2011/12 composition - %

Domestic customers’ payment methods 2011/12 - %

succeess In the Irish markets, where there was
a net customer gain of 130,000. In contrast,
there was a reduction of 230,000 in customer
numbers In Great Britaln, reflecting the highly
competitive market conditions. Of this net
reduction, most accounts were lost In the six
manths between July and December 2011.
This was the pericd following S5E's decision
to stop selling energy on the doorstep In Great
Britain and the announcement of Increases
in household gas and electricity prices.

Customer account numbers do not tell the
whole story, however. Within the overall total,
2.5 million customer accounts In Great Britain
are for loyalty products such as:

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

+ energyplus Pulse, under which customers
are able to support the British Heart
Foundation (which received £133,000 from
SSE inrespect of energyplus Pulse customers
during 2011/12, taking the total since the
product was launched to £1.5m); and

+ M&S Energy, avallable to customers
through Marks and Spencer's stores
and website.

In May 2012 SSE announced Its intention to
acquire Phoenix Supply Limited, a regulated
suppller of natural gas to 130,000 customers
In Northern Ireland. The acquisition alse
Includes a small number of customers in
Rol's deregulated commercial supply market.
The acquisition is subject to approval by

the Irish Competition Authorlty and SSE
expects to complete the purchase during
the summer,

Selling energy in the right way

In July 2011, SSE became the first of the
leading suppliers in the Great Brltain market
to stop commission-based doorstep selling
of energy. The decisicn was taken because
confidence In the way energy was being sold
on the doorstep and in the way in which
salespeople were being remunerated had
becomne low,

This was followed in December 2011 by SSE's
decision to implement its Sales Guarantee
for household energy customers and to apply
the guarantee te any household energy sales
made by it since October 2009, when Ofgem
placed new obligations on energy suppliers
to make sure sales activitles are conducted

In a fair and professional manner.
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Retail (continued)
Market-based businesses

tnder the guarantee, devised as part of
SSE's Building Trust inltiative, any customer
who shows that they switched their energy
supply to SSE after being given inaccurate
information or being misled will have any
resuiting financial loss fade good. Since it
was launched, SSE has contacted custorners
about the guarantee and so far settled over
3,000 claims. It expects that the retrospective
implementation of the guarantee could cost
up to £5m. The application of the guarantee
is being independently assured and extended
to all energy products.

In May 2012, SSE was fined £1.25m after
being found guilty, at Guildford Crown Court,
on two counts (out of seven) relating to the
use of direct sales aids in February 2009. SSE
recognises that a company of its standing and
with Its values should not have found itself in
this position and various steps — of which the
Sales Guarantee is one — have been taken to
ensure that it does not do so again.

Meanwhile, SSE is continuing to co-operate
with Ofgern’s investigation into whether it
complied with the new licence conditions to
govern sales processes introduced In 2009,

SSE aims to galn customers through venue,
telephone, online and direct mall sales and
through customer advice activities; through
extending its range of affinity partnerships, of
which M&S Energy Is one example; and through
a series of commercially-focused sponsorships.

It is also planning to launch later this year
pilot networks of appaintment-only and
salary-based ‘smart energy advisers’, starting

Making energy better:
<+ Educating customers

We're helping our customers
understand how they use energy
by providing the real-time and
historic information they need
to become more energy efficient.

in Wales and Scotland and trained to an
externally-accredited standard. The advisers
will draw on SSE's experience [n the Energy
Demand Research Project carried out in North
Leigh, Oxfordshire, between 2007 and 2010,
during which a locally-based energy adviser
employed by SSE engaged with local people
to secure a 10% reduction in household
energy consumption. According to the
Independent Project Final Analysis, published
in June 2011, the adviser was ‘able to work
very well within the community and was
very well received by them'.

Customers’ use of energy

is continuing to decline

SSE household customers have continued to
reduce their use of energy, and on an actual
basis in 2011/12 SSE household customers
used, on average:

+ 451 therms of gas, compared with
563 therms in the previous year; and

-+ 4,104kWh of electricity, compared
with 4,408kwh in the previous year.

On aweather-corrected basis, average
heusehold consumption of gas by SSE's
customers has fallen by 21.5% in the five years
since 2007 and consumption of electricity
has fallen by 16.7%. The decline in energy
consumption is expected to continue for

the next few years.

Falling consumption presents short-term issues -

in relation to the revenue that companies are
able to earn from supplying energy and in
relation to the operation and development of
plant for generating electricity. Nevertheless,
as a result of the underlying fall in energy
consumption, households are less exposed
to the impact of high unit prices than

they otherwise woutd be and the overall
sustainability of supplies of gas and electricity
is improved, These are very positive trends,
which SSE welcomes.

Helping customers use

lass energy in the future

As an energy supplier, SSE has obligations
under the Carbon Emissions Reduction Target
(CERT) 2008-12 scheme to deliver energy
efficiency measures to households throughout
Great Britaln that deliver savings in CO,
emissions. In 2011/12, SSE funded the
installation of cavity wall insulation in over
125,000 homes and loft insulation in over
190,000 homes (excluding DIY insulation),
an increase of over 60% on last year.

In August 2011, Ofgem published its Annual
Report on suppliers’ progress towards CERT

targets for 2008-12. It reported that SSE
had achieved 64% of its obligation by the
end of the third year of CERT; this increases
to 71% when the innovation features of CERT
are taken into account. The delivery of CERT
and, in particular, of the requirement to
ensure that 15% of the CO, savings are
achieved in a subset of low-income
households considered to be at high risk

of fuel poverty (the Super Priority Group)
has proved to be very challenging, not
least because of difficulties assoclated

with identifying, and then collecting the
information required to verlfy, a customer
as being within the Super Priority Group.

Complementing CERT, the Community Energy
Savings Programme (CESP) is an obligation
placed on energy suppliers and electricity
generators to make savings In customers’
homes by helping to install energy efficiency
measures, The programme is designed to
ensure that suppliers work in the lower income
areas and to incentivise a "‘whole house’
approach to energy savings. While delivering
CESP is challenging, S5E now has 33 CESP .
agreements in place for locations throughout
England, Scotland and Wales.

CERT and CESP will be superseded by the
Green Deal and Energy Compuny Obligation
{ECO) when they are introduced following
the passage of the Energy Act 2011

4 the Green Deal is a new financing
mechanism for customers seeking o install
energy saving measures, featuring a ‘Golden
Rule’ under which the expected financial
savings arising from the measures must be
equal to or greater thon the costs attached
to the energy bill: and

+ the ECO will replace the obligations
arising from CERT and CESP, with suppliers
expected to focus assistance on the poorest
and most vulnerable households and the
hardest-to-treat properties, which may not
be able to toke advantage of the Green Dedl.

In Aprll 2012, SSE was one of 22 organisations
to sign an agreement with the UK government
to work to become one of the first Green Deal
providers, offering energy efficiency packages
to consumers when the scheme launches later
this year. The UK government has emphasised
the importance of a ‘good customer
experience from day one’ of the Green

Deal, a point which S5E strongly endorses.

Energy efficlency is also a key Issue in Ireland
and 2013 will see the introduction there

of an energy company-administered Pay
As You Save programme.
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Helping vulnerable customers

In March 2012 Professor John Hills published
the final report fallowing his review of the fuel
poverty definition ond target commissioned by
the Secretary of State for Energy and Climate
Change. Under the existing definitlon, o
household is classed as belng in ‘fuel poverty’
if it would need to spend mere than 10% of its
income on fuel to keep its home warm enough.

Hills has proposed an alternative measurement
framework focused directly on the overlap
of high energy costs and low income. Hills
believes that the new framework will show
that interventions targeted at the core of the
problem — especially energy efficiency policies
focused on low income households —can make
a substantial difference. Following Hills' final
report, the UK government has committed
to the adoption of a revised approach to
-measuring fuel poverty by the end of the year,

SSE agrees with Hills' assessment of the
importance of energy efficiency, and the
successful deployment of measures under
schemnes like CERT and CESP, Is an important
priority for it. In addition, SSE fulfils three
other key responsibilities in order to help those
of its customers who struggle to pay for their
basic energy needs:

+ giving hinancial assistance with energy
bills, helping over 400,000 customers
with a total of £46m in 2011/12;

+ providing tailor-made payment
arrangements, helping over 300,000
customers who moy be experiencing
hardship and having difficulty in paying
their energy bills; and

+ contacting more than 60,000 potentially
vuinerable customers, helping themn with
practicol advice and support.

Asin Great Britain, greater energy efficiency is
seen as the most sustainable solution to issues
relating to energy affordability in kreland.

Retail energy bills in Great Britain

SSE Increased its prices for household gas
supply by 18% and household electricity
supply by 11% (average) on 14 September
2011, That was the first increase in household
electricity prices for three years, SSE was able
to cut the unit price of gas for household
customers by 4.5% on 26 March 2012

There are three upward pressures on
household energy bills:

+ the cost of using energy networks
to distribute electricity and gas to
customers” homes;

As a result of the underlying fall in energy
consumption, households are less exposed
to the impact of high unit prices than
they otherwise would be and the overall
sustainability of supplies of gas and

electricity is improved.

+ the cost of mandatory environmental
and social schemes that energy suppliers
are required to fund; and

-+ the wholesale cost of energy.

The decline in actual average consumption of
electricity and gas by SSE's household customers
in Great Britain In 2011/12, compared with
2010/11 means that — despite the price incease
on 14 September — a typical household
customer of SSE paid £1,118 for electricity and
gas in the year to 31 March 2012 {excluding
VAT), down from £1,137 In the previous year.
This illustrates the distinction between the price
of a unit of energy and the amount customers
pay for heating and powering their homes.

According to the UK government's statement
of Energy Trends in Maich 2012, for the period
July to December 2011, prices (including tax}
paid by medium domestic gas and electricity
customers In the UK were the lowest and
fourth lowest in the EU15 respectively.

A typical S5E dual fuel bill from 26 March
2012 is made up of:

=+ distribution costs — 23%;

<+ metering and customer service costs — 8%;

+ mandatory social and environmental
costs — 9%;

+ VAT - 5%; and

+ Energy costs — 50%.

This leaves SSE with a profit of around 5%.

As recently as 2008, energy costs accounted
for 55% of a typical dual fuel bill. The fall to
50% in 2012 shows the impact of distribution,
environmental and social costs on household
energy bills. The bills issued by S5E now
contain this breakdown.

SSE will not implement an increase in the price
of household electricity or gas before October
2012 at the earliest. Beyond thot, energy
prices for household customers will ultimately
depend on what happens in wholesale
electricity and gas markets, with public

policy and regulotory decislons on energy
production, distribution and consumption
also having asignificant impact.

As part of its Building Trust Initiative,

SSE pubtishes an online 'tracker’ showing

the relationship between the different
components of a typical dual fuel energy bill.
The tracker shows the changing components
of bills with the aim of explaining the rationale
for pricing decisions (see page 5, and
www.,sse.com/pricetracker).

How people pay their energy bills

A total of 61% of SSE's domestic electriclty
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 are on credit
terms and settled by cheque or other such
payment methods.

Keeping customers’ energy

debt under control

As at 31 March 2012, the tota! aged debt (ie
debt that Is overdue by more than six months)
of SSE's domestic and small business electricity
and gas customers in Great Britain and Ireland
was £88.3m, compared with £89.2m in March
2011, A bad debt-related charge to profits of
£40.5m has been made. This compares with

a charge of £47.4m in the previous year.

The general economic dimate means there
are significant debt management challenges,
with the volume of work in this area for SSE's
Customer Service division again increasing.
SSE has office- and field-based employees
who work with customers to resolve debt
issues. They aim to help customers by
Identifying as early as Is practical when their
payments are in arrears and contacting them
as soon as possible to discuss the options
avgilable to themn. This makes the situation
easler frombeth SSE's point of view and that
of the customer and the benefit can be seen

_ Inthe fact that debt which Is less than three
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months old was 16.5% lower on 31 March
2012 than the year before und debt overdue
by four-to-six months was 6.3% lower.

Providing sector-leading

service to customers

SSE continues to be independently and
consistently recognised as the customer
service benchmark for the teading energy
suppliers In Great Britain, To provide customers
with the best possible value for money, SSE
believes that it needs to provide excellent
service, simple products and fair prices.

SSE's position as the customer setvice
benchmark for the rest of the energy supply
industry in Great Britaln is lllustrated by:

+ the UK Customer Satisfaction Index,
published in July 2011, in which SSE
achieved the top ranking In the utility
sector for the fourth consecutive year;

=+ the uSwitch.com Energy Customer
Satisfaction Awards, announced in
Novernber 2011, in which SSE won the
Overall Customer Satisfaction category
for the eighth time In a row. Altogether,
SSE won eight of the 11 categories;

=+ the 1.0, Power and Associates 2011 UK
Electricity and Gas Supplier Customer
Satisfaction Study., in which SSE brands
topped both the electricity and gas
supplier rankings; and

+ the energy complaints league table,
published by Consumer Facus in March 2012,
In which SSE achieved a five star rating with
the lowest number of customer complaints
to Ombudsman Services: Energy, Consurmer
Direct and contacts with Consumer Focus'
Extra Help Unit. SSE is the only company to
achleve a five star rating and has topped the
league table since it began in April 2010.

During 2011712, there were 896 SSE-related
complaints to the following third party
organisations: the Ombudsman Services:
Energy, Consumer Focus and Consumer
Direct. This was a reduction from the 1,161

complaints in the previous year and the
1.231 complaints in 2009/10.

Although SSE maintained its best-in-sector
position In customer service during 201/12,
it was a year in which the profile of the energy
supply sector remained very high. In total,
SSE's energy supply customers In Great Britain
made almost 16 million calls (excluding calls
handled by automated services) to its teams
in Basingstoke, Cardiff, Cumbernauld, Havant
and Perth during the year, These conversations
allow SSE to assess, consider and respond to
customers’ concerns and, over time, adapt the
services and products it provides accordingly.

The same applies in markets in Ireland
and SSE is planning further investment in
customer services and training to deliver
sector leadership there also.

Making services available digitally
Web and email are now firmly established
as the second most common means of
communication with the Company used
by SSE's customers. Around 26% of 55E's
transactions with customers now take place
using digital channels.

Moreover, SSE's customers In the Great Britain
and Ireland markets now have 1.7 million
digitaily-billed accounts, up from 1.3 inthe
year before. Such customers can view their
account and payment history, submit meter
readings and receive an up-to-date balance
on thelr account, make secure payments on
thelr account and other such services.

The popularity of e-services such os paperiess
billing is likely to continue to increase rapidly
over the next few years. Enabling custemers

to carry out more transactions using digital
channels if they so choose, is now one of S5E's
top customer service priorities and significant
investment is being made in this and in services
to customers generally. In this context, the
development of moblle apps and social media
channels such as Twitter and Facebook mean

the ways in which customers engage with S5E
is undergoing further change and responding
to this is a key priority for 2012/13 and beyond.

At the same time, the charges SSE makes

for energy will always be cost-reflective. This
means that any differences between prices
available online and prices available through
other channels will reflect only the different
cost of the transactions. Among leading energy
suppliers, SSE has had the lowest differential
between its online and standard credit prices.

In line with its Building Trust commitments, SS5E
has gone one step further and in October 2011
removed all differentials between its tariffs
online and offline, This means that a customer
of SSE will have the same price for their energy,
regardless of the sign-up method used. SSE will
continue to offer a 1% discount to all customers
who choose paperless billing, which reflects
the lower cost of providing this option.

SSE believes that Its approach helps moke
tariffs simpler and energy prices acress all of
its customers fairer. It continues to believe the
much larger differentials malntained by other
suppliers should be the subject of the most
detailed investigation by Ofgem.

Developing new energy

products and services

The competitive energy supply market in Great
8ritain spurred companies to develop and
deploy an ever-increasing number of features
and options around the core commodities of
electricity and gas. This led critics to say that
customers hod become ‘bamboozled’ by the
complexitles that resulted from this.

As part of its Building Trust initiative, S5E has
responded to this by intreduclng, in February
2012, a dramatically-simplified range of
energy tariffs which will meet the needs of
the vast majority of customers, featuiing:

+ four core products — two with a variable
price and two with a fixed price;

Making energy better:

+ Zero-carbon living

In Slough we've built ten highly
efficient homaes to better understand
customers’ needs in the future as
the UK moves to reduce carbon
emissions by 80% by 2050.
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In response to SSE’s tariff simplification,
uSwitch.com said: ‘Yet again, SSE is setting
the pace for the rest of the industry, this
time unveiling its plans to simplify its
products and prices while Ofgem is still
consulting on its own proposals.’

+ five simple questions to enable customers
to find the best deal; :

+ anew price comparison metric to enable
customers to see the relative cost of each
tariff; and

+ the same availability online, face-to-face
or over the telephone.

This fulfils two key principles:

=+ simplicity for the customer whe is concerned
only or mainly about price; and

* choice for the customer who is more |
concerned about features and products.

To achieve this simplification, SSE removed
the 'no standing charge’ option from all of its
products, with all new customers being placed
on a tariff consisting of:

+ astending charge which covers a proportion
of the fixed costs in a customer's bili; and
<+ asingle unit price for all units consumed.

In respanse to SSE's tariff simplification,”
uSwitch.com said: ‘Yet again SSE is setting
the pace for the rest of the industry, this time
unvelling its plans to simplify Its products ard
prices while Ofgem is still consulting on its
own proposals.

Preparing for the roll-out

of smart meters

Energy supply in Great Britain is expected
to be transformed by the installation of
around 53 million smart energy meters in
around 30 million homes and businesses.
They will enable the quantity 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 custorner and exchanged
with the supplier, through two-way electronic
communications,

SSE supports the two-phase approach 1o
the smart meter roll-out which has been
adopted, featuring:

+ the foundation stage to enable the energy
industry to build and test all the systems
needed to start the rell-out, ensure positive
customer engagement and deliver energy
savings and to enable the UK government
to establish the Data Communications
Company, on which a consultation was
launched in February 2012, to manage
smart meter communications; and

=+ the roll-out stage, between 2014 and 2019,
during which the meters themselves will
be installed in most households. This has
to be a positive experience for customers,
and there is evidence from elsewhere that
customers can be hostile to smart meter
installation programmes.

SSE sees itsrole in the smart meter roli-out
as a service provider, operating within the
framewaork set by the UK government for
Issues like technical standards, data access
and security. In line with this, and its
measured and realistic approach to the
roll-out, SSE's priority is to make substantive
progress on the necessary IT systems to
support the wider roll-out, without making
commitments that may prove to be
mis-placed as the rotl-out plar gets under way.
This means that, under its own programme,
it had installed just 2,500 smart meters in
customers’ homes by the end of March 2012,
as opposed to the hundreds of thousands
instailed by one other supplier, many of which
do not conform to the technical specification
issued by the UK government in March 2012.

Fundamentally, SSE believes that the smart
meter roll-out is something which should

be started well and cormpleted successfully,
rather than started too quickly and burdened
by problems before completion.

In Ireland, installation of smart meters will
be the responsibility of network companies,

Delivering zero-carbon homes
Smart meters are one example of change in
the energy sectar designed to help the way

in which electricity and gas are used

to become more sustainable, The way

In which pecple live is also changing

and, in line with that, SSE completed a
development of 10 zero-carbon homes

on a brownfield site in Slough in 2010,
They feature triple glazing, mechanical
ventifation systems, solar PV tiles, solar
thermal panels and an energy centre

with a biomass boiter and a ground-source
heat pump and conform to the highest
specification for sustainable building, Code 6
in the Code for Sustainable Homes.

The homes have been occupied throughout
the period since, ollowing information to be
gathered about how householders adapt
and respond to zere-carbon living. The main
findings so far are that:

< residents like zero-carbon homes
which, despite the extensive renewable
and energy efficiency measures, feel
very normal; :

+ due to enhanced insulation and triple
glazing, residents hear very little
external noise;

4+ the homes have used less electricity and
less hot water than expected but more
space hecting than expected but net
energy costs were less than half that
of a traditionally-bullt home; and

+ the integration of four different renewable
heating technologies into one energy
centre has required time to commission
and optimise.

Final conclusions from the zero-carbon homes
will be prepared when the initial trial period
is completed, which is expected to be in late
2012, Those conclusions will help infarm
future developreents in the decarbonisation
of the energy sector.

Energy Supply priorities
in 201213 and heyond

During 2012/13, and beyond, SSE's priorities
in Energy Supply are to:

+ deliver foir prices, simple products
and excellent service to customers;

<+ continue to build customers’ trust
in energy supply;

+ deliver energy efficiency programmes;
+ make substantive preparations for the
roll-out of smart meters and related

developments; and

+ maintain progress in providing
additional services through digital
channels.
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Energy-related Services

Providing energy-related

products and services

In additlon to electricity and gas, SSE also
provides energy-related products and services
to customers, covering three principal areas:

=+ retailing of ‘home services' such as
gas boiler, central heating and wiring
maintenance and installation, telephone
line rental, calls and broadband services
and micro-generation;

<+ supplying, installing, maintaining and
reading meters in the household,
commercial, industrial and generation
sectors In Great Britain; and

+ domestic, commercial and industrial
mechanical and electrical contracting and
electrical and instrumentation engineering.

Providing home services

SSE provides home services to 412,000
accounts. In addition, micro-renewables is a
very small market, but it has grown quickly in
response to Feed-In Tariffs with solar PV being
the most popular product. At 31 March 2012,
SSE had 38,000 registered FiT custorners,
equating to a market share of around 15%.
At the same time, customer numbers are
limited by the fact that SSE's home services
products and services have only been
available in some regions.

SSE believes that extending the availability
of its home services, especially in the context
of the forthcoming launch of the Green Deal,
will be necessary to integrate these products
and services more closely with its wider
proposition for electricity and gas custorners
and it intends to do this over the next three
years. It is also intended to extend SSE's
home services offering in Ireland.

Maintaining a national

Metering business

SSE's Metering business provides services
to most electricity suppliers with customers
In central southern England and the north
of Scotland. It undertakes meter reading
operations and meter operator.work in all

other parts of Great Britain. It supplies,
installs and maintains domestic meters and
carries out metering work in the commercial,
industrial and generation sectors. It also offers
data collection services to the domestic and
SME sectors. This national metering business
was created following the completion of a
pragramme of in-sourcing in 2010.

During 2011/12, SSE collected (previous year
in brackets):

+ 9.1 million electricity readings
(8.4 million); and
+ 5.9 million gas readings (5.4 million).

Longer term, SSE’s Great Britain-wide
metering team will be able to support the
transition to smart 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 37).

A leading mechanical and
electrical contracting business
SSE Contracting has two main areas of activity:

= industrial, commercial and domestic
mechanical and electrical contracting; and
+ electrical and instrumentation engineering.

[tis one of the largest mechanical and
electrical contracting businesses in the UK,

[t employs around 4,000 people and operates
from regional offices throughout Great Britain.

SSE Contracting continued to make solid
progress during 2011/12, Its order book
ended the financial year at £78m, compared
with £67m in 2010/11 {on the revised basis
adopted on 1 April 2011). The order book
features a nurmber of important new
contracts with customers as diverse as
Tesco and National Air Traffic Services.

A key focus for S5k Contracting is on
post-sales control, particularly in terms of
costs, and maintaining strong customer
relationships, with careful analysis of the
markets and areas of work it should prioritise.

Through focusing on fair prices, simple
products and excellent service, SSE believes
that it can achieve long-term success in its

Retail business.

The structure of the business has also been
kept under review and some rationalisation
of depots has been undertaken.

Conclusion

Through focusing on fair prices, simple
products and excellent service SSE believes
that it can achieve long-term success in its
Retall businesses which, in turn, will contribute
to the achievernent of its key financial goal

of sustained real growth in the dividend.

Energy-related Services priorities
in 2012/13 and beyond

Home Services, Metering and Contracting
have specific priorities for 2012/13 and
beyond, but across all of them there is

o need to:

= maintain the right portfolio of products
and services;

+ deliver high standards of custemer
service; and

<+ anticipate the changing requirements
of customers. .
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Securing the energy people and businesses need.
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Wholesale operating profit-£m  Thermal generation capacity - GW  Seurcing and producing energy =
In previous years, SSE reported performance
in Energy Porifolio Management (EPM) and
! Electricity Generation as part of a Generation
and Supply segment. Following changes in
SSE's management structure in 2011 and in
order to report the results of the Generation
® ® and Supply business in a more meaningful g
and consistent manner, these activities have 3
. . . . 3
2011: 5715 2011: 8.84 been separcted into different segments. :
. 0 . 0 E]
Chunge. +6.4% ’ Change. 0.0% This means that the results from the Energy 5
The businesses in 5SE's Wholesale segment SSE has wholly-owned gas-fired power Supply business are being reported separately ®
source, produce and store energy through stations at Keadby, Medway and Peterhead within the Retail segment and the combined
energy portfolio management, electricity and coal-fired power stations at Ferrybridge, results of SSE's wholesale energy procurement
generation, gas production and gas storage. Fiddler's Ferry and Uskmouth, and optimisation activities and the electricity

generation operations are being reported
together as EPM and Electricity Generation.

Thermal generation output - TWh  Renewable generation
capacity - GW

The aggregation of these activities reflects
the way they are managed and thelr

) relationship to the Energy Supply business,
: with EPM acting as the bridge that delivers
energy to Retall customers fram SSE's
. . electricity generation, gas production
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Thermal generation output covers the Renewable generation capacity covers with the asset owners, the procurement of fuel §
amount of electricity generated at gas- hydro-electric schemes {conventional and for the plants and the optimisation and trading ®
and coal-fired power stations at which SSE pumped storage), wind farms {onshore and of electricity, gas and other commodities.
has an ownership or contractual interest. offshare) and dedicated biomass plant. The Generation business is responsible
. for asset management, maintenance and T
. a
Renewable generation Gas Storage capacity (net) - mem moking avaliable plant for use by EPM. Neither 2
tout — TWh activity is reported as a discrete profit centre s
output - or activity. Incombination, these activities are 8
carried out to provide the lowest cost input 5
to the Energy Supply business for provision 2
of energy to customers.
() : Under the new basls of reporting,
performance In Gas Production and Gas g
2011: 4.4 2011: 440 Storage will be reported separately, within 2
the Wholesale segment. &
Change: +72.7% : Change: +11.4% _ 2
Renewable generation output is output from SSE has gas storage capacity at Hornsea SSE continues to believe that Its involvement in g’
SSE's conventional hydro-electric schemes, and, In a Jont venture with Statoil (UK} Ltd, the Wholesale activities of Energy Generation 8
wind farms and dedicated biomass plant. is completing a new development at and Energy Portfolio Management and the £
QOutput is affected by the amount of plant nearby Aldbrough. Retail activity of Energy Supply means it has

in operation and by weather conditions, awell-balanced portfolio of customers, assets,
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contracts for purchasing gas and power
purchase agreements.

In undertaking these activities, SSE publicly
discloses planned or unplanned outages
affecting its wholly-owned power plant

for units of more than 100MW in capacity

{or more than 100MW in aggregate for wind
capacity). including the reason for the cutage
and its expected duration. This information is
in line with the expected requirements of the
EU Regulation on Energy Market Integrity and
Transparency {REMIT) as it affects wholesale
energy markets.

Financial performance in Wholesale
Operating profit* In Wholesale Increased by
6.4%, from £571.5m to £607.9m, contributing
37% of SSE's total operating profit™. This
comprised {comparisons with the previous
year in brackets):

4+ £541.5m in EPM and Electricity Generation,
(£543.4m);

+ £42.6min Gas Production {(£4.6m); and

=+ £23.8min Gas Storage (£23.5m).

Energy Portfolio Management
and Electricity Generation

Financial performance in Energy
Portfolic Management and
Electricity Generation

SSE's EPM and Electricity Generation
businesses have six main responsibilities
for which they are remunerated:

=+ energy contract management;

+ sourcing energy through participation in
wholesale markets for electricity, gas, coal,
oll, biomass and CO, emission permits;

+ management of existing power generating
assets and making available those assets
for use;

<+ producing renewable energy;

+ securing Renewable Obligation Certificates
and Levy Exemption Certificates; and

+ services to the electricity balancing market
under the Balancing and Settlement Code.

Operating profit* in EPM and Electricity
Generation reduced by 0,3%, from £543.4m
to £541.5m. It contributed 33% of SSE's total
operating profit” In 2011/12. The reasons
behind this performance are set out under
‘Factors affecting adjusted profit before tax*
in 2011/12' on page 18,

Working to reduce volatility

for energy customers

SSE's activities in EPM and Electricity Generation
are guided by two long-term priorities:

+ competitive and sustainable energy
procurement; and
+ flexible and ‘greener’ electricity production.

In delivering on these priorities SSE is
committed to the delivery of a diverse
portfolio of robust assets, from which
revenue can be generated on a reliable,
long-term basis and which support future
dividend growth.

The wholesale price of energy can fiuctuate
greatly, according to variables such as physical
supply, customners’ demand, the weather, the
availability of delivery infrastructure and
geopolitical issues. EPM and Generation
act in unison maintaining a diverse and
well-balanced portfolio of contracts and
assets, both long- and short-term, to ensure
that customers benefit from lower exposure
to whelesale price volatility and therefore
price stability. In doing so SSE provides:

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

+ greater ability to manage wholesale
energy price volatility and to protect
customers from it; and

+ more scope to deliver the investment
needed in Generation because the risks
associated with large-scale and long-term
investrments are balanced by having
electricity and gas customers.

Generating and buying

electricity in Great Britain

As at 31 March 2012, SSE's generation
capacity, including its share of joint ventures
and associates, was around 11,860MW,
comprising:

=+ 11,360MW In Great Britain;
+ 80MW in Northern Ireland; and
+ 420MW in the Republic of Ireland.

During 2011/12, in Great Britain, SSE
{previous year's numbers in brackets):

-+ generated 38 4TWh, based on contracted

output of electricity from all thermal power
stations in which it has an ownership
interest in GB (42.9TWh); and

+ generated 6.4TWh based on contracted
output from renewable sources of energy
in which it has an ownership interest in GB,
including pumped storage (3.7 TWh).

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

=+ supplied 25.2TWh of electricity toiits
industrial and commercial customers; and

+ supplied 26.7TWh to its small business
and household customers.

This means that, during the year, SSE:

+ generated the equivalent of 86% of the
electricity needed to supply all of its
customers; and

4 generated the equivalent of 168% of the
electricity needed to supply its household
and small business customers.

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

Increasing wholesale market transparency
In response to customers’ wishes for greater
transparency and concerns regarding the lack
of liquidity in the short-term wholesale market
for electricity, SSE intraduced a new approach
in October 2011 under which it started to
phase in the auction of all of its electricity
supply and purchase all of its electricity
demand in the day-ohead market, This move
was broadly welcomed by stakeholders, with
Ofgem saying it would ‘create greater liquidity
and more efficient price discovery an the
day-ahead market’,

Moving to this approach effectively means that
SSE is delivering a new level of transparency,
significantly improving liguidity, increasing

the depth and credibility of the market, and
assisting in the creation of a robust and
tangible pricing index.

By the end of 2011/12, S5E had consistently
placed 100% of its flexible thermal electricity
generation and about 60% of its power
demand via Nasdag OMX Group Inc. and
Nord Pool Spot AS's NZEX daily auction.

In the financial year 2011412, SSE traded

over 25TWh in the day-ahead auction market
and, since starting the initiative, daily market
volumnes have increased by over 300%. While
it is 55€’s aim to trade 100% of its power in
the day-ahead auction (subject to costs and
market conditions), detays by other utilities in
trading larger volumes has slowed the process.

Overall the move by SSE has been successfulin
transforming the market and has significantly
improved liquidity, depth and credibility. it has
contributed to the creation of a more robust
and tangible pricing index for electricity
contracts and with greater participation will
make prices more transparent, robust and
further increase liquidity.

In April 2012, in line with its Building Trust
initiative, SSE announced a series of trading
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commitments for smaller suppliers of
electricity to help them secure contracts
for wholesale electricity of the right size
and shape to enable them to manage
their risk profile.

Key trends in EPM and

Electricity Generation

Whether at global, European or GB and Irish
levels, the energy sector is experiencing a
period of profound change and challenge,
with a number of external trends influencing
SSE's decisions, including:

+ slow economic growth Implying lower
electricity demand,

+ UK climate change legislation requiring
a 34% reduction in greenhouse gas
emissions, particularly CC;, by 2020 ~
{compared with 1990 levels);

+ EU 2020 targets requiring 15% of the
UK's energy requirements to come from
renewable sources (for lreland., it is 16%);

+ projected global growth in coal (25%)
and gas {65%)} demand by 2035 (IEA),
impacting fuel supply security,

4 continulng integration of UK energy
prices into the wider global market;

+ tightening generation capacity in GB as
older plant doses Including coal, nuclear
and gas plant;

+ Increasing system variability due to higher
penetrations of variable energy sources;

=+ uncertainties surrounding electricity
market reform and a regulatory framework
trending towards increased central
planning; and

+ increasing market integration between
GB and Ireland.

In assessing and responding to these various
trends SSE is committed to the delivery of a
dlverse portfolio of robust assets, from which
revenue can be generated on areliable,
long-term basis and which supports future
dividend growth.

The main public policy driver Is European
and GB-led decarbenisation policy. In line
with the energy ‘trilemma’, this must be
carefully balanced by the need for supply
security, both in terms of fuel security and
capacity availability and the need for energy
affordability and competitiveness. To achieve
this tripartite objective, SSE recognises the
need for a diverse, sustainable and
complementary generation and fuel portfolio.
It is, therefore, focused on maintalning a
range of options that will meet pelicy goals
while being consistent with its financial

goal of sustained real dividend growth.
Retaining options is important but must

alse be balanced by o focus on selected areas
of competitive advantage to SSE,

Managing an energy portfolio

SSE typically needs around 10 million therms
of gas per day to supply its customers and to
fuel its power stations and around 150GWh
of electricity per day to supply its customers,
It is the role of EPM to acquire the necessary
energy to meet this demand. In focusing on
the competitive and sustainable procurement
of energy, it seeks to meet the needs of
Generation and of Retall customers’ and to
maintain a diverse portfolic of energy eptions
10 ensure the effective spread of risk.

Managing energy procurement risk is a key
challenge os it is heavily influenced to varying
degrees by a multitude of national and
internatlonal factors including: demand
growth/dedine; the global economy; fuel
supply disruptions; international affalrs such
as Libya; nuclear availability; CCGT demand;
shale gas; and Liquefied Natural Gas,

Irt manoging this risk Energy Portfolio
Management has three primary routes
for energy procurement:

+ assets: upstream gas exploration and
production, coal production, renewables,
forests and agriculture;

+ contracts: gas producer contracts, LNG
capacity, power purchase agreements,
solid fuel contracts; and

+ wholesale trading: where energy
contracts are transparently traded on
international exchanges.

By optimising this diverse portfolio SSE
ensures that its customers are protected from
the considerable volatllity that exists In global
markets, while ensuring adequate returns to
support its commitment to sustained real
dividend growth.

Meeting longer-term energy requirements
Fuel supply contracts play a key part In helping
SSE to meet its customers' needs and contribute
to the long-term stability of its enesgy portfolio.
Long-term fuel supply contracts also support

a stable and confident market which supports
investment in new gas-fired generation, Over
the past year SSE has secured two significant
long-term fuel supply contracts including:

+ a 10-year gas supply ogreement of
790 million cubic metres (meom) (292Mth)
per annum with Shell Energy Europe,
commencing in 2015, The gas wlill be
supplied as a firm delivery of 800,000 th/day.
at a price linked to prevailing prices in the

natural gas market; and

+ a 10-year contract with Statoll for the
annual supply of 500mcm (185Mth)
of natural gas to be delivered to SSE's
Peterhead power station via the St Ferqus
gas terminal. Delivery of gas is due to begin
in the final quarter of 2012 with the price
of the gas also linked to prevailing prices
in the natural gas market. The contsact also
contains provisions to allow the supply of
gos to be diverted to help meet SSE’s other
requirements if Peterhead Is undergoing
maintenance or repair work.

The structure of these agreements fits well
with the gas purchasing profile SSE needs to
support its business contracts and generation
requirements. They provide an excellent
opportunity to cover a portion of future gas
needs with an attractive pricing structure

and minimal risk.

SSE's contracts with Shell and Statoil add to a
number of arrangemerts agreed in recent years
including the 15-year tolling agreement with
Marchwood Power Ltd which commenced in
2009, and the 2008 extension of the contract
for electricity output from Seabank Power Ltd.

Furthermore, SSE's investment In renewable
energy sources across the UK and Ireland
pravides long-term energy supply with ne fuel
purchasing requirement and a hedge against
the volatillty in fossil fuel markets. During
2011/12 the energy produced by SSE's
renewables portfolio was equivalent to
260Mth of gas. Renewables, coupled with
existing and future investments In exploration
and production assets, are on increasingly
Impertant source of energy for SSE.

In recent years LNG has come more

to the fore inthe UK representing
around one quarter of gas entering the
National Transmission System in 2011,
As a further diversification to its lang-term
energy contracts, SSE Is proactively
investigating options for booking LNG
regasification capacity.

Principles for management

of SSE’s Generation portfolio

During 2011, 55E defined its long-term
priorities in Generation as being: flexibility

in operations, and a 'greening’ in production,
The establishment of these prlorities clearly
sumrnarises SSE's ambitions and is underpinned
by six core principles that direct the operation
of. and investment in, Its Generation portfolio:

+ compliance: with all safety standards
and envirenmental requirements;
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Wholesale (continued)
Market-based businesses

+ capacity: to meet the electricity needs
of domestic and small business customers;

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

<+ availability: to respond to customer
demand and market conditions;

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

+ sustainability: to deliver an overall
50% cut in the CO, intensity of efectricity
produced. :

Playing to its strengths is an important focus
for SSE as it ensures capital and management
resources are employed In areas and at stages
where it best retains competitive advantage,
maximises shareholder value and supports
continued dividend growth.

A decision to exit nuclear

power development

In its Annua! Report 2011, SSE said that: ‘the
cost, development issues and timetable and
operational efficacy of nuclear power stations
all require the greatest possible scrutiny
before a commitment to invest in new
nuclear power stations can be made’,

It was against this background that SSE
announced in September 2011 its intention
to dispose of its 25% stake in NuGeneratlon
Ltd, the joint venture company established

to develop proposals for a new nuclear power
station in West Cumbria. In focusing on its
strengths SSE concluded that, for the time
being, its resources are better deployed on
business activities and technologies where it
has the greatest knowledge and experience.

In February 2012, the sale = to NNB
Development Company S.A. — was concuded
for an upfront cash consideration of £5.75m,
with a further contingent payment of £1.25m
dependent on progress with the development
of the West Cumbria site.

While SSE may become involved in nuclear
again at a future date, either as an investor
or as a purchaser of nuclear-generated
electricity, its Generatlon investment plans
for now are focused on a diverse range of
options Including renewable energy, gas-fired
generation, plant with carben capture and
storage and developments with solid fuel.

Maintaining a diverse

Generation portfolio

The way in which energy Is converted

to electricity Is changing, primarily driven
by policy drivers directing decarbonisation.
There is no ‘one size fits all’ solution to the

achievernent of this objective; rather it will
require a broad portfollo of solutions including
conventional and renewable generation

and where feasible carbon abatement
technologies. With its keen focus on diversity
and sustainability, SSE continues to operate
and develop a varlety of options that play

to its strengths and capabllities.

The practical application of its generation
principles means SSE's portfolio comprised
at 31 March 2012:

-+ 4.470MW of gas- and oil-fired capacity,

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

+ 3,020MW of renewable (hydro, including
pumped storage; wind; and dedicated
biomass) capacity.

With this portfolio, SSE has the greatest
diversity in fuels for generating electridty
among UK generators, which enables it te:

<+ avoid dependency on a single technology
or commodity;

+ have a balonced portfolic with significant
optionality in the management of its
power stations; and

+ manage effectively the risks inevitably
associated with primary fuel procurement.

Management of primary fuel procurement
risks is also assisted by the fact that S5E

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

SSE's 31 March 2012 portfolioc of 11,860MW
of capacdity for generating electricity compares
with 11,290MW the year before. During
2011112, SSE:

+ added 495MW of new anshore wind farm

capacity as a result of its investment
programime;

<+ commissioned over 180MW of new
offshore wind farm capacity at Welney and
Greater Gabbard (this excludes capacity in
disputed turbines at Greater Gabbard); and

=+ sold 96.8MW of onshore wind farm
capacity in April 2011 the majority of which
had no SSE power purchase contracts, and
took a srmall wind farm at Spurness offling
for re-powering.

Maximising the capability of

- SSE’s Generation portfalio

In order to deliver the long-term value and
reliability of its Generation portfolio and to
better inform its decision-making process SSE
has developed its purpose-built Engineering
Centre of Excellence. its objectives are to:

+ support safe operation of power
generating plant;

+ help deliver increased availability
and performance of key plant; and

+ mitigate project risk with optimum
design solutions and technology choice.

A primary output of the centre, through its
Equipment Performance Centre (EPC) is the
bespoke asset management model which
analyses almost 500 million data points every
hour, allowing for the early identification

and resolution of potential plant safety and
availability risks. The EPC has enabled a number
of early interventions which previously may have
lead to significant forced outages. The first wind
farms were connected to the EPC during 2011
and predictive menitoring trials are currently in
progress, specifically looking at the operational
performance of each SSE wind turbine.

With ever-increasing knowledge as to the
performance and capability of its portfolio,
SSE can ensure the right long-term decisions
are made to deliver an efficient, flexible,
low-carbon generation portfolia which plays
to the Company's strengths and experience.

Improving delivery of

Large Capital Projects

It is through maintalning a breadth of
opportunities that SSE can take forward the
best investments and achieve the strongest
possible returns to suppoit dividend growth.
SSE is focused on the safe, sustainable

and timely execution of its major project
portfolio, delivering business revenues

and shareholder value.

To meet this objective SSE has develeped a
Large Capital Project Governance Framework,
which ensures that all of Its major investrnent
projects are governed, developed, approved
and executed in a consistent and effective
manner, Through the rigorous Implementation
of this framework SSE is demonstrating
industry-leading performance and delivering
on its business goals as planned.

A further dimension of the Large Capital
Project framework is designed to inform
and optimise the stage at which SSE enters
the project development cycle which can
rangefrom asset purchases, to new build,
to long-term electricity contracts. This
supports SSE in identifying the point of
entry where it can best maximise value
and competitive advantoge,

How SSE’s gas-fired power
stations performed
SSE owns 4,470MW of gas- and oil-fired
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electricity generation capacity. including
its share of joint ventures.

During 2011/12, SSE's principal wholly-owned
gas-fired power stations (Keadby, Medway
and Peterhead) achieved 94% of their
maximum gvailability to generate electricity,
excluding ptanned outages, compared with
88% availability in the previous year, In
addition to $5E's ongoing focus on high
operational performance, availability was
increased by the return to service of Keadby
in early May 2011 following the successful
repair of a generater fault,

En addition to its wholly-owned gos generation
SSE has joint venture interests In:

<+ Marchwood, the 840MW CCGT, owned

by Marchwood Power Ltd, a 50:50 joint
venture between SSE and ESB
International. During 2011/12 the plant,
achieved 94% of its maximum availability
to operate during the year compared’
with 33% the previous year; and

Seabank, the 1,140MW CCGT. owned

by Seabank Power Limited, a 50:50 joint
venture between SSE and Cheung Kong
Infrastructure Holdings Limited. During
2011412 the plant, achieved 86% of its
maximum availability to operate during
the year, down from 96% the previous year.

+

All of the electricity output at both plant:
is sold under contract to SSE. :

The amount of electricity generated by SSE
ot gas-fired power stations in which it has an
ownership or contractual interest, including
CHP, was 21.6TWh in the year to 31 March
2012 {including 12.5TWh from wholly-owned
stations), compared with 29.3TWh in the
previous year (including 13.3TWh from
wholly-owned stations).

This reduction in output was driven by very
high wholesale gas prices In the course of the
year which had a significant negative impact
on spark spreads, which averaged less than
£1/MWh over the year. Spark spread is the
difference between the cost of gas and the
price of electricity produced from it. Becouse it
was very low over the period, the stations were
operated less frequently. This was consistent
with the Departrent of Energy and Climate
Change's Energy Trends, published in March
2012, which indicated a 17.4% reduction in
gas used for electricity generation.

However, a record year for SSE's renewable
generation, alongside increased output from
its coai-fired power stations mitigated the

Total generation capacity ~ MW

Generation capacity 2011/12 composition - %

Power station CO, emissions — grams per kWh

impact of spark spreads by displacing
higher-cost CCGTs and highlighting the
significant benefits to custorners of S5E'%
diverse generation portfolio.

Developing flexibility

in gas-fired generation

With more penetration of renewable
generation in the GB system, the stations

at Peterhead, Keadby and Medway have,
increasingly, been required to operate on a
more flexible ‘twe shift’ basis. This requirement
will grow in the medium terrm, To increase
flexibility SSE is applying modifications to
support more frequent ‘two shifting’.

Against this background, and following the
sustained period of low spark spreads, SSE
has decided to undertake a comprehensive
pragramme of upgrade work to support more
flexible operations at its Keadby and Medway
power stations from 2013 onwards. To oliow
this work to be carried out, it suspended
electricity generation at the stations at the
end of March 2012 (see alsc exceptional
iterns in the Financial Overview), The work
that will be carried out follows a similar

and successful programme undertaken

at Peterhead power station in 2011,

Investment options for

gas-fired power stations

Irrespective of current market circumstances,
gas will play an increasingly important role
in electricity generation, providing vital
flexibility to support the increasing amount
of generation from on- and offshore wind
farms required to deliver renewable energy
and climate change targets,

As stated inthe EU Energy Roadmap 2050
‘gas will be critical for the transformation
of the energy systeny’ and, in particular the
power sector. Many factors support this
including its relatively low capital costs,
flexibility, short construction time, high
thermal efficiency and its status as the
cleanest of the fossil fuel technologies.

Recognising this future role for gas in a
diversified generation portfolio SSE continues
to develop arange of CCGT options for both
the medium and long term.

SSE's most edvanced CCGT option, Abernedd
in South Wales, secured its construction and
operation consents in February 2011. SSE is
pursuing a single CCGT unit of up to 470MW,
which it considers the most economic option
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Wholesule {continued)
Market-based businesses

Gas will play an increasingly important
role in electricity generation, providing
vital flexibility to support the increasing
amount of generation from wind farms.

in the context of the site and the medium-term
outlook for gas-fired generation. While an
invitation to tender was issued in late 2011 an
investment decision will not be taken unti! the
second half of 2012 at the earliest and will
depend, amongst other things, on the emerging
shape of the electricity.market following the
UK government’s proposed electricity market
reforms. This means that the power station,

if built, will not be operational before 2015.

Furthermore, SSE has a number of high
potential CCGT development options located
at existing generation sites including Keadby,
Ferrybridge and Fiddler's Ferry, pius Seabank,
where 55E has recently acquired adjacent
land for pessible further development. These
locations offer many attractive characteristics
induding established grid and gas connections,
availability of cooling water and land area.
These and other potential sites across GB

and Ireland mean SSE has a wide range of
CCGT development options for independent
or co-development.

Additional factors when considering the
development and operation of CCGTs include
fuel procurement, technlical requirements for
plant flexibility and future carbon abatement,
In assessing these options, SSE is continuing
its policy of rigorous analysis to ensure the
right investment decisions are made and
then effectively delivered. It is against this
backdrep that:

+ Barking Power Ltd, in which SSE has a
30% interest, is mothballing capacity
at its 1,000MW power station; and

+ Derwent Cogeneration Limited, in which
SSE has a 49.5% share, Is planning to cease
operation at its CHP-plant during 2013, The
plant provides heat to the nearby Celanese
Acetate’s Spondon factory in Derbyshire.

While 55E agrees with the important role of
gas-fired generation in both the Company’s
and the overall UK portfolio it believes the
right market signals must be apparent if the
necessary Investment decisions are to be
taken, particularly the Introduction of a well
functioning capacity mechanism under
Electriclty Market Reform proposals.

How SSE's coal-fired power

stations performed

During 2011712, SSE's 4,370MW of codl-fired
power stations, located at Fiddler's Ferry,
Ferrybridge and Uskmouth generated
16.8TWh of electricity, compared with
13.6TWh In the previous year.

This increase in output took place against

a back drop of global and national energy
market volatility and demonstrated the
considerable value of SSE's coal-fired stations
as part of a diverse portfolio through their
operational flexibility, availability and reduced
reliance on imported gas,

The stations achieved 89% of their
maximum availability to generate electricity,
excluding planned outages, compared with
84% In the previous year. Availability wos
primarily impacted by a number of emergent
Issues Identified during scheduled outages

at Ferrybridge and Fiddler's Ferry but all
units were available during the 2011/12
winter period.

SSE Mineral Soluticns owns and operates an
ash separation plant at Fiddler's Ferry, where
fresh and stored ash preduced by the power
station can be processed Into marketuble
minerals and materials such as cement
substitutes. While SSE fundamentally believes
in the inherent value of the asset, overall
market demand for its products is such that
the business Is trading at an ongoeing loss.
However, as coal-fired stations close, this
situation may change as the value of ash as
a cement substitute increases. Accordingly, SSE
anncunced in April 2012, the mothballing of
the plant until conditions improve sufficiently
to support the business. This will have no
impact on the continued operation of
Fiddler's Ferry power station.

Looking to the future of

coal-fired power stations

As exemplified in 2011/12 coal-fired power
stations will continue to have a significant
part to play in maintaining secure supplies
of electricity and ensuring customers benefit
from the most cost-effective portfolio of
fuels. Additional value also accrues to SSE's

coal-fired power sites as they benefit from
key infrastructure including access to water,
transport links, and electricity network
connections.

All of the capaclty at Fiddler's Ferry and
Uskrmouth and half of the capacity at
Ferrybridge (over 3,300MW in totah) complies
with the EU Industrial Emisslons Directive
and can operate for 17,500 hours between
2016 and 2023,

However, consistent with the UK’s climate
change abatement policies, as set out in

the White Paper Planning our Electric Future,
it is SSE's view that no new coal-fired power
generation plant should be builtin the UK
without CO, abatement and that no coal-fired
plant without such abatement should remaln
operational beyond 2030.

S5E’s desire to deliver the full cument and
future value potentiat of these sites, while
meeting carbon abatement targets, means
operational and investment decisions in its
coal-fired power plants will be Influenced
by four main factors:

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

+ the prospects for the development of
other solid fuels;

+ the UK government’s final determination
on proposed levels of banded support
under the Renewables Obligation between
2013 and 2017; and

+ the continuing UK government commitment
to the development of Carbon Capture
and Storage {CCS) technology.

Generating electricity from ‘multi-fuel’
The potential of the sites of SSE's coal-

fired power stations was demonstrated

In April 2012 when SSE and Wheelabrator
Technologies Lid entered into a 50:50 joint
venture to develop a new £300m multi-fuel
generation facility at Ferrybridge power
station. The joint venture — Multifuel Energy
Ltd (MFE} - expects toc begin full construction
of a 68MW multi-fuel facility later this year
and to complete it In 2015, When operational,
the electricity generated by the plant will be
sold to SSE.

MFE has entered into a long-term fuel
procurement contract with 35E (SSE's joint
venture with Shanks Plc), which will provide
processed waste-derlved fuels using waste
taken from nearby Barnsley, Rotherham and
Doncaster councils. To support this contract
3SE intends to develop o new Mechanical
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Biological Treatment and Anoerabic Digestion
facllity. Subject to planning permission, this Is
expected to be operational by 2015.

Multi-fuel technology is a tried and tested way
of generating clean, base-load power. This
new multi-fuel plant will provide additional
diversity to SSE's Generation portfolio and
make a usefyl contribution to ensuring there
are reliable energy supplies In the future.
The transactions that make up this project
represent a strong partnership between
major players in the multl-fuel sector, who
are committed to making o significant level
of investment in this technology.

Between thern the companies involved
have extensive experience in sourcing

and processing waste, constructing and
commissloning multi-fuel technologtes, and
operating generation plant. This partnership
creates a valuable platform to develop
multi-fuel technology in the future.

Maintaining additional options

for coal-fired power stations

In addition to multi-fuel, SSE'S investment
strategy for Fiddler's Ferry, Ferrybridge ond
Uskmouth power stations is as follows:

-+ following completion of o front-end
englneering design (FEED) study, itis
investing in NOx emissions reduction
technology for one unit of SOOMW at
Fiddler's Ferry to establish the feasibility
of the various options for operating the
unit up to and beyond 2023

+ It is continuing to Invest in the operation
and maintenance of the three stations with
a totol of £60.1m invested in the stations
during 2011/12;

+ Itis investigating the potential to Increase
co-firing with biomass at Fiddler's Ferry,
subject to the RO banding review and the
impact on future operation arising from
the Industrial Emlissions Directive; and

+ i{ is operating Europe’s largest post-

combustlon €O, capture trial at
Ferrybridge, in collaboration with
Doosan Babcock and Vattenfall,
following Its completion during 2011/12
{see ‘Making progress on Carbon Capture
and Storoge’ below).

Making progress on Carbon

Capture and Storage (CCS)

EU energy policy Is primarily driven by the
decarbonisation agenda and will broadly
require a halving of carbon emissions by
the electricity sector every decade between
now and 2050. Ensuring that this transition
is achieved while retaining supply security
and affordability will require the continued
involvement of carbon-based fuels including
coal and gas.

In the near term, coal-fired power stations
still have a crucial role to play In meaintaining
secure supplies of electricity as they provide
capacity availability, flexibility and diversity.
However, in the medium-term, the use of coal
to generate etectricity will depend on the
extent to which CCS technology can be
applied to abate CO, emissions.

In the longer-term CCS technolegy will need
to be applied as widely as possible if targets
for reducing CO, emissions are to be met
and has become a key consideration when
planning the development of gas-fired
generation. Consequently, the development
of viable carbon capture technology is central
to the UK's climate change and energy
security objectives and this is reflected

in the UK government's welcome inclusion
of gas-fired generation plant in its CCS
demonstration programme.

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

+ Coal at Ferrybridge: This project,
Europe’s largest post-combustion CO,
capture trial, came into full operation

In early 2012, The project is a collaboration
between SSE, Doosan Power Systems and
Vattenfalland is the first of its size to be
integrated into a working power plant
in the UK, The plant bridges the gap
between the pilot-scale trials and the
commercial-scale demonstration projects
envisaged by the UK government. It
captures 100 tonnes of CO, per day from
the equivalent of SMW of coal-fired power
generating capacity. The significance
of the project lies in its scale and its
ability to demonstrate the operational
characteristics of capture plent on an
actual power statien; and

+ Gas at Peterhead: In April 2012, the UK

government announced a new competition

for funding of commercial-scale CCS
projects in the UK. SSE is working with Shell
UK to develop a gas CCS project at SSE's
gas-fired power station in Peterhead. The
project aims to design and develop a full
chain, post-combustion CCS facility which
will be capable of capturing CO, from

one 385MwW CCGT unit. It is plonned

that the CO, will then be transported to
the Shell-operated Goldeneye gas field

in the Nerth Sea using, as far as possible,
existing infrastructure. With works already
undertaken, the Peterhead project should
be in a position to begin a full FEED study
In the second half of 2012 positioning It
as a leading contender for the new CCS
competition. The correct funding package
will be necessary for the project to go
ahead, and It is also belng considered

by the Evropean Commission to receive
funding under the EU’s NER {(New Entrant
Reserve) schermne to support CCS and
renewable energy projects across the EU.

Generating electricity from

alternative sources like biomass

In Qctober 2011, the UK government released
proposals for the level of banded support
under the Renewables Obligation between
2013 and 2017. This included propesals for:

Making energy better:

- Renewable generation

We now have 3,020MW of renewable
energy capacity {(onshore wind, offshore
wind, hydre and dedicated biomass}

In operation, in the UK and Ireland.
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Renewable generation capacity - MW

Renewable energy capacity 2011/12 composition = %

4 dedicated biomass (1.5 ROCs);

-+ biomass conversion (1.0 ROCs);

+ co-firing blomass (0.5 ROCs); and

4 enhanced co-firing, where biomass is used
to generate at least 15% of gross output
(1.0 ROCs).

The outcomne of this consultation will have

a significant influence on SSE's plans for
developments in biomass, particutarly enhanced
co-firing, at its coal-fired power stations.

Under the proposals, qualifying output from
dedicated regular biomass plants will continue
to attract 1.5 ROCs per MWh, SSE's plant at
Slough has a current generating capacity

of 80MW and remains the UK's largest
dedicated biomass energy facllity. During
2011112, it produced 156GWh of electricity
from renewable sources, compared with
200GWh during the previous year.

Participating in the EU

Emissions Trading Scheme

Phase II of the EU Emissions Trading Scheme
(EVETS) began on 1 January 2008. Across its
electricity generation portfolle (taking account
of contractual shares), S5E has an allocation
of 18.9 million tonnes of CO, emlsslons
allowances per calendar year. During 2011/12,
the price of allowances ranged from around
€6/tonne to arcund €17/tonne.

SSE's emissions allowances requirement for
2011/12, beyond those apportioned from
the EU ETS allocation, was 5.3 million tonnes.
This compares with 6.5 million tonnes in the
previous year. With high gas prices and low
spark spreads for gas generation, SSE used the

portfolio diversity provided by Its coal plants
to ensure least-cost power generation for its
customers. However, Increased CO, emissions
from coal generation were offset by reduced
emissions from gas-fired generation, and

record volurnes of renewable output.

Assurning current market conditions persist,
SSE expects a similar output from its coal
plant during 2012/13, after which point

it anticlpates a substantial reduction in
coal-related emissions as gas plants such
as Keadby and Medway return to service,
additional renewables are commissioned
and coal plants use up their allocated running
hours under the EU’s Industrial Emissions
Directive. This means SSE remains on track
to half its CO, emissions by 20620.

From 2013, all of the CO, emissions allowances
for electricity producers will be quctioned.
Moreover, the UK government’s Introduction
of the carbon price floor provides a clear
market signal for investment in low carbon and
carbon sequestration investments. Proposals
for the introduction of a ‘floor’ for the price of
allowanices in the electricity sector will result in
an effective carbon price of £16/toane In 2013,
rising to around £30/tonne in 2020 (in 2009
prices). This further signals the importance of
carbon capture and storage for coal and gas
generation In ensuring the achievement of
long-term carbon abatement targets.

Tackling emissions of CO,

in thermal generation

SSE's priorities in Generation are to be

a greener and maore flexible non-nuclear
electricity generator. Greener means

effectively halving its carbon footprint

every decade between now and 2050.

As a non-nuclear generator, this goal will be
achieved through a stable, managed transition
utilising a diverse range of solutions including:

+ expanding biomass co-firing ot coal-fired
stations;

+ demonstrating carbon capture technolegy
for both coal and gas;

+ increasing significantly the output
of renewable electricity; and

+ ensuring industry-feading operational
efficiency of its generation portfolio.

In 201112, emissions of €O, from power
stations in which SSE has an ownership or
contractual interest totalled 24.9 million
tonnes, compared with 25.3 milion tonnes
In the previous year. SSE's CO, emissicns data
is externally verified by a UK Accreditation
Service (UKAS)-accredited orgonisation.

$SE's first target is to reduce the amount of
CO, per kWh of electricity generated ot plant
in which it has an ownership or contractual
interest by 50%, between 2006, the first full
year after it acquired coal-fired power stations,
when it was just over 600g/kWh, and 2020.
On this basis, its CO, Intensity in 2011/12 was
531g/kWh, compared with 504g/kWh in the
previous year, primarily reflecting increased
output from coal-fired power stations.

More broadly, S5E has formed a partnership
with other European energy companies, calling
for the EU to adopt a greenhouse gas emissions
reduction target of 25% (up from 20% at
present) as part of a iong-term move away
from fossil fuel-based electricity generation
and full decarbonisation by 2050. As the 2020
deadline nears, S5£ considers It critical that
the institutions of Europe provide investors
with certainty regarding targets and the policy
framework beyond the current 2020 dliff edge.

Fulfilling the potential of

ranewable sources of energy

The way energy is transformed Into

electricity is evolving. While decarbonisation,
supply security and affordability are of

equal importance, the primary European

and UK energy policy intervention is on
decarbonisation. The targets thot underpin
this include the binding EU carbon abatement
target of a 20% reduction in CO, emissions

by 2020, compared with 1990 levels, coupled
with more challenging targets over and above
this that have been adopted by both the UK
and Ireland. These targets accompany the UK
and Ireland’s 15% and 16% renewable energy
targets respectively.
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While achievernent of the renewable energy
targets Is spread acress electricity, heating
and transport, it is the electricity sector that
has proven itself most adept at respending
to the policy. This has been evidenced most
recently by DECC's Energy Trends 2011 which
saw Renewables’ share of generation in the
UK increase to a record 9.5%, coupled with

a one third ingregse in capacity for renewable
energy ovel the year.

in its Renewable Energy Roadmap the UK
government made clear Its commitment

to increasing the deployment of renewable
energy across the UK stating that ‘renewables
will make the UK more energy secure, will

help protect consumers from fossil fuel price
fluctuations, is driving investment in new jobs
and businesses in the renewable enargy sector,
as well as keep us on track to meet our carbon
reduction objectives for the coming decades.

With this clear vision, public policy is strongly
oligned with the renewable energy targets,
providing financial support via the Renewables
Obligation in the UK and the Renewable
Energy Feed-in-Tariff in the Republic of Ireland.
Furthermore, the UK government’s current
work on electricity market reform is explicitly
intended to make sure that low carbon
technelogles such as energy from renewable
scurces become a more attractive choice for
investors, The effect of appropriate policy
supports should not be undervalued and the
viabllity of the renewables industry remains
dependent on their continued existence.

With the exception of hydro, SSE believes that
the UK's revised ROC levels are appropriate
to changing market conditions, once they are
complemented by an effective carbon floor
price and cost reductions in the supply chain
for renewable energy. it is also of the view
that, given hydrc's flexibility, storage capacity
and Investment economics, a ROC of around
1.0/MWh is required to sustaln investment in
this important source of renewaoble energy.

With this continued strong political suppart
for increased renewable penetration in the
portfolio mix SSE dees not perceive any
weakening of public policy commitment to
renewable energy in either the UK or Ireland.
Nevertheless, it remains one of SSE's priorities
to avoid dependency on a single generation
technology or relgted financlal support. .

Increasing energy from renewable sources
In Janwary 2012, SSE announced that
ongolng progress in the construction of

its large capital projects meant that its
onshore wind farm capacity hod exceeded

its conventional hydro-electric capacity for
the first time. It now has over 1,300MW of
onshore wind form capacity for the first time.
That total compares with just 40MW of wind
power just six years ago.

Good progress made on SSE's landmark
projects including Clyde, Griffin and
Gordonbush wind farms in Scotland and
Slieve Kirk wind farm In Northern Ireland
means that 495MW of onshore wind farm
capacity became operational during 2011/12.
Progress at Greater Gabbard and Walney

has taken SSE's net offshore wind farm
capacity to 187MW.

At 31 March 2012, 55E had 3,020MW of
commissioned renewable energy capacity
in the UK and Ireland, Including its share
of Joint ventures, comprising:

4+ 1,150MW conventional hydro;
+ 1,303MW onshore wind;

+ 187MW offshore wind;

+ 80MW dedicated biomass; and
+ 300MW pumped storage.

Of this, output from over 1,500MW quallfies
for ROCs, the key financial support scheme
for renewable energy in the UK, with:

+ 1.0 ROC/MWh for qualifying hydro and
onshore wind;

+ 1.5 ROCs/MWh for qualifying dedicated
biornass; and

+ 2.0 ROCs/MWh for qualifying offshore wind.

In advance of planned revisions to ROC
banding, most of $SE's existing construction

“sltes will be accredited before the April 2013

value revision and, as such, will be eligible for
existing 20-year supports.

Following o very successful year of
constructing renewable energy projects SSE
remains on course to own around 3,500MW
of renewable capacity that Is in operation
or under construction, in the UK and Ireland,
by the end of 2012/13. This will mean S5E is
making solid progress In line with its ‘green’
priority and is supporting the achievernent
of CC, abatement targets, maximising the
potential of indigenous and free renewable
resources and reducing consumer exposure
to the price volatlility of internationally-
traded fossil fuels,

Producing efectricity from

renewable sources

Total! electricity output from all of SSE's
renewable resources including conventional
hydro-efectric schemes, anshore wind

farms, offshore wind farms and dedicated
blomass plam was 7.617GWh during
2011712 compared with 4,4116Wh in
2010/11. This 73% increase is a reflection
of additional generation capacity coming
into operation and the wet and windy
weather conditions experlenced during
the peried. In energy terms, it Is equivalent
to 260Mth of gas.

Producing electricity from

hydro-electric schemes

SSE owns and operates more than 50
hydro-electric power stations in the Highlands,
Perth and Kinsoss, and Argyll and Bute, with
Just over 1,150MW of capacity. A further
300MW comes from its pumped storage
facility at Foyers, on Loch Ness.

Over the last 30 years, electricity output
frem corwentlonal hydro-electric schemes
has ranged from a high of 3,8966Wh to
alow of 2,429GWh. However, 2011/12 was
an exceptional year, delivering a new record
hydro-electricity output of 4,262GWh.
This success is a result of SS5E's continued
investment in refurbishment of its hydro
schemes in the North of Scotlond coupled
with a particularly high amount of rainfall
and snowmelt In each hydro catchrnent.

Dusing 2011112 (previous year's comparison
in brackets}:

=+ total cutput from all of SSE's conventional
hydro-electric schemes was 4,2620GWh
(2,558GWh); and, within this,

+ total output from SSE's hydro-electric
capaclty qualifylng for ROCs ~ Just over
500MW =was 1,954GWh (1,193GWh).

As at 31 March 2012, the total amount

of water held in $SE's reservairs which could
be used to generate electricity was 60% of
the maximum, compared with 61% in the
previous year,

Restoring generation at the

Glendoe hydro-electric scheme

Work on the restoration of electricity
generation at the 100MW Glendoe
hydro-electric scheme Is continuing to
progress well, although it is a very substantial
project which has required considerably more
investment than originally expected. The
restoration works arose due to a rock fall
which blocked the tunnel carrying water from
the reservolr to the power statlon, stopping
operation. The process of re-filling the
reservoir is expected 1o begin shortly, with
electricity generation resuming in the middle
of the calendar year.
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Meanwhile, SSE is continuing te pursue its
legal and insurance options following the loss
of electricity generation in August 2009, The
net cost to SSE of the restoration work wilt not
be known until the works and the insurance
and legal processes are complete. The actual
and projected rate of return on the total net
investment at Glendoe, including the original
construction cost of £160m, will depend on
this and on the prices achleved for the
electricity produced. These prices should, in
turn, reflect the strategic noture of the asset
and its ability to respond rapidly to help meet
changes in electricity demand.

Developing new hydro-electric schemeas
Through the combination of Investment
and ideal weather conditions hydro-sourced
generatlon has demonstrated its continuing
success as a valued source of renewable
energy.

Investment in such schemes should continue
to be attractive as they provide firm capacity
and fast-response flexibility complementing

variable output from the growing number of
wind farms — characterjstics that the market
should value more in the future.

With its considerable operational experience
in this technology S5t is advancing a number
of development oppertunities:

+ Kildermorie: SSE has consent to develop
anew 7.5MW hydro-electric power station
near Ardross in Ross-shire. It will consist of
a new dam and storage reservoir, a buried
pipeline and a semi-buried powerhouse
with associated tailrace. Construction is

Making energy better:
< Generating with waves

North of mainland Orkney we

have been awarded exclusive rights
to develop Costa Head, a 200MW
wave energy site.

scheduled to commence later in 2012, but
is subject to the outcome of the current
ROC banding review.

+ Sloy: SSE has consent to develop a 60MW
pumped storage scheme as part of its
152MW Sloy power station, near Loch
Lomond. This means that, In addition to
electricity produced from water caollected
and held in the Loch Sloy reservoir, Sloy will
be able to generate an additional 100GWh
of electricity in a typical year using water
pumped from Loch Lomond to the
reservoir. A final decislon on this circa £40m
Investment will be made following review
of technical and engineering assessments,
which are now nearing completion and
following consideration of decisions
relating to Electricity Market Reform.

-+ Coire Glas: In February 2012 SSE
submitted on application to the Scottish
government for consent to construct a new
pumped storage scheme of up to 600MW
capacity to the north-west of Loch Lechy
In the Great Glen. This scheme has the
potentlal to produce 1,0006Wh of
electricity in a typical year and would be
the largest hydro project to be built in
Scotland and the first brand new pumped
storage scheme to be developed in Great
Britain in almost 40 years, The scheme
would require the construction of a new
dam and upper reservolr at Loch o Choire
Ghlais (the upper reservoir). A powethouse
complex would be constructed under
ground, together with a series of tunnels to
provide access and convey water between
the lower reservoir {Loch Lochy) and the
upper reservoir. Once completed the
scheme would bave minimal visuat
impact In the Great Glen,

+ Balmacaan: SSE is also proposing to
develop a 300MW-600MW pumped
storage scheme at Loch Ness. While
independent of Coire glas the two projects
are managed by a single development
tearn. Balmacaan has recently completed
its pre-planning consultation on its
environmental impoct assessment and
is expected to be submitted for planning
during 2012,

Construction of Caire Glas and/er Balmacaan
would not begin before 2014 at the earliest
and, subject to planning consent among
other factors, SSE will have the option to
build nelther, one or both of the schemes.

Furthermore, progressing these schemes
and other similar developments will be
dependent upen a satisfactory public policy
and regulatory framework, including the
ROC banding review and the transmission

charging regime changes envisaged
by Ofgem’s Project TransmiT.

Adding to onshore wind farm
capacity and production

At 31 March 2012, SSE owned 1,303MW
of onshore wind farm capacity and output
during 2011/12 was as follows (previous
year’s comparison in brackets):

+ 1.418GWh in the UK, {733GWh); and
+ 1,353GWh in the Republic of Ireland,
(914GWh).

Total electricity output from onshore
wind-based generation increased from
1,653GWh in 2010/11 to 2,771GWh in
2011/12. The key drivers of this increase
was the completion of an additional 435MW
of new generation and the significantly
windier weather relative to 2010/11. Windier
conditions also saw load factors rise above
30% compared with 24% in 2010/11.

On average, the turbines at SSE's onshore
wind farms in the UK and Ireland achieved
97% of thelr maximum availability to
generate electricity which has been
consistent over the past three years.

Delivering new onshore wind farms

In meeting its commitment to high quality
project delivery SSE has made significant
progress in 2011/12 with the completion of
its wind farms at Griffin {156MW) In Perthshire
and Gordonbush (JOMW) in Sutherland. Their
total caplital cost was £340m and they are
expected to produce around 640GWh of
electricity in a typical year.

At Clyde, 100 turbines with a total capacity of
230MW are producing electricity. The remaining
52 turbines, which will bring the project to its
350MW total, are expected to be completed
around the end of summer 2012. The project is
expected to cost arcund £500m and produce
over 1,000GWh of electricity in a typical year.

Also during 2011/12, SSE constiucted and
commissioned the 27MW Slieve Kirk wind
farm in Northern Ireland and the 12MW
Rathcahill wind farm located in the Republic
of Ireland.

Developing new onshore wind farms
At 31 March 2012, SSE's onshore wind form
portfolio comprised around [net):

+ 1,303MW in operation;

<+ 380MW in construction or pre-construction;
and

<+ over 550MW with consent for development.
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As the current tranche of onshore wind farms
reaches completion during 2012/13 55E is
focusing on the alignment of its development
pipeline Inta strategic areas, These areqs
facilitate the continued efficient allocation
of resources and economies of scale. The
following fully consented projects in the UK
and Iretand are components of these areas:

+ Strathy North (7SMW): Located near
Strathy village, Sutherland, this project
received consent from Scottish Ministers
in November 2011. The wind farm, which is
near Gordonbush, will comgprise 33 turbines
over an area of around 950 hectares within
Strathy North Forest, which is a commercial
conifer plantation. The project is anticipated
to enter construction in the next 18 months;

+ Keadby (68MW): This is a fully consented
project acquired from RES in May 2011,
Adjacent to SSE's Keadby gas-fired power
station, preparatory works began for the wind
farm in February 2012 with construction
expected to start later this year;

+ Calliachar (32MW): This fully consented
site, adjacent to SSE's Giiffin project in
Perthshire was acquired by SSE in 2010. SSE
subsequently sought consent to increase
the tip height of the turbines fram 100m
to 109.8m. In January 2012, consent was
received from Perth and Kinross Council
Develepment Contro! Committee subject
to conditions. Work is ongoing to satisfy
the conditions and construction is getting
under way; and

+ Glenconway (18MW}; As part of the Slieve
Kirk strategic area located in County Derry,
Northern Ireland, Glenconway will add
a further 18MW to the existing 27MW
completed during 2011/12, The project
began construction in early May and is
expected to be completed during 2013.

In tatal, onshore wind farm projects in of near
construction will add more than 150MW to the
existing portfolio in 2012/13, In addition, SSE
has over SSOMW of fully consented projects
across GB and Ireland including its 110MW
share of the 170MW Gahway Wind Park.

The amount with censent for development
also includes SSE's share of the capacity
contained in the proposat by Viking Energy,
the joint venture between Viking Energy

Ltd (which is 90% owned by the Shetland
Charitable Trust) and SSE to develop awind
farm with a capacity expected to be around
370MW (SSE’s share being 185MW) on
Shetland’s Central Mainlend. This project
has recently received consent from Scottish
government Ministers, with a reduction in the
number of turbines to 103. The Viking Energy

Through the combination of investment
and ideal weather conditions hydro-
sourced generation has demonstrated
its continuing success as a valued source

of renewable energy.

Partnership will now prepare reports forits
sharehalders so they can consider the funding
of the next steps In the project.

This provides a portfolic of options whereby
SSE may select developments that deliver
the best value and continue to support
dividend growth.

In addition to its consented portfolio, SSE
continues to assess high potential gevelopments
and has submitted for approval by the reevant
planning authorities in the UK and Ireland
proposals for onshore wind farms with a total
capacity of over 500MW including Clyde
Extension (171MW) and Dalnessie (7OMW).

Progress on all of SSE's renewable projects

is dependent on a continued favourable
planning, pelicy and regulatory environment.
The projects themselves would be developed
over the next few years,

Maximising electricity

output from wind farms

With its onshore and offshore wind farms
producing 3,199GWh of electricity in 2011/12,
SSE is the largest operator and developer of
wind power across OB and Ireland. From its
Centre of Engineering Excellence in Renewable
Energy in Glasgow, SSE's highly-skilled team
of professionals ensure that maximum value
is derived from its wind assets. Ensuring
maximum value is founded in four critical
factors, rigorousty assessed through the
development stages:

+ 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 conditions
and ensure refiability.

Carefully assessing each of these criteria
ensures delivery of high quality projects,
adding to business value and supporting
sustained dividend growth.

Developing options in Scandanavia
Further afield, $SE is actively pursuing a
295MW development pipeline in Sweden,

of which 80MW has consent for development,
ond the Nordconnect interconnector. Inan
early stoge of development, Nordconnect is
a partnership between SSE, Energi, £-CQ, Lyse
and Vattenfall AB to plan, build and operate
an HVDC interconnector between Norway
and the UK. These projects align strateglcally
to maximise the potential of the European
energy market, while providing diversity

to the portfolio of future SSE renewable
development options.

Managing constraint on

the electricity system

Constraint occurs when there are limitations
in electricity transmission capacity or for
reasens of system frequency voltage control
or stability. Transmission systerms generally
experience periods of constraint, and it is this
that provides a market signal for additional
investment in the grid infrastructure,

During 2011112, across GB, 6TWh of
generation was constrained at a value of
around £300m. Of this, 5SE wind generation
was 80GWh or 1.3% of the total constraint
over the whole system.

With additional volumes of variable
renewable generation on the system,
instances of constraint will occur from time
to time at different locations. In Great Britain
and Ireland an emergent issue centres on
equitable compensetion for constrained wind.

At times of constraint, generators in Great
Britain are required to bid in their constrained
generation capacity to Natlonal Grid. It has
been SSE’s policy to bid falr and reasonable
prices at all times for its renewable generation
and it believes that this is the equitable
approach for all renewable generators

and in the best interest of customers.

In Ireland’s SEM market, compensation
rules for wind generatlon recognise both the
degree of control of an individual wind farm
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Onshore wind capacity - MW

and the export capacity guaranteed in its
connection agreement with the System
Operator. In times of constraint, controllable
wind farms are compensated for their lost
output at market prices, while government
support payments (REFIT in Rol and ROCs
In NI} are paid on the basis of metered
output. SSE works with the System Operator
to ensure that its wind farms demonstrate
the level of response required to be recognised
as ‘controllable’.

To minimise the impact of constraints,
appropriate investment is needed in
transrission infrastructure, an issue which
is particularly acute in Ireland. At the same
time, market arrangements in both GB and
Ireland must provide equitable payment
for constrained generation.

Creating local value from onshore
renewable development

A leading differentiator and a source of pride
for SSE is the economic benefit its onshore
renewable investments bring to local
communities. In particular this year, SSE:

+ confirmed its ongoing commitment to
the Highland region of Scotland with the
announcement of 50 new roles created
at its regional headquarters in Inverness.
The new roles are being created primarily
to support SSE’s renewable ambitions in
the north of Scotland. The local economic
and employment value assoclated with the
establishment of a corporate presence In
Inverness helps to highlight the benefit of
renewable development. SSE believes the
new regional headquarters will support its
endeavours in working with communities
and stakeholders.

<+ established its Scotland Sustainable
Energy Fund, an onshare wind community
investrment plan. The fund will be worth a
potential £90m over 25 years if SSE is able
to realise its ambltions for new onshore
wind farms in Scotland. The fund will be
available for organisations promoting
skills develepment, community energy
schemes and Improving the built and

natural environment. The fund is in
addition to the £150m SSE has already
committed to support community projects
in Seotland over the 25-year projected
lifetime of the Company's existing and
planned wind {farms,

Building new offshore wind farms

Due to the significantly larger scale and cost of
both consenting and constructing offshore wind
farms compared with onshore, SSE recognises
the inherent risks are best managed through
partnership arrangernents across a portfolio
of projects. To this end 55E is building:

=+ Greater Gabbard, a 500MW development
being bullt by Greater Gabbard Gffshore
Winds Limited (GGOWL), in which SSE has
a 50% stake; and

-+ Walney, a 367MW development being built
by Walney (UK} Offshere Windfarms Ltd,
In which SSE has a 25.1% stake.

Total electricity cutput from SSE's offshore
wind farms was 428GWh in 2011/12. This was
the result of significant progress in the period
to 31 March at:

4+ Greater Gabbard where all 140 turbines
were in place, of which 62 had been
commissioned, and not the subject of
any claim and are successfully generating
electriclty. In addition, 46 of the 52
disputed turbines had also exported
power; and

-+ Walney where all of the phase one turbines
have been successfully commissiored and
all 51 turbines in the second phase are
producing power, of which 27 are fully
commissioned.

Progress has continued at Greater Gabbard
since the year end and currently 81 turbines
which are not the subject of dispute have
been commissioned. At Walney, an additional
19 turbines have also been commissioned.

Managing the issues at Greater Gabbard
Significant construction progress was made
at Greater Gabbard during the financial year

with all 140 monopile foundations and
turbines installed and to dote, a total of 127
have produced power. Meanwhile, the third
and final electricity export cable has been
installed and Is undergoing cormnmissioning.
All of this means that construction works
should be completed, as planned, before
the end of this year.

GGOWL remains in a contractual dispute
with Fluor Limited, the principal contractor
for the wind farm. The dispute relates to the
quality of lower foundations (monopiles)
and upper foundations {transition pieces)
used In the early stages of the development
and supporting 52 of the 140 turblnes.
The contractual dispute centres on:

+ the claim by Fluor Limited of around
£300m relating to time and costs Fluor
Limited alleges it incurred in carrying out
additional testing and repairs of some
of the welds on these foundations; and

+ GGOWL's need for assurance as to the
structura! integrity of these foundatlons,
which resulted in GGOWL initiating Its
own programme of offshore testing to
determine whether they meet the required
contractual standards and will provide
a full operating life of at least 25 years.

In relation to the claim by Fluor, GGOWL
has submitted what it believes is a very
robust defence, A formal arbitration process
is beginning and will resolve the dispute in
due course.

In relation to the second aspect of the
dispute, in October 2011, on the basis of

the available evidence, including from Its
own programme of testing, and Independent
advice, GGOWL notified Fluor Limited that all
52 of the relevant foundations are defective
and do not meet the standard required by
the contract between the two companies.

Of these 52 foundations, Fluor Limited
previously corrected defects that had been
identified in @ number of the monoplles
before they were installed, and GGOWL
believes that these repaired monopiles are
sound. The batance of the monepiles and
all 52 of the transition pieces are belleved
to be defective.

GGOWL believes that the onus is currently on
Fluor Limited to determine how it proposes to
meet Its contractual obligation to ensure that
the transition pieces and monopiles comply
with the contract and that Fluor Limited will
be liable for all associated costs. In relation

to this, GGOWL has initicted a formal
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contractual daim against Fluor Limited,
which is currently the subject of a formal
arbitration process.

Progress at Walney

The first phase of Walney is operational and
commissioning of the secand and final phase
of the wind farm, 51 turbines with a total
installed capacity of 183.6MW, is now well
under way. All of the turbines have now been
installed, and all have now exported electricity.

The progress at Walney has set the
henchmark for future offshare development
where DONG Energy has constructed the
second phase of Walney in the fastest ever
time for an offshore wind project. A new
record was set for the sectos following the
Installation of all turbines and cables In just
five months and 13 doys. This marks an
important step [n the drive toward further
Industrialising the sector. As a result of this
progress it Is expected that the full 102
turbine, 367MW wind farm will be completed
in the next few months.

Developing more new

offshore wind farms

Undaubtedly, offshore wind will play an ever
increasing role in the delivery of low-carbon
energy for the UK. Already the GB offshore
wind market Is the largest in the world with
1.5GW In operation, 2.6GW under construction
and a tote! of 11-18GW planned by 2020.

SSE has gained valuable experience of
offshore wind farm development and
construction through the Greater Gabbard and
Walney projects and It is this experience that
enables it 1o exercise informed and disciplined
judgement when prioritising projects in its
development pipeline. In the near-term, the
main focus for SSE is the successful and timely
completion and commissioning of these
projects. The next two offshore wind farm
projects then taking priority are:

+ the S500MW Galloper wind farm, close to
the existing Greater Gabbard development,
a 50;:50 partnership with RWE npower
renewables; and

4+ the 1,000MW Beatrice wind farm in the
Moray Firth, a 75:25 partnership with
Repsol Nuevas Energias UK (25%)
(formerly SeaEnergy Renewables).

Through 2011/12 significant progress was
made in the planning phases of these
projects, with Galloper receiving confirmation
from the Infrastructure Planning Commission
that it has accepted the Development
Consent Order application.

At Beatrice, an application for consent to
develop the Beatrice offshore wind farm in the
Outer Moray Firth hos been submitted to the
Scottish government. The application is the
first of the Scottish Territorial Waters sites to
be submitted for consideration, The proposed
wind farm builds on the success of the
Beatrice Demonstrator Project and would
have a maximum of 142 to 277 turbines,
depending on turbine size.

Beyond this, SSE has secured from The Crown
Estate rights for the potentia! development
of up to 4,8GW (net) additioncl offshore wind
farm assets later In the decade. Decisions
regarding the build out of this pipeline will

be reflective of SSE's disciplined approach
and focus on taking forward only the best
Investments and achleve the strongest
possible returns to support dividend growth.

Building a supply chain for offshore wind
In order to meet the full potential of the UK's
offshore wind resource it is essential to exert
downward pressure on the cost of energy
through the evolutlon of a sustainable supply
chain. This will Include the development of
larger and simpler turbines and the effective
industrialisation of the sector.

SSE has recently invested in a broad range of
new initiatives to increase the effectiveness,
and decrease the cost, of offshore wind
deployment, including:

+ taking a leading role In forming the 'GY’
group of the world's largest renewable
energy developers, which have come
together to place health and safety at
the forefront of all offshore wind activity
and developments;

< consent from North Ayrshire Counci
to construct an offshore test facility at
Hunterston in North Ayrshire. The facility
wilt be Scotland’s first offshore wind turbine
test site and will be an extension of S5E's
Centre of Engineering Excellence for
Renewable Energy. In partnership with
leading turbine suppliess, up to three
prototype turbines wili be tested at
the site for g period of five years;

=+ identification of Dundee as a key
strategic [ocation for the devetopment of
a comprehensive supply chain to support

Scotland's emerging offshore wind industry.

Joining forges with Forth Ports, Scottish
Enterprise and Dundee City Council,
SSE has taken a proactive approach to
the development of the offshore wind
supply chain;

+ formation of strategic olliances with
companies such as Siemens and Mitsubishi

to collabarate on offshore wind
development;

+ ongoing participation in the Carbon
Trust's Offshore Wind Accelerator; and

2 acquisition of Wind Towers Ltd, a Joint
venture between SSE and Marsh Wind
Technology Ltd in May 2011. In addition to
producing wind turbine towers for onshore
wind farms, this site is constructing new
facilities to allow the production of turbine
towers for offshore wind and therefore
maximising the potential of its modern
facilities in the expanding market for
offshore wind turbine towers.

In seeking to reduce supply chain cost SSE is
giving practical leadership in the delivery of
the UK govemment's ambiltious 2020 target
to lower the levelised cost of energy from
offshore wind to £100/MWh and believes this
target can, and Indeed should, be achieved.

Establishing an intermediate holding
company for offshore renewable energy
SSE has advised external stakeholders that
it intends to reorganise all of its offshore
wind farm equity interests, including assets
in operation, under construction or In
development, into a newly-Incorporated
holding company. It will be wholly-owned
by SSE for the foreseeable future and its
establishment will give SSE a company
through which to finance offshore renewable
energy developments and the flexibility to
introduce other sources of funding showld
this be required to support the development
and construction of offshore wind farms.
The incorperation of the new company
should be completed shortly.

Making energy better:
+ Producing biogas

In Ayrshire, HRH The Prince of Wales
officiclly opened our innovative
Anaercbic Digestion plant where
food waste and other matter Is
broken down to produce blogas.
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Wholesale (continued
Market-based businesses

Developing marine sources of electricity
While offshore wind is a rapidly evolving

technology at deployment stage, marine-based

wave and tidal energy Is at an earlier stage
of technology development. As alonger-term
prospect, the UK's substantial marine
energy resource coupled with a considerable
commitment to technology testing facilities
means this sector could start to make a
significant energy contribution around the
end of this decade and beyond.

SSE has a two-pronged approach to the
developrnent of this sector and to fulfilling
the potential of marine energy resources:

Technelogy development:

+ Aquamarine Power is a wave energy
developer, in which SSE has invested
£24.7m over the past three years.

At the beginning of 2012 11% of

SSE's shareholding was acquired by
the Enwironmental Energies Fund (EEF)
(see ‘Investing in New Ventures' below).
EEF is now one of Aquamarine Power's
largest shareholders, along with SSE,
multinational power.and automation
company ABB and Scottish Enterprise.
The Investment is a further step
toward taking Aquamarine Power

to commercialisatlion in 2014,

-+ In November 2011 Aquamarine installed
its next-generation Oyster 800 wave energy
device to its foundations on the seabed
at Orkney. Final commissioning is under
way and the device is expected to be fully

operational this summer, In February 2012,

consent was granted to install two further
Qyster devices in the same location. With

a maximum generating capacity of 2.4MW

the three Oyster devices will demonstrate
the feasibility of Installing muttiple Oysters
in small arrays and ultimately in larger
wave farms.

Sites development:

-+ S5E and its IV partners, including
Aquamarine, Open Hydro and most
recently, Alstom, have exclusive rights
from The Crown Estate to develop 600MW
of wave and tidal energy at sites in the
Pentland Firth and Orkney Waters. This
includes the 200MW Costa Head wave
project, a new joint venture between 55E
and Alstom agreed in January 2012. SSE
also retains exclusive rights to develop
a further 200MW of tida! energy. SSE Is
continuing to work closely with The Crown
Estate and other stakeholders In advance
of submitting consent applications for
these projects, the first of which is
expected in 2013,

Investing in new ventures in energy

SSE Ventures {SSEV) was set up in 2007 to
develop and grow a portfolic of investments
In small- and medium-sized enterprises
offering renewable, sustainable and energy
efficiency-enhancing preducts and services.

In January 2012 it completed a deal with
Scottish Equity Partners (SEP) that invalves
SEP's new EEF acquiring a portfolio of
cleantech investments owned by SSEV. As
part of the dea!, SSEV has become a major
partner in the new £95m green energy fund,

The new Fund has acquired nine investments
from the SSEV portfolio, all of which are
market leaders from across the clean energy
spectrum. The fund will have substantiol
fresh capital available for investment in the
portfolio and also has agreement to add up
to five further SSE investmenits to the portfolio
in future.

By moving Investments into the EEF, deantech
companies can now olso benefit from the
track record and expertise of SEP, draw upon
the financial resources of the new partners
and ultimately deliver a better returr on
SSEs initial investment,

Energr Portfolio Management
and Electricity Generation
priorities in 2012/13 and beyond

Over the coming year EPM will maintain
its focus on value for money while further
diversifying its range of energy options,
including:

3 continuing to improve wholesale market
tiquidity Including forward markets,

+ optimising SSE's energy portiolio,
including upstreamn assets, fuel supply,
purchase of storage services, and
generation; and

+ investigating additional long-term
and geographically diverse fuel supply
contracts across the fuel portfolio.

In Generatlon, SSE's 2012/13 priorities
remain consistent with its established
principles to:

+ comply fully with all sofety standards
and environrnental requirements;

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

-+ operate power stations efficiently
to achieve the optimum conversion
of primary fuel into electricity.

SSE's Generation investment programme is
designed to abate the environmental impact
of existing assets and extend their working
lives, and to deliver new assets, principally in
renewable energy but also through trialling
other forms of decarbonised generation,
induding carbon capture and storage.

All of this is almed at maintaining, for the
long-term, a diverse, well balanced portfolio
that will deliver a decarbonised, secure and
affordable energy supply.

During 2012/13, SSE expects to Invest
around £750m in malntaining and
upgrading exIsting generation assets and
in developing new assets. Investment
priorities for the coming year are to:

=+ invest in power stations o increase
flexibility; :

+ complete asset maintenance and
refurbishment programmes on time
and on budget;

+ méet key milestones in new asset
development and construction,
particularly on and offshore wind
and multi-fuel; and

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

SSE will also actively seek to maintain
optionality and diversity In the future
development of its generation portfolio
50 that it remains on course to reduce

by 50% the CO, Intensity of electricity
produced at power stations In which it
has an ownership or contractual interest.
over the period from 2006 to 2020.

The future 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 still emerge from this process, based
around carbon price support, a mechanism
to reward all electricity capacity that is
avaitable to generate electricity, ond
continuing support for the production

of electricity from renewable sources.

It retains concerns, however, about the
proposed ‘Contract for Difference’ model
and is cantinuing to work with the UK
government and other stakeholders to
ensure that the shortcomings associated
with this proposal are addressed. The

UK government is expected to introduce
legislation later this year, after further
consultations.
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Gas Production

Producing upstream supplies of gas
A key milestone for SSE in 2011 was its
acquisitlon from Hess Limited of North
Sea natural gas and Infrastructure assets.
This acquisition was a measured entry by
SSE into non-operated upstream assets.
Following from the significant fearning and
experience gained, it is SSE's Intention to
increase Its presence in the upstream fuel
sector if assets can be acquired for a fair
price. In daoing so, SSE aims to diversify
further its sources of primary fuel and
provide a hedge for its gas-fired generation
and gas supply activities.

Overall, Gas Production delivered an operating
profit® of £42.6min 2011/12 compared with
£4.6m for the short period after the assets
were acquired in 2010/11. Total output during
the year was 176.7Mth, compared with
27.6Mth in the period from acquisition

in February 2011 to March 2011,

Gas Production priorities
in 2012/13 and beyond

In seeking to pursue further opportunitles
to secure upstream gas assets SSE will:

+ focus on mature, produdng, gos-weighted
assets; and

-+ consider opportunities that Include
operatorship,

As well as pursuing such opportunities
directly, SSE wilt work with Faroe Petroleumn
ple, in which it has a 5% holding. Future
investrnent decisions will, however, continue
to be considered in a careful, measured way,
consistent with its financial principles and,

therefore, only where fair value can be secured.

Gas Storage

Providing capacity to store gas

In 2011 the UK's gross imports of natural
gas were greater than gross production for
the first time since 1967 and over the coming
decade UK gas imports are projected to-
increase significantly. This presents both

a supply security and price risk associated
with the potential for: operational failures
in pipelines delivering gas to the UK; political
disputes in gas-praducing regions; increased
demand from emerging economies; and
periods of unexpected low temperatures.

The two leading solutions to abating this risk
are gos storage and liquefied natural gos

{LNG}, both of which are required to
accommodate future growth in gos demand.

SSE has an ownershlp interest In two major
g4as storage facillities in Eqst Yorkshire:

+ Hornsea is the UK's largest onshore gos
storage facility in which around 325mcm of
gas can be stored In a total of nine caverns.
Hornsea accounts for around 7% of the
total gos storage copacity In the UK and
15% of deliverability. It can be injected with
gas at a rate of 2mcm per day and delivered
to the Nationa! Transmission System at
arate of 18mcm per day, equivalent to
the demond of four million homes. During
2011112, Hornsea was 100% available to
customers, except in instances of planned
maintenance. This enabled storage
customers to manage their gas market risks
and respond te gas trading opportunitles,

+ Aldbrough is one of the UK's newest
anshore gas storage facilities, which SSE
(66.6% share) Is developing with Statoil
(UK) Ltd. Aldbrough will ultimately have
the copacity to store around 330mem in
nine under ground caverns (of which SSE
will own two thirds). It will have the capacity
to deliver gas to the National Transmisslon
System at a rate of up to 40mem per day,
equivalent to the average daily consumption
of eight million homes, and the abillity to
have up to 30mem of gas per day injected.
In parallel with completion of the project,
the Aldbrough site has been in commercial
operation since July 2009. During 2011/12
it performed well, with the surface plant
delivering 94% availability,

Gas Storage profitability

During 2011/12, gas storage delivered an
operating profit* of £23.8m, compared with
£23.5m in the previous year. Profitability
has been alded by the increased copacity
avaitable for storage as a result of the
pregress of the Aldbreugh development.

However, this was offset by weaker prices for
Standard Bundled Units arising from the very
mild winter and a reduction in the differentials
between forward summer and winter gos
prices and reflecting the increased availabllity
of LNG. While LNG has had a negative financial
impact on gas storage in the near-term, the
diversity offered by both options will be
important for risk abatement for the reasons
set out abave.

Completing the new gas

storage facility at Aldbrough

To form caverns such as those at Aldbrough
and Homseo, salt deposits around 2km under

ground are leached out by seawater which,

in turn, is replaced (dewatered) by gas under
pressure, At Aldbrough, six of nine caverns are
already storing gas at a capacity of 170mem.
Leaching at the remalning three caverns is
completed and completion of dewatering
through the injectlon of gas is expected
shortly. They are expected to be fully
operational by the summer of this calendar
year. SSE's forecast total investment for

the development remalns around £290m.

SSE and Statoil (UK) Ltd have consent

to Increase the storage capacity at the
Aldbrough site beyond that currently under
development but concluded during 2010 that
on investment declsion on the development
should be deferred while the UK government
develops its policy on gas securlty.

Conclusion

With a focus on flexibility and sustainability
in its Wholesale businesses, SS5E believes that
its activities in EPM, Generation and Gas
Production and Gas Storage will support

the achievement of Its first financial goal of
sustained real growth in the dividend payable
to shareholders,

Gas Storage priorities
in 2012/13 and beyond

Gas storage prlorities for the coming
financial year include:

+ completion of construction work
at Aldbrough; and -

+ ensuring safe and effective operation
of capacity at Hornsea and Aldbrough.
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Key performance indicators -
SSE’s core values

Safety: Total Recordable Injury Rate —
per 100,000 hours worked

Safety: Working days lost through injury

Service: GB supply custorner complaints to third parties

Service: Network emergency calls response times — seconds

Efficiency: Network customer minutes lost (South)

Efficiency: Operationa! stock availability - %

Sustainability: Power station CO, emissions — g/kWh

Sustainability: Capacity of renewable energy - MW

Excellence: Investment in ‘smart’ electricity grids — £m

Excellence: Value creation from Licence to Innovate — £m

Teamwork: Number of employees

Teamwork: Great place to wark engagement score - %
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Chairman’s introduction to

SSE corporate governance

Lord Smith of Kelvin
Chairman

Corporate governance is key to running SSE
as ¢ successful, responsible and sustainable
business capable of delivering increases in the
dividend payable to shareholders in the short,
medium and long term,

Qur corporate governance report for
2011/12 sets out our approach by describing
the SSE team, how the Board works and risk
management and includes separate reports
on each of the Board Committees. I would
like to highlight some specific points:

UK Corporate Governance Code

The principal governance rules applying

to UK companies listed on the London Stock
Exchange are contained in The UK Corporate
Governance Code adopted in June 2010. The
Board has been fully briefed on the recent
changes to the Code, in particular the annual
re-appointment of Directors, Board diversity,
the requirement for regular external Board
evaluation, a greater emphasis on risk, and
the need for a clear explanation of business
model and strategy. We welcome these
changes and are committed tg complying
with themn.

Changes to the Beard

As part of our planned and continuing
refreshment of the Board, we welcomed two
new non-Executive Directors to the Board
during the year - Jeremy Beeton and Katie
Bickerstaffe, They bring specific experience
which will be invaluable as SSE undertakes
majer capital projects and faces the
challenges of changes in the domestic
custorner market. Jeremy has joined the
Audit and Nomination Committees as well as
the Safety, Health and Environment Advisary
Committee. Katie has joined the Nomination
and Remuneration Committees.

Colin Hood, SSE's Chief Operating Officer
retired frorn the Board on 31 October

2011. His Board level responsibilities were
realfocated among existing Executive
Directors and his operational responsihilities
were divided between members of the
Management Board. I would like to thank
Colin for his many years of teadership and
service to the Company. Thomas Andersen,
non-Executive Director, has taken over from
Colin the Chairmanship of the Safety, Health
and Environment Advisory Committee,

René Médori, non-Executive Director and
Chairman of the Audit Committee, will step
down from the Board on 25 June 2012.

I would like te thank René for his nine years'
service as a non-Executive Director and his
Chairmanship of the Audit Committee.

Richard Gillingwater will take over as Chairman
of the Audit Committee. He will also becorne
Senior Independent Director on 24 July 2012
in place of Lady Rice, who will continue as an
independent non-Executive Director and
Chairman of the Remuneration Committee.

Foltowing the Davies Review of "Women on
Boards’ we have confirmed our commitment
to diversity generally throughout SSE, and

in particular diversity at Board and senlor
management level.

Commitment

The non-Executive Directors devote significont
time to SSE over and above attendance at
Board and Committee meetings. During

the year the non-Executive Directors had
individual visits ta key business locations and
received briefings from members of the SSE
management team on a range of matters.
The visits Included: onshore and offshore
wind farms, coal-fired power stations, the
gas storage facility, customer service facilities
and joint venture offices, including SGN.

The full Board remains totally committed to
the continued success of SSE, and to ensure
that it is run to the highest standards of
corporate governance,

Lord Smith of Kelvin
Chairman
15 May 2012
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Board of Directors

The Management Board

Fraen laft: Dovid Franklin, Rob McDonald, Jim McPhillimy. Mark Mathieson, Jim Smith, Paul Srith, Alan Young, John Morea (In attendonze)
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The Board of Directors

Lord Smith of Kelvin

Chalrman

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 ple: a nen-
Executive Director of Standard Bank Group Ltd;
Chairman of Glasgow 2014 Ltd, the organising
committee for the Commonweaith Games; and
Chancellor of the University of the West of Scotland.
Robert Is Chairman of the Nemination Committee
and ¢ member of the Remuneration Committee.

Ian Marchant

Chlef Executive

tan was appolnted Chief Executive in October 2002,
having been Finance Director since 1998. He has worked
inthe energy industry since 1992, when he Jeined
Southern Electric. He Is Sentor Independent Director
of John Woad Graup pic and a non-Executive Director
of Maggie’s Cancer Centres. He gets involved in @ wide
range of other business connected with his role as Chief
Executive. Ian is a membes of the Nomination Committee.

Lady Rice CBE

Senior Independent Director and

Remuneration Committee Chairman

Susan joined the Beard as non-Executive Director in July
2003 and was appointed Senior Independent Director
in 2007, She is Monaging Director of Lioyds Banking
Group Scotland. Susan is also @ non-Executive Director
of the Court of the Bank of England, where she chairs
the Audit and Risk Committee, of Big Society Capital
and Scotland's Futures Ferum, She chairs the Boards
of the Ecinburgh International Book Festival and the
Edinburgh Festivals Forum and is a member of the First
Minister’s Council of Econamic Advisers. Susan chairs
the Remuneration Cornmittes and is @ member of the
Nominatign Committee.

Gregor Alexander

Finance Director

Gregor was appointed Finonce Director in September
2002, having previously been Group Treasurer and
Tax Maonager. He has warked in the energy Indusiry
since 1990, when he Joined Scottish Hydro Electric.
He has Board level respensibility for Finance, Human
Resources, IT, Procurement and other Group Services,
Gregor Is Chairman of SGN.

Thomas Thune Andersen

Non-Executive Director and Safety, Health and
Environment Advisory Committee Chalrman
Thomas jeined the Board as a non-Executive Director
in January 2009. He {5 the Chairman of Lloyd's Register
Group, Cheirman of DeepOcean Group, Vice-Chairman
of the VKR Holding Group (VELUX} and @ nor-Executive
Director of Petrofac Ltd. He was previously CEQ of
Maersk Oil and a partner in the A, P, Moeller Group. He
is @ member of the Audit and Nornination Committees
and Chairman of the Safety, Health and Environment
Advisory Committee.

Changes to the Board

René& Madori wilt step down from the Board of SSE
6n 25 June 2012, Cn that date, Richard Glllingwater,
nan-Executive Director, wlll become Chairman of
the Audit Committee and he will become Senior
Independent Dliector an 24 July 2012 In ploce

of Lody Rice. A fuller explanation of these changes

is set out on page 62,

Jeremy Beeton

Non-Executive Director

Jeremy Joined the Board as nan-Executive Director
in July 2611, He is the Director General of the UK
Government Olympic Executive. He was previously
Principal Vice President of Bechtel Ltd, where he
had responsibility for monagement and deltvery of
Bachtel's civil engineering projects in infrastructure
and avigtion business lings. He is @ member of

the Audit, Nomination, and Safety, Health and
Environment Advisary Committees.

Katie Bickerstaffe

Non-Executlve Director

Katie joined the Board as non-Executive Directar in
July 2011. She is Chief Executive ~ UK and Ireland of
Dixons Retall plc. She was previously Managing Director
of Kwik Save, and Group Retail Director and Group HR
Director a1 Sorex field. Her earlier career included roles
at Dyson, PepsiCo and Unilever. She Is a member of
the Momination and Remuneration Committees.

Richard Gillingwater CBE

Non-Executive Director

Richard joined the Board as a non-Executive Director
in May 2007. He is Cean of Cass Business School and

is non-Executive Chairman of CDC Group ple and the
Senior Independent Director of Hiscox Ltd, He was
previgusty Chairman of European [nvestment Banking
at CSFB. Richard is a ember of the Audit, Remuneratlan
and Nomination Committees.

René Médorl

Non-Executive Director and

Audlt Committes Chalrman

René Joined the Board as a non-Executive Director in
June 2003. He is Finance Director of Angle American
ple and is a non-Executive Directar of Angio Platinum,
DB (De Beers) Investments and Petrofac Ltd. He is
Chairman of the Audit Cornmittee and @ member

of the Nomination Committee.

Alistair Phillips-Davies

Generation and Supply Director

Alistair was appointed Energy Supply Director in
January 2002. He become Generation and Supply
Director In December 2010 after taking responsibility
for Generation Operations. He has werked In the
energy industry since 1997, when he Joined Southern
Electric. He Is a director of Energy UK. Alistair has Board
level responsibility for Wholesale and Retail activities.

Management Board

David Franklin is Managing Director, Energy
Partfolic Management. He joined S5E in 1990 and
Is responsible for SSE's participation in wholesa'e
markets for electricity, gas, coal, ot and carbon
dioxide emisslons allowances.

Rob McDona!d is Managing Director, Regulation
and Strategy. He Joined S5E in 1997 and is respansible
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 procurement.

Mark Mathlesan is Managing Director, Networks.
He Jained SSE In 1988 and is responsible for SSEs
Electricity Networks, Lighting Services and
Telecoms businesses. '

Jim Smith is Managing Director, Renewables,
He joined S5E in 1988 and Is responsible for renewable
energy development and construction,

Paul Smith is Managing Director, Generation.

He joined SSE in 1998 and Is responsible for opesational
generation and gas storage businesses, which include
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
corporate communications. public offairs, community
pragrammes and foresighting.

John Morea attends meetings of $5E's Management
Board. He is the Chief Executive of SGN, which owns

und operates gas distribution networks In Scotland and
sauthern England and in which SSE has a 50% stake.

The Bodard of SGN

S5E is entitled to appoint four out of the eight Directors

on SGN's Board {reflecting its 50% shoreholding in SGN).

The SSE employees who serve on the Board of SGM are:
Gregor Alexander, Finance Director; Jim McPhillimy,
Managing Director, Group Services: Natalie Bruce,
Head of Metering; and Rob McDonald, Managing
Director, Regulatlon and Strategy.
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~ The SSE team

On 31 March 2012, SSE employed 19,489
people, a reductlon of 760 on the previous
year following the decisiont in July 2011 to stop
doorstep selling of energy. 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 colleagues and enjoy working
together in an open and honest way.’ SSE is
committed to ensuring that it is a great place
to work and its policles on human resources
are developed and delivered in support of this.

The Board of Directors and
the Management Board

The Board is accountable to SSE's shareholders
for the good conduct of the Company’s affairs
and [s collectively responsible for creating and
sustaining shareholder value through the
overalt 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 61
to 64. The Monagement Board is the group
of Executive Directors and Managing Directors
which is responsible for implementing strategy
and policy as agreed by the Main Board and
for the operational management of ol of SSE’s
businesses. The members of the Board and
the Management Board are listed on page 57.

Other employees

The Executive Directors, Managing Directors
and other senlor executives and managers are
among the 19,489 people directly employed
by SSE on 31 March 2012. Most of these
people work In the United Kingdom; just over
600 are employed in the Republic of Ireland;
and a total of 18 work in malnland Europe.
Of all employees, 71% are men and 29% are
women. The average age of SSE's employees
is 38 years, In 2011112, there was a 8.2%
turnaver of employees, compared with 9.5%
In the previous year.

Building the SSE team

SSE’s strategy is to deliver sustained

real growth in the dividend through the
efficient operation of, and investment in, a
balanced range of energy-related businesses.
To deliver this strategy in a complex industry
that is both long term and fast-changing
requires the maintenance and development
of a strong team of employees who have
the technical knowledge required of
participants in the energy sector and the
professional and generic skills required

to make SSE a successful company in the
second and third decades of the 21st century
and beyond.

This means that SSE's priorities in
maintaining and developing the right
team of employees are:

<+ making SSE o great place to work, therefore
retaining motivated and committed people
and attracting a strong number of quality
applicants for new roles;

+ making a long-term commitment to
employees, giving them the time to build
their professional skills and the opportunity
to advance their careers:

<+ maintaining a preference for recruiting and
premoting from within the erganisation
where possible, while recognising that
some specialist skills may only be available
through external recrultment;

+ ensuring effective succession planning,
based on a comprehensive annual review
process which extends beyond the Beard
and the Management Board to other levels
in the orgaonisation and which features
a range of optlons for the development
of key individuals; and

+ recognising that the most effective
employees over the long term are those
who are able to maintain a balance
between their working and family lives.

Recruitment

During 2011712, $SE recruited externally a total
of 2,225 people 1o jobs in England, Scotland,
Wales, Northern Ireland and the Republic of
Ireland. Of the people recruited during the
year, 64% were men and 36% were women,
While it was difficult to find candidates for

a very small number of the jobs, because of
the technical requirements or locatlon issues,
the vast majority were filled by appropriately-
qualified people in o timely way and S5€
remains pleased with the number of high
quality applications that it recelves.

The level of unemployment amongst 18 to

24 year olds has been a particular cause for
concern as a result of the economic slowdown
in the UK and Ireland in recent years. Overall
12% of SSE employees are aged under 25
{around 2,300 in total).

SSE also supports the Barnardo'’s Works
programme, which aims to give long term
unemployed young peaple the opportunity
to gain comprehensive waged work
opportunities, training and industry-related
qualifications. Since it began in 2008, a total
of 105 young people have taken part In the
programme with SSE.

In addition, SSE offers a range of structured
development programmes suited to the needs
of school leavers, trainees, trainee engineers,

graduates and apprenticeships. The focus

of each programme is to ensure that those
participating gain skills that can be used for
their future benefit and for the benefit of SSE.
This sustainable creation of jobs is key to S3E.
Currently 450 individuals are progressing
through these programmes and SSE has been
nationally recognised for the quality of these
programmes, winning a number of awards
during 2011/12.

In recognition that it operates in a
competitive employment market, SSE has
Introduced a wide range of employee benefit
offerings including a competitive pension, a
range of salary sacrifice offerings and a wide
range of employee benefits Including its
Extras programme.

Diversity

In February 2011, the Davies Review of Women
on Boards quoted evidence that companies
with a strong femaole representation at board
and top management level perform better
than those without and that gender-diverse
beards have a positive impact on performance.
It said that boards make better decisions
where a range of vaices, drawing on different
life experlences, can be heard and that this
‘mix of voices must include women',

Of the 54 senior managers who report directly
to members of the Management Board,

12 are women; and of the 49 members of

the five Committees of the Management
Board, 12 are women. Although the number
of women in senior and other management
roles in SSE is increasing, It is recognised that
more work needs to be done to secure greater
gender diversity.

In support of this o number of steps are
being taken, and a survey of over 200 senior
managers in SSE was carried out to establish
attitudes to, perceptions of and steps needed
to support greater gender diversity in S5E, The
principat finding of the survey was that SSE
could do more to advance a culture of flexible
and family-friendly working for both women
and men. This and other actions will be
addressed by SSE's newly-established Diversity
Working Group in the course of 2012/13, SSE
will continue to moke appointments to all
roles within the organisation on merit, but
belleves it must take steps to enhance the
diversity of the lists of candidates from

which appointments are made,

Participation

SSE believes that there Is a commonality of
interest between employees and customers
and shareholders. To reinforce that it:
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+ encourages all 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, centrel heating
and wiring maintenance and telephone
and broadband services;

+ provides opportunities for employees to
become and remain sharehelders in SSE
through a Share Incentive Plan and a
Sharesave Scherne. Employee participation
in these schemes is now 43% and 35%
respectively; and

+ provides opportunities for employees
to be involved in its ‘Community At Heart'
employee volunteering scheme, which aims
to give 20,000 days of employee time to
assisting worthwhile projects within the
communities that SSE serves.

Within SSE, employee participation is
encouraged through adherence to the
Company's Teamwork value, The appraisal
process for employees, including the senior
menagement team, specifically evaluates
their performance in Teamwork, along

with performance in respect of SSE's other
core values: Sofety, Service, Efficiency,
Sustainability and Excellence. In keeping with
these values, $SE produced and distributed
an updated code of business practice, 'Daing
the right thing' in April 2011, 1t highlights,
summarises and complements a range of
ethies-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 Chief 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 research, review and
test-trial new ideas.

Employee engagement

SSE recognises the value in attracting and
retaining an engaged workforce and runs
an annual externally-facilitated survey of
employee engagement. The results of the
2011 survey, which had a 70% response rate
and was completed by almost 10,000 of
the 14,000 employees invited to participate,
showed that 5SE has an above benchmark
employee engagement score of 73%.

Following this survey, a series of actions have
been put In place to address key employee
engagement drivers identified in the surveys.
The Management Board has also set an

ongoing improvement target for these survey
resuits. The next engagement survey Is being
conducted in June 2012, when all employees

across SSE will be invited to participate.

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 place an
actively-managed 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, religlon or belief,
disability, pregnancy and moternity, disability,
sexual crientation and gender reassignment.
The Employment Equality {Age) Regulations
2006 have now been incorporated into the
Equality Act 2010. There were no occasions
during 2011/12 when SSE was found to have
failed to comply with legislation on equality.

Responsibilities

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 sofe, healthy and
environmentally-friendly working practices;

=+ Always know and understand what Is
expected of you in your job;

+ Maintain respect and support for
colleagues at all times;

+ Work continuously to Improve team
and individua! performance;

* Obtain constructive feedback on your
perfermance from your line manager;

2 Receive appropriate training, development
and rewords; and

+ Know and embrace the Company's
core values,

Through the application of these principles,
SSE seeks to maintain ¢ positive organisational
culture and to provide a fulfilling place for
people to work.

Performance management,

training and development

SSE has in place a wide-ranging performance
management system, designed to make sure
that employees are able to fulfil their potential
and contribute as much as possible to the
achievement of SSE's goals and the delivery

in practice of SSE's values, For this reason,

the performance appraisal system is focused

in part on performance against each of the SSE
SET of core values (Safety, Service, Efficiency,
Sustainability, Excellence and Teamwork). It is
also designed to focus on agreed objectives
for the following year and on personal
development and professional aspirations.

Performance management therefore focuses
on the skills and competencies of employees,
which are critical to SSE and 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
retiable provision of services to customers.

In addition, S5 needs to develop new skills
and flexibility to manage new technologies.
1t is, therefore, critical that employees of SSE
have the training, development and work
experience they need to fulfit their potential.
In order to do this, SSE uses a range of
delivery media for training.

During 2011/12, SSE invested £1.5m in
externally-provided training and development,
taking the total to £5.3m over the last three
years, This helped to deliver training to 3,991
employees. Training interventions included
the delivery of a number of development
programmes run in partnership with selected
universities focused on supporting the
development of employees across the
business. These programmes included an
MSc in Leadership and degree programmes
in Business and Customer Management.

SSE has technical and general training centres
ot Thatcham and Perth. These centres enable
people to train in the types of environment

in which they will eventually work, providing

a realistic experience in a safe, controlled
setting. This training is supplemnented

by operational awareness days, during

which best-in-class working practices are
demonstrated to employees through detailed
coaching and assessment in operational
environments. SSE also announced that it will
open a new Smart Energy Training Centre

in Treforest, Wales during 2012. This centre
will focus on delivering skills to support the
delivery of services in key areas of energy
efficiency and smart metering.

Joint Negotiating and

Consultative Committee

SSE benefits from a well-established loint
Negotiating and Consultative Cormnmittee
(INCC) which includes lay and full-time
representatives from four recognised trade
unigns. During 2011/12, SS5E and the INCC
reached an agreement on a three-year
package, featuring pay increases, performance
pay, flexible working patterns, job stability,
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The SSE team (continued)

commitments around non-cutsourcing of
key core activities, family-friendly working
policies and an additional day's holiday. Joint
Business Committees have been established,
complementing the work of the JNCC by
focusing on Issues that affect particular parts

of SSE. Pay arrangements in SSE’s Contracting.

division are in line with national construction
agreements,

Innovation, research
and development

The SSE team of people has extensive
knowledge, expertise and know-how. New
ideas, improvemnents to process and design
and innovation have been key to S5E'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 states that: "We strive to get better
and smarter and more innovative and

be the best in everything we do.

As a spur to employee participation, idea
generation, continuous improvernent and
operational excellence, SSE maintains

and promotes a systematic approach to
implementing ideas that add value. This is
through the Licence to Innovate scheme, under
which any employee can suggest ideas for
improving the way SSE operates, consistent with
its core values. People with ideas with significant
potential are granted a Licence to [nnovate,
under which they can spend two months
researching further their proposal. Subject

to the outcome of the research, the idea may
then be piloted prior to full implementation.

Over 9,700 Licences to Innovate were
received from 3,400 employees during
2011112, of which 497 were implemented.
A number of these Licences have helped
create value of around £70m, building on
the £45m of value created in the previous
year, Others have contributed to improved
performance in specific areas, such as safety,
service and sustainability,

To complement the Licence to Innovate
scheme, an SSE Entrepreneur competition
attracted over 100 entrants. The three winning
ideas, which are receiving financiol and other
resources, covered micro generation, energy
demand management and safety.

SSE's focus on innovation complements

its work in research and development.

For SSE, this means focusing on development,
demonstration and deployment rather than
on basle research. This reflects the fact that
SSE Is, fundamentally, an adopter of

technology. Against this background, S5€
has two broad cateqgories of research and
development projects:

+ thematic, addressing pre-selected
knowledge gaps or development needs
within SSE; and

+ responsive, which arise when an
opportunity (and associated funding)
emerges that can add value to SSE.

There is a considerable amount of research
and development-related work taking place
in SSE. In total, during 2011/12, SSE initiated
research and development projects witha
value of £11.2m. The large majority of this
was In Networks (for example low carbon
networks} and in the electricity generation
part of Wholesale (for example, carbon
capture and storage}. Most of SSE Ventures'
investments, such as Aquamarine Power
Ltd and Onzo Ltd, include an element of
research and development activity.

SSE has also entered into an agreement with
the University of Strathclyde to be a partner
in its Technology Innovation Centre. The
Centre is intended to share knowledge and
find solutions to issues of economic and
societal importance, including energy, and

to help companies compete. It is intended to
revolutionise the way researchers in academia
and industry collaborate and innovate.

$SE also maintains a long-term outlook
through the work of its Central Research
Unit, which examines in detail issues which
could affect SSE and its customers over
the next 40 years, These range from
developments in hydrogen to energy
affordability and the impact of srnart
metering on customer behaviour.

Community and
charitable activities

In support of its core values such as Service,
Sustainability and Teamwork, SSE has a
wide-ranging programme of community-
hased activities. With its origins in the north
of Scotland and central southern Englond,
and with over 19,000 employees throughout
the UK and Ireland, SSE can make a pasitive
impact to hundreds of communities.

The programme has four principal features:

+ employee volunteering, under which
employees are given ane day of leave to
support community programmes. During
2011112, 6,216 volunteer days were given
to 570 projects in the UK and Ireland;

+ visitor facllities in Dorset, Cheshire and
Perthshire. During 2011/12 a fundamental
review of the facilities was undertaken,
with opportunities for future development
being identified;

+ financial suppart for commurity
programmes near wind farm developments
and in the wider regions where wind farms
are developed; and

<+ support for the work of schools through
Eco Schools programmes.

Through these and other schemes, SSE
made payments of £6.1m to charitable
and community programmes in the UK
and Ireland during 2011/12.

During 2012/13, SSE expects to develop plans
for new visitor facilities at some of its major
sites, with enhanced educational links to
partnership schools.

Suppliers and contractors

SSE depends upon an extended team of
suppliers and contractors for the long-term
success of Its business. [t aims to promote
responsible practices within its supplier and
contractor base. SSE’s aims in this area include:

4 improving contractors’ safety
performance; and
4+ reducing the €O, footprint.

As part of this, SSE has adopted a supplier
relationship management approach to
managing its most strategic supplier
relationships. More broadly, SSE is joining The
Total Supplier Managemenit Systemn hosted by
an independent company, Achilles Information
Limited. This will provide SSE with online
information on suppliers, including categories
relating to where they work on site, data on
safety, health and the environment and quality.

The Achilles carben reduction programme
altows suppliers to measure, manage and
report their organisational footprint via
CEMARS (Certified Emissions Management
and Reduction Scherne). By the end of 2011/12,
$SE had successfully encouraged 47 of its main
suppliers to sign up to the scheme. SSE also
successfully completed the process itself and
again achieved CEMARS certification. »
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How the Board works

The Board is collectively responsible to the
Company’s shareholders for the long-term
success of SSE and for its overall strategic

direction, its values and its governance.

The framework of corporate governance
This report explains how the Company
applles the principles of The UK Corporate
Governance Code (the Code) issued by the
Financial Reporting Council In June 2010,

The Board confirms that the Company has,
throughout the period under review, complied
with all provisions set out in the Code, except
in the following respect: ‘

Code Provision D.2.1 states: "The Board should
establish a Remuneration Committee of at
least three, or in the case of smaller companies
two, independent non-executive directors.
SSE was not compliant with this Code Provision
from 1 April 2017 until 1 July 2011, This was
due to the resignation of Nick Boldwin asa
non-Executive Director on 1 April 2011 following
his appointment as the interim chair of the
Office for Nuclear Regulation. The appointment
of Katie Bickerstaffe as a non-Executive Director
and member of the Remuneration Committee
did not take effect until she joined the Board
on 1 July 2017, Since then the Company has
been fully compliant with the Ceode,

Organisation and structure

Role of the Board

The Board is collectively responsible to the
Company's shareholders for the long-term
suceess 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 Assoclation

The powers and duties of the Directors
are determined by legislation and by the
Company's Articles of Association, which
are avallable on the SSE website,

Board decisions
A formal list of matters is specifically reserved
to the Board for its decision, including:

+ Group strategy;
+ annual budget;

< approval of interim and final financial
statements;

< interim dividend payments and
recemmendation of final dividends;

4+ significant changes in accounting policy
and practice;

+ the Group's corporate governance
and systern of internal controk;

4+ Board and Committee membership;

+ major acquisitions, mergers, disposals
and capital expenditure;

4+ changes in the capital and structure
of the Group; ‘

+ approval of key policies such as safety,
heclth and environment; and

+ regulatary matters including approval of
Price Control Reviews proposed by Ofgem
and tariffs.

The list is reviewed regularly by the Board
and is published on the SSE webslte.

The Board alsc has overall responsibility for
tisk management, which is reported in detail
on pages 65 to 70.

Attendance at Board and

Board Committee meetings

The Board has six scheduled Board meetings
each year. These start with an evening
meeting when the Board is often given a
presentation by senior management ona
particular topic. Occasionally the evening Is
used for discussions with external stakeholders,
The Board meeting then continues the
following day and is often followed by a
meeting of one of the Board Committees such
as the Remuneration Committee or the Safety,
Health and Environment Advisory Committee.
In addition to the scheduled meetings the
Board has six update conference calls which
are held in the months between the
bi-monthly scheduted Board meetings. These
calls usually last for around one hour and are
used to vpdate the Board on the business
performance and to brief the Board en any
current issues, A Board decision or approval
may be required at the update conference
call if the matter cannot wait untll the
following scheduled Board meeting. In these
clrcumstances the decision of the Board is
recorded by written resolution or minute.

There is normally full 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 unaoble to attend @ meeting, the Director
will provide comments and feedback to

the Chairman, Committee Chairman or
Company Secretary who ensures that the
comments received are raised gt the meeting.
Members of the Management Board are
invited to attend Board meetings on a
rotational basis.

The tabie below sets out the attendance of
the Directors at the scheduled Board meetings.

Attendance at Board meetings

Attended/scheduled
Lord Smith of Kelvin 6/6
Gregor Alexander 6/6
Thomas Thune Andersen 6/6
Jeremy Beeton 545
Katie Bickerstaffe 5/5
Richard Gillingwater 6/6
Colin Hood 3/3
Ian Marchant ’ 6/6
René Médori 6/6
Alistair Phillips-Oavies 6/6
Lady Rice 6/6

Roles of Chairman and Chief Executive
The roles of the Chairman and the Chief
Executive are separate and clearly defined.

The Chairman:

+ |5 responsible for the operation, leadership
and governance of the Board ensuring
that the Board operates effectively whilst
providing appropriate challenge to
management;

+ identifies individual Director training
needs and conducts the performance
evaluation; and

+ meets with shareholders, analysts and other
representatives of institutional investors,
and participates in both the interim and
annual results presentations and the 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, the
Managing Directors and the rmanagement
teamn in the day-to-day running and
operations of the Group;

+ implements the strategy and policy
as agreed by the Board; and
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How the Board works (continued)

* represents the Company to external
stakeholders, including shareholders,
customers, suppliers, regulatory and
government authorities, and the
community.

[n discharging his responsibilities, the Chief
Executlve is advised and assisted by the
Management Board and its Committees
which oversee the operational and financial
performance of, and issues facing, the
Cormpary. The Management Board was set
up In January 2011, and its role is explained
on page 63.

Role of non-Executive Directors

The non-Executive Directors are chosen for
their diversity of skills and experience. Each
non-Executive Director Is appointed for a
fixed term of three years. This term may
then be renewed by mutual agreement. The
non-Executive Directors’ appolntment letters
are available on the S5E 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 Cormmittee, review the
relationship with the external Auditors; and

-+ review the remuneration of and succession
planning for the Board.

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
and acts as a sounding board for the Chairman
and serves as intermediary tc other Directors
when necessary. Lady Rice carried out the
Chairman'’s performance evaluation, together
with the other non-Executive Directors and
with input from the Executive Directors. She
also undertook management visits during

the year. From 24 July 2012 the poslition of
Senior Independent Director will be taken

by Richard Gillingwater.

Balance of the Board

The composition of the Board and its
Cornmittees is requiarly reviewed to ensure
that the balance and mix of skills and
experience is maintained.

On 1 April 2011, Nick Baldwin resigned from
his position as non-Executive Director. Colin

Hood retired as an Executive Director

on 31 October 2011, On 1 July 2011 Katle
Bickerstaffe and leremy Beeton were
appointed to the Board as independent
non-Executive Directors. René Médori will
resign from the Beard on 25 June 2012

After all of these changes have taken place,
the Board will comprise the Chairman, three
Executive Directars and five independent
non-Executive Directors. This gives the
Board a good balance of Independence and
experience, ensuring that no one individual
or group of individuals has undue influence
over the Board's decision-making.

Diversity on the Board

The Davies Review, published in February
2011 contained a review of Wormen on Boards
and recommended that FTSE 100 Boards
should aim for a minimum of 25% fernale
representation by 2015. Upon the retirement
of René Médori from the Board on 25 June
2012 female representation on the Board will
be 22%. The Company Is committed to the
approach on diversity set out in the Davies
Review, and will continue to take diversity
matters into account for future Board and
management appointments.

Director independence

The Board considers that the Chairman

was independent on appolntment and all
non-Executive Directors are independent

for the purposes of the Code, The continuing
independent and cbjective judgement of
the non-Executive Directors was confimed
in the annual Board performance evaluation
process. On 24 July 2012 Lady Rice will have
served for nine years on the Board. The Board
has considered the length of service of Lady
Rice and continues to view her as Independent
in character and judgement. She continues
to have a broad range of external experience
which she brings to the Board. She isa
valuable member of the Board, and
contributes significantly to the Board's
deliberations. She will continue to chair the
Remuneration Committee, Her position and
independence will continue to be regularly
reviewed and scrutinised by the Nomination
Committee and the Board.

The Board evaluation process also confirmed
that the performance of the Directors
continued to be effective and that they
continue to demonstrate commitment in their
respective roles. The Board has agreed that
each Girector shall be subject to annual
re-appointment and as such all Directors
{other than René Médorl) will stand for
re-appointment at the 2012 AGM.

Board composition, gender - %

Board composition, sector - %

Board composition, nationality - %

Biographical details for all the Directors
are set out on page 57.

Board committees

There are four Board committees. The
terms of reference of these committees
are set by the Board, are reviewed regularly,
and are available on the SSE website.
Membership is determined by the Board
on the recommendation of the Nomination
Committee and in consultation with each
Committee chairman, Minutes of Board
Committee meetings (apart from the
Remuneration Committee minutes)

are Inclrded on the agenda of the

next Board meeting for information.

The relationship between the Board, Board
Committees and the management of the
Company Is summarised in the chart to the
right. Details of each Board Committee,
including membership, meetings, role and
activities in 2011/12, are set out in the
Commlttee reports on pages 71 to 86.

Management Board
The Management Board Is responsible for
implementing policy and strategy set by the
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Board and for the operational management
of all SSE's businesses. The Management
Board comprises the three Executive
Directors and the seven Managing Directors
representing the key areas of the business.
The Chief Executive of SGN also attends
meetings of the Management Board. The
Management Board meets monthly and the
minutes of the meeting are also provided

to the Board for information.

Board effectiveness

Information and

professional development

The Directors receive detailed financial and
operational information to allow them to
monitor 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 any major
current matters from the Group's business;
the Finance Director presents a report on
financial performance and the Board
receives a detailed business report from
the Management Board. The Board alsa
receives regular updotes on the progress
and performance of investments, and a
detoiled key performance indicator report.

During the year, the Board and Committees
were kept up to date with developments
through a programme of briefings by
Executive Directors and senior management
on the fult range of business areas. Specialist
briefings and presentations were given on
areas such as corporate governance,
regulatory development, risk, strategy, energy
trading, health and sofety, major projects,
and $SE's major business activities generally.
Separate more informal meetings were also

held between individual Directors and senior
management,

Meetings, briefings and site visits were
arranged for the non-Executive Directors
during the year. The briefings covered subjects
such as operational activities and major
projects, and the visits included wind farms
and other major operational sites.

On joining the Board, Directors receive a
comprehensive induction course tailored to
their individua! requirements which includes
meetings with the Executive Directors and
senior management, visits to key sites, and
meetings with key stakeholders, It also covers
a review of the Group’s governance, policies,
structure and business including details of the
risks and operational issues facing SSE. Katie
Bickerstaffe and leremy Beeton received a full
induction programme, which included two
days at SSE's Head Office in Perth, visiting
various parts of the business. In addition,
Jeremy Beeton visited Peterhead Power
Station and Katie Bickerstaffe visited the
major customer contact and IT centre

at Havant and the zero-carbon homes
development at Slough. They both also had

a full briefing with the Company's brokers.

As part of the annua! Board evaluation
process the training and development
needs of individual Directors are reviewed
by the Chairman. The Company makes the
necessary resources available should any
Director require treining.

There is an agreed procedure for Directors
to be able to take independent professional

advice, if necessary, at the Company's expense.

The prior approval of the Chairman is required
where the cost of such advice is likely to exceed

Governance structure

£10,000. Any advice obtained shall be made
available to the other members of the Board,
if the Board so requests. This procedure was
not required to be used during the year, All
Directors have access to the advice and
services of the Company Secretary.

The Company operates 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 performance.,

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 Company. Any such
appeintments are included in the biographical
information set out on page 57 and any fees
are disclosed In the Remuneration report,

Conflicts of interest -

During the year a review of the Directors’
interests and appointments was carried out
by the Company Secretary and a report was
provided to the Nomination Committee for
review and recommendation to the Board.
The full Board then constdered and authorised
each Director's reported actual or potential
conflicts of interest at the Board meeting

in January 2012. In accordance with the
Company’s Articles of Association and relevant
legislation, each Director abstained from
approval of their own position. The Board
continues to moniter and review potential
conflicts of interest on a regular bass,

Performance evaluation

The Board, its Committees and the individual
Directors participate in an annual evaluation
of performance.

The Board evaluation process this year was
carried out by internal questionnaire and
individual meetings, following an external-led
review In 2010, The outcome of the evaluation
process was considered at the Board meeting -
held in January 2012, The findings of the
evaluation continued to be positive and the
suggestionsincuded further consideration

of diversity and succession planning, more
specific briefings on matters such as Energy
Trading and Risk, and wider sector-related
topics to be brought to future meetings.

The Directors also participated in detailed
reviews of individual performance which were
carried out in separate meetings with the
Chairman. The process for evaluating the
Chairman was marniaged by the Senicr
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How the Bodrd works (continued)

Independent Director which involved a
separate meeting with the non-Executive
Directors and included feedback from the
Executive Directors. All of the Directors
continued to make an effective contribution
to the work of the Board and its Committees,
were well Informed and demonstroted full
commitment to their duties. The Board was
satisfied that the performance evaluation
process identified the main areas for further
review. An external evaluation process is
carried out every three years as recommended
by the Code, with the next one due In 2012/13.

Engagement with shareholders
and major stakeholders

Disclosure and Governance Committee
The Disclosure and Governance Committee
is responsible for overseeing the Company's
framework for the identification, release
and control of announcements and other
information of interest to shareholders and
the investment community. The Committee
assists in developing the Investor relations
strategy and reviews and Implements
governance developments. The Committee
comprises; the Chief Executive; Finance
Director; Company Secretary; Managing
Director, Corporate Affairs; Head of [nvestor
Relations and Analysis; and the Assistant
Company Secretary. The Committee meets
as required and hed five meetings in the year.

Relations with shareholders

The Company continued to malntain an
effective dialogue with shareholders, 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 questlons or issues
are dealt with in a constructive way.

The Company malntains regular contact with
institutional shareholders, fund managers and
analysts through a programme of dialogue,
meetings, presentations, events and site
visits led by the Chief Executive and Finance
Director. The Head of Investor Relatlons

and Analysis has day-to-day responsibility
for communications with Institutional
shareholders. Brokers' reports and analysts’
briefings are distributed to the Directors. The
Board receives regular reports on the various
issues raised by institutional shareholders,
fund managers and analysts which allow the
Directors to form a view of the priorlties and
concems of the Company's stakeholders.

The Chairman particlpated in the Company's
results presentations in May 2011 and
Neovember 2011. The Chalrman meets major

institutional shareholders from time to time to
gain a first-hand understanding of key issues.

Lady Rice, the Senior Independent Directar, is
availoble to shareholders if they have concerns
that contact through the normal channels
has either failed to resolve or is deemed
inappropriate, She attended the interim
results presentation in November 2011

Communications with shareholders
SSE's website contains up-to-date
information for sharehetders and other
interested parties Including share price
information, announcements and news
releases, Investor and analyst presentations,
and a section containing information on
shareholder services. The Company’s Annual
Report and other shareholder circulars are
alsc published on the SSE website,

Sharehelders have a choice of how to receive
their Company communications such as the
Annual Report. The Company recognises the
benefit of electronic communications and
encourages shareholders to receive electronic
communication. In recognition of the reduced
cost and environmental impact of this form
of communication, the Company, on behalf
of shareholders, makes ¢ donation to the
World Wildlife Fund's International Forest
Programme for every shareholder that

elects for email communication or receives
Company docurmnentation via the SSE website.

Annual General Meeting

The Company's AGM will be held at the
Bourmermnouth International Centre, Exeter
Road, Bournemouth BH2 5BH on 26 July 2012
at 12 noon. Details of the business to be
proposed at the meeting are contained

in the Notice of Annual General Meeting.

The AGM provides an opportunity for the
Board to meet with shareholders and piovide
an update on the performance and plans

of the Company. Shareholdess are invited to
ask questions at the AGM and to meet the
Directors and senior managers. Jeremy Beeton
may be unable to attend the 2012 AGM due
to a prlor commitment as Director General

of the UK Government Olympic Executive.

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 s to discuss the Company’s position on
a range of business, policy and publicinterest
Issues and to learn more about stakeholders’

views, hear thelr suggestions and address
any areas cf concern.

More generally, working with public policy
maokers is a vital area for the Company,
given the high profile of energy and
environment-related Issues in the UK and
elsewhere. The Company engages with
stakeholders In several ways:

+ constructive engagement where
appropriate with Ofgem, which is
responsible for promoting competition,
and regulating the monopoly companies
which run the gas and efectricity networks;

+ ongoing dialogue with Ministers and
officials in government, including the
devotved administrations In the UK;

4+ submissions 1o government and
Parfiamentary consultations and Ingulries;

+ 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
associations and bodies; and

+ discussions 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 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. In pursuing public policy
goals, S5E always aims to deploy evidence
and arguments that are consistent with its
purpose, values and strategy as outiined

in this Report and to do so in a way that

is appropriate and responsible, «
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Risk management

Risk management model

Introduction .
The Board of SSE acknowledges its clear
responsibility for risk management, $SE's
appreach to risk management is that
any sustainable and successful business
requires clear risk management in all
aspects of its activitles.

Equally important for SSE is the belief that risk
management is first and foremost an integral
part of how managers run their activities
every day. Therefore SSE has focussed on
looking at each business area individually
and putting in place a framework that works
effectively for that area. SSE recognises

that this is an ongeing process as it needs

to react to changes in the risk environment
by constantly revisiting its internal processes.
This report includes a surmmary of the
developments in SSE's approach to risk
management during 2011/12.

The need for good fisk governance is critical

to ensure the overall business modelis
effective in practice. Risk management [n S5E
is characterised by; the clarity of its inancial
goal; its strategy and business model which
help to limit the value at risk; the culture and
limited appetite for risk; and its work on risk
identification and risk management.

Limited appetite for risk

The Teamwork value, combined with other
factors such as the clear goal of sustained real
grawth in the dividend, means SSE has adopted
alimited appetite for risk, The appetite varies
between businesses. This means that SSE’s
approach in respect of economically-regulated
businesses, which in themselves are lower risk,
is more risk averse than is the case in other
market-based activities, In these areas, such
as electricity generaticn, SSE might consider
taking on additicnal risk where the risk is very
well understood and can be mitigated and the
potential returns are clearly attractive.

Some examples of the way in which appetite
for risk is limited are:

4 energy trading — levels of exposure are
strictly monitored through risk models
and clear reporting limits;

+ majer project construction — the Company
has in place a detailed governance and risk
process for all its large capital projects;

+ the Company has a selective and disciplined
approach to acquisitions, and sets
demanding hurdle rates for expected returns;

+ intreasury and funding matters, thereisa
clear and prudent approach to liquidity levels,
and a mix of maturities and currencies; and

+ where available on acceptable terms
insurances are in place for all relevant
major risks, while maintaining an
appropriate balance with self insurance
where appropriate.

Risk monitoring

Risks are monitored by the relevant business
units within 5SE, with an overview provided
by the Group Audit Department for the
Audit Committee meetings held in May and
November of each year. The Board reviews
alt aspects of risk management: and internal
control at least twice a year, usually In March
and September. At its meeting in March
2012, the Board held a specific review of the
developments within the Company during
the year to ensure good risk management

is in place; it revisited the approach to risk
appetite; and reviewed the management
reporting arangements to ensure proper
controls are in place.

In addition to the Board bi-annual risk
reviews, the Board undertook a review of the
Company's principal risks at its meeting in
May 2011 and approved the list of principal
Group risks which were referenced in last
year's Annual Report.

During the year, the Group Audit department
carried out over 65 separate audits of
functions, activities and issues managed

by SSE, providing senior management with

a robust internal control assurance. These
Intluded environmental audits carried out by
SSE’s Group Environmental Auditor. Each audit
report included agreed management actions
to improve the overall management of risk,
Group Audit reviews complement the work
done by business-specific compliance
functions in areas such as Sofety, Energy
Trading, Energy Efficiency, Energy Supply,

IT and Customer Service.

Developments in SSE risk
management during the year

As part of the SSE approach to risk
management, the Company continues to
review and strengthen its internal control
processes. Examples of this approach during
2011/12 are:

<+ The top 19 risks reported last year were
reviewed in detail at the Board meeting in
May 2011 At the Management Board risk
workshop held in August 2011 these risks
were modified, and a new risk category,
management of Joint Ventures, was agreed.

+ All the top 20 Group risks are actively
monitored and reviewed. Each principal risk
has an assigned risk owner who (s o member
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Risk management (continued)

[}

All employees are expected to adhere

to SSE’s code of business practice and
to the SSE SET of values — Safety, Service,
Efficiency, Sustainability, Excellence

and Teamwork — which are embedded

in the culture.

of the Management Board. The risk owner
is responsible for ensuring that key controls
for the risk are in place and operating.

=+ The Group Insurance department facilitated
an extensive review of the existing risk
management framewark, The output from
this review led to guidelines to promote a
consistent categorisation and scoting of
the enterprise risks facing the business.

+ The Large Capital Projects Governance
Framework has now been extended to
all major projects, such as IT, Telecoms
and Property. In October 2011, the
Management Board established a Major
Projects (Standards and Delivery)
Committee to oversee all major projects.

+ Cyber/information sécurlty risk is being
addressed with a significant investement
programme which was approved during
the year.

Internal control

Risk management depends on a strong system
of internal control, which is fundamental to
achieving SSE's strateglc 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 reasonable
and not absolute assurance against material
misstatement or [oss. The Internal Control
Assurance Process below provides an overview
of the key committees and related assurance
activities currently in place within the Group.

All employees are expected to adhere to

the Company’s code of business practice and
the SSE values — Safety, Service, Efficiency,
Sustalnability, Excellence and Teamwork —
which are embedded in the culture, Their
consistent application is central to all activities
in SS€. The Teamwork value, the emphasis

on people’s knowledge rather than status,
and the maintenance of a very experienced
team, complemented by the recrultment of
additional specialist skills where necessary, are
all designed to ensure that the risks associated
with operations are fully understood and
actively managed. 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 internal control
and financial reporting processes are
summarised below:

The Board:
=+ qpproves the policies, procedures
and framework for the maintenance

of a sound and effective system of internal

contiol ensuring:

- the provislon of quality internal reporting
to the Audit Committee and other Board
Committees by monagement and
Group Audit;

— the provision of quality reporting by
the external Auditors to the Audit
Committee;

- complignce with the Turnbull Guidance
on Internal Control; and

- compliance with statutory and
regqulatory obligations;

+ reviews the significant «isks 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 achleving its strategic objectives;

< approves and regularly reviews ond
updates SSE's strategy and business
development;

-+ reviews the financial reporting process and
performance through: annual operating
and capital expenditure budgets; monthly
reviews against actual results; analysls
of varlances; and evaluation of key
performance indicators;

+ recelves regular reports from the Chief
Executive, the Finance Director and the
Management Board members; and

+ undertakes an annual evaluation of the
Board, its Committees and individual
Dlrectors.

The Management Board:

+ monitors operational and financial
performance of SSE;

+ develops and implements: SSE strategy:
operational plans; policies; procedures;
and budgets;

+ assesses and controls afl SSE risks;

+ monitors competitive forces in each area
of operation;

+ recelves and reviews reports from Its

SSE SET of values to manage risk
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Internal Control Assurance Process

committees, namety: the Risk and Trading
Committee; the Safety, Health, and
Environment Committee; the Major Projects
(Stondards and Delivery) Committee; the
Disclosure and Governance Committee; and
the Business Development Committee; and

+ receives and reviews regular presentations
and reports from all the main Group
businesses.

The Group Audit department:

+ works with the business units to develop
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
Committee and Board;

+ ensures that the business units carry out
requlor reviews on thelr internal controls
relating to the key risks; ’

4 monitors the effectiveness of S5E's system
of internal control through audit reviews,
exercises and reports and, where approprlate,
action plans to senior managers, Directors,
the Audit Committee and external Auditors;

+ monitors adherence to S5E's key policles
and principles; and

+ provides the Audit Committee and Board
with objective assurance on SSE's control
environment.

Role of committees

The role of the Audit Committee, and the
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.

The Board's review of internal control
While the Board retains overall responsibility,
reviewing the system of Internal control and
monitoring its effectlveness is primarily dealt
with by the Audit Committee, and its output
is reviewed at least annually by the Board.
The Board and the Audit Committee have
reviewed the effectiveness of the Company's
risk management and internal control systern
in accordance with the Code for the period
from 1 April 2011 to 15 May 2012 (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.

The internal control procedures described in
this section have not been extended to cover
its Interests In joint ventures. The Group has
Board representation on its joint venture
companies where separate systems of
internal control have been cdopted.

Risk management depends on a
strong system of internal control,
which is fundamental to achieving
SSE'’s strategic objectives.
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Risk management (continued)

Principal risks and their management

Risk definition

Key controls overview

Developments during the year

Safety management

Unsafe working practices, equipment and
inadequate training may lead to accldents

or incidents involving employees, contractors,
mermbers of the public or plant and equipment.

Safety is the first of SSE's core values. The
Safety, Health and Environment Advisory
Committee (SHEAC) of the Board is responisible
for ensuring SSE's health and safety policy

is adhered to. The detailed report from this
Committee is on page 74. The Management
Board also has a SHE Committee.

The Terms of Reference for the SHEAC were
reviewed and updated during 2011/12. There
is now greater non-Executive membership

on the SHEAC. The SHE Committee of the
Management Board is also fully established,
with key priority areas including a Company-
wide safety behaviour programme.

Regulatory change

An adverse change to the current regulatory
framework in all parts of SSE could have a
significant effect on its business.

s

An experienced Regulation Department
maneges SSE's relationships and interface
with Ofgem, Ofwat, Ofcom and other
regulators. SSE assesses and anticipates
regulatory issues in Its decision-making
and operatlons.

The GB energy regulator, Ofgem, adopted a
high profile during 2011/12, with a particular
emphasis on the Retail Market Review and
the RILO process for determining regulated
networks' price control - afl of which
emphasised the ongoing sigrificance

of regulation to SSE.

Legislative change

Risks to SSE from unfavourable legislative
developments at EU level and In the
Jurisdictions in which it operates.

SSE has Policy and Public Affairs specialists
based in Brussels, London, Edinburgh, Cardiff,
Belfast and Dublin whe engage openly and
constructively with legislators, officials and
other policy-makers on oll aspects of energy
and related environment policy.

The UK government is engaged in a process
of electricity market reform which could lead
to profound changes in the energy market

in Great Britain. In addition, the Scottish and
UK governments have consulted on proposals
for a referendum on Scottish independence
which has a risk to SSE of uncertainty until
the result is known.

Energy portfolio management

Failure to identify and effectively manage
the physical and financial exposures that
result from SSE's operational involvement in
Generation, Gas Storage, Fuel Procurement,
Wholesale Trading and Retail Supply.

The Board approves levels of exposure which
are strictly monitored through sephisticated
reporting and clear reporting limits. The
Management Board has a Risk and Treding
Committee, with members drawn froma
number of key functions across SSE.

The process of the UK energy prices
becoming increasingly integrated into the
wider global energy market is continuing

and as a result there is an increasing focus
on macro-economic and geopolitical issues
in the engoing management of the portfolio.

Asset and plant management

Loss or extended disruptlon to key Group
Infrastructure caused by failure/loss of
containment of key plant.

SSE's Engineering Centre oversees @ process
of asset life management and risk-based
management. Regular testing, review and
updating of major incident handling processes
takes place. Capital spending and maintenance
programmes are maintained and the Risk and
Trading Committee provides oversight.

SSE has always emphasised the need for
flexibility in its generation assets to ensure
that changes in supply of and demand for
electricity can be managed. In 2011/12 it
decided to start a comprehensive programme
of maintenance ai twa gas-fired power
stations to support more flexible operations.

Networks management
Loss or extended disruption to key Group
network Infrastructure,

Substantial refurbishment and upgrade
programimes are designed to prevent network
failures. There Is a rigorous post-event analysis
following each major network event such as
storms. Business continulty plans, supported
by contingency sites and regular testing, are
well-established.

The winter of 2011/12 represented the
biggest challenge to electricity network
resilience for a generation, with a succession
of major weather events resulting in
significant losses of electricity supply.

The implications of this will be reflected

in future networks planning.

Cyber/information security
Unauthorised access or disclosure of data
aither within the SSE Group or between SSE
and externgl environments and markets.

SSE has In place an actively managed
Information Security programme across all
of its activities to ensure resilient business
operatlons.

Cyber security has been o particularly
prominent issue in the UK and elsewhere
during 2011/12, with individua! sectors and
organisations being targeted. SSE Is increasing
its investment in information security.
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Principal risks and their management

Risk definition

Key controls overview

Developments during the year

Supply chain

Delivery of large-scale investment
programme is impacted through failure to
establish, contract and maintain adequate
supply chains and strategic alliances.

SSE's diverse businesses help reduce reliance
on specific supply chains and the sustainability
value requires a long-term view to be taken.
Well-established procurement teams ensure
varying supply chains are identified and
counterparty exposures monitored.

A supplier relationship model has been put

in place to build relationships with strategic
suppliers and put SSE in the position of being
a key customer. In the high risk categories
long-term contracts are being implemented
and tendering has commenced. This is
designed to secure supply chains and

ensure value for money.

Treasury management

Failure to identify and effectively manage
treasury and tax exposures and to meet the
organisation’s funding requirements and
obligations.

The Risk and Trading Commitiee oversees any
major changes to treasury policy or objectives.
Regular reporting of treasury activity is made
to the Audit Committee and Board. Strong
internal controls are maintatned and
independent reviews take place.

During 2011/12, $SE continued its approach
of maintaining diversity in its funding sources
through successfully reopening the European
corporate bond market In September 2011
and undertaking a private placement of
senior notes with US-based investors in
February 2012,

Credit management
Failure to effectively manage billing and
collection/counterparty risk.

There is Executive Director-level representation
in debt steering group meetings. Ongoing
credit monitoring and reporting are supported
by credit management teams throughout

the Cormpany.

The generat economic dimate in the UK

and Ireland has resulted in significant debt
management challenges, with the volume of
work increasing and with the need to deploy
practical steps to work with customers
becoming increasingly critical.

Pension liabilities

Liabillities increase due to market conditions
or demographic changes and investments
under perform.

There are periodic fermal valuations of pension
schemes and contributions supported by
continual monitoring of scheme investments
and valuations. Performance of investment
managers are reviewed regularly by the
pension trustees.

Continued improvemnents of member
longevity will likely add to the liabilities

of both the Scottish Hydro-Electric and
Southern Electric Pension Schemes,
Uncertainty of markets in Eurozone could
detract from investment performance
directly impacting scheme funding levels.

Sector developments

Failure to identify/tardiness in identifying
step changes in the industry sectors and
reqacting appropriately.

There is a strong external focus to ensure
developments are anticipated and, where
appropriate, addressed. Senior managers
have responsibility for areas such as policy
and research, strategy and business
development. Participation In these areas
is broad, to ensure all relevant sector
developments are addressed. -

2011/12 saw four significant developments
which will influence the sector for the long
term; electricity market reform; the Retail
Market Review and the R1I0 medel for
economic regulation in Great Britain; and
the process of harmenisation affecting
energy markets on the island of Ireland.
SSE is actively involved.in giving input to
policy and regulatary developments in
each of these areas,

Large capital projects management
Failure to deliver quality projects on time
and on budget.

The deployment and updating of 55E's Large
Capital Project Governance Framework is
designed to ensure projects are governed,
developed, approved and executed in an
effective manner.

During 2011112, SSE reallocated responsibility
for large capltal projects, focusing on three key
areas: renewable energy; thermal generation;
and networks. The Management Board
established a Major Projects (Standards

and Delivery) Committee,

Transformation projects management
Failure to deliver quality projects on time and
on budget to implement required upgrades
to customer systems in relation to Smart
Metering and the Energy Supply business
requirements,

SSE works with experienced advisers and
suppliers and implerments a strong governance
and assurance framework for all aspects of
major change programmes. The approach
increqasingly reflects the governance framework
originally developed for large capital projects.

In the course of 2011/12, the remit of SSE’s
Project Services team was extended to include
centralised expertise and support for all of
SSE's significant projects, not just targe capital
projects, The new Management Board Major
Projects (Standards and Delivery) Cormmittee
reviews all major projects.
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Risk management (continued)

Principal risks and their management

Risk definition

Key controls overview

Developments during the year

Compliance management

Any significant or multiple compliance
failures could result in an adverse effect
on SSE, including the possibility of financial
penalties being levied.

Wide-ranging consultation and review of

all relevant regulatory, legal and accounting
frameworks takes place. Regulation, Compliance
and Group Audit teams develop and monitor
compliance processes.

During 2011/12 SSE was prosecuted in
relation to the use of direct sales aids by
doorstep sellers. SSE took the lead by being
the first of the big six energy suppliers to stop
doorstep selling activities in the UK, which is
an example of the seriousness with which SSE
regards cormplitnce with all its obtigations.

Crisis management

Inadequate respense to @ major emergency/
contingency event. If something goes wrong,
how well can SSE deal with it?

The corporate crisis management policy and
procedure are updated and Issued annually.
There is Executive training and reqular test
exercises are undertaken. A member of the
Management Board ‘champions’ crisis
management.

1n 2011412, S5E refreshed its crisis
management and emergency planning
approach. Senior roles and responsibilities
have been defined, facilities have been
enhanced and Group-level exercises have
been undertaken to practise SSE's response
capabilities.

Management of joint ventures
Faiture to effectively manage S5E Joint
Venture assets results in reputational
damage or destruction in value.

Joint ventures are in themselves a means of
managing risk, but SSE's Interests in them also
require careful management and oversight.
This is provided through dear governance
arrangements, senicr manager representation
on Boards, and effective reporting within S5E
— to the Management Board and the Beard
as required.

SSE continues to enter into joint venture
arrangements, particularly for large
renewable generation projects. Joint ventures
are particularly critical in the developrment
and construction of wind farms offshore

‘and during the year the new role of Head

of IV Management was created within
SSE's renewable energy division, to reinforce
oversight and management of joint ventures,

Succession planning
Not having cover for the Board and the
Management Board and their direct reports.

The Nominatlon Committee of the Board

is responsible for reviewing the leadership
needs of senior management in general and
succession plans for the Executive Directors
in particular. The detailed report for this
Committee is on page 71.

Colin Hood, Chief Operating Officer, stepped
down from the Board in October 2011, His
Board-level responsibilities were reallocated
ameng existing Executive Directors and his
operational responsibilities were divided
between members of the Management
Board. The handover and transition proved
to be effective.

Resource and internal infrastructura
Inabillity to establish and maintain a
competent workforce. Failure to forward plan
and identify a capabilities matrix to match
growth plans. Portfolio of assets (Buildings,
transport and IT) not maintained and
enhanced to support business plans.

An integrated Group Services function
is in place to ensure optimurm resouice
management, including Safety, HR, IT,
Facilities Management and Procurement.

In the course of 2011/12, 3SE sought ta strike
the belance between cost efficiency and
investment in adequate resources for the
future. A particular focus was IT, where the new
Director of IT led the implementation of plans
to improve operationat performance, service
delivery and project delivery.

Corporate arrogance or hubris
Unwarranted belief in SSE's own abilities,
failure to keep listening and to keep
challenging conventional wisdom,

There is Board oversight of this, and practica
application throughout SSE, including through
the performance appraisal system, of the “SSE
SEY of core values: Safety. Service, Efficiency,
Sustainabitity, Excellence and Teamwork.

External criticism of energy suppliers was
substantial during 2011/12. In response, S5
developed its proposals to ‘build trust' in
energy supply - which explicitly accepted
Ofgem’s analysis that In an environment

of higher prices, suppliers have to transform
the way they deal with custormers.
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Nomination Committee

Lord Smith of Kelvin
Nomination Cammittee Chairman

Members and meetings

Attended/
Membership scheduled
Lord Smith of Kelvin 212
Thomas Thune Andersen 212
Jeremy Beeton 212
Katie Blckerstaffe 212
Richard Gillingwater 2/2
fan Marchant 2/2
René Médori 2{2
Lady Rice 212

1 chair the Nomination Committee.
The membership alse Includes all of the
non-Executive Directors and the Chief Executive.

As Company Chairman, 1 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-Executlve Director etected by the
remaining members. Members of the
Committee do not take part in discussions
when their own performance or when their
continued appointment 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 o 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;

4+ reviewlng the structure, size and
composition of the Board and its
Committees and making recommendations
1o the Board on any desired changes;

+ reviewing the succession plans for the
Executive Directors; )

%+ making recommendations to the Board
on suitable candidates to fill vacancies for
both non-Executive and Executive Directors;

+ ensuring that the procedure for appointing
new Directors is rigorous and tronsparent
and that appointments are made on merit
and against objective criteria;

+ reviewing potential conflicts of interest
of Directors; and

+ reviewing the external commitments
of the Directors ond the time required to
discharge their responsibilities effectively.

Befare a Beard appolntment Is made, the
Committee evaluates the skills, knowledge and
experience of the Board to ensure that any new
appointment complements these qualities.

Candidates frorn a wide range of backgrounds
are considered and appointments are made
an merlt, with due regard for the benefits of
diversity on the Board, including gender, The
selectlon process generally involves interviews
with a number of candidates, using the
services of o professional search firm
specialising In Board level recruitment.

The Committee also reviews succession
planning and leadership needs in the course
of its work taking into account the risks and
opportunities facing the Company, and from
this identifies the skills and expertise required
from the Board and senicr management team,

Activities in 2011/12

The Nomination Committee had two meetings
during the year. The business covered at the
meetings included the following:

=+ a full review of Cammittee chairmanship
and membership following the appointment
of Katie Bickerstaffe and Jeremy Beeton
to the Board;

+ consideration of proposals for management
successlon on the retirement of Colin Hood
as Chief Operating Officer;

+ thae review and re-appointment of certain
non-Executive Directors for further fixed
periods and review of the position of Senlor
Independent Director;

< considerotion of the Company’s approach
and response to the Davies Review on
Woemen on Boards; and

+ the annual review of the Directors' Conflicts
of Interests declaration.

As part of the Board evaluation process, the
operation of the Nomination Committee was
evaluated and it was confirmed that the
Committee was operating effectively.

Lord Smith of Kelvin
Chairman
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Audit Committee

Rend Médori
Audit Committee Chaleman

Members and meetings

Attended!
Membership scheduled
René Médori 313
Thomas Thune Andersen 33
Jeremy Beeton 212
Richard Gillingwater 3/3

[ was pleased to welcome Jeremy Beeton

as a member of the Audit Committee when
he joined the Board on 1 July 2011. After nine
years on the Board, including eight years as
Chairman of the Audit Committee, I will step
down as non-Executive Director on 25 June
2012, Richard Gillingwater will become
Chairman of the Audit Committee on that
date. Richard Gillingwater and 1 are identified
as having recent and relevant financial
experience.

The Board confirms that each member

of the Committee Is independent and that
the membership meets the requirements
of the Code.

The Finance Director, Head of Group Internal
Audit and the externa! Auditors attend and
report at Audit Committee meetings. The
Company Chairman and the Generatlon and
Supply Director also regularly attend Audit
Committee meetings. Senlor management
including the Group Treasurer, Group Finandal
Controller and Managing Director, Energy
Portfolio Management, may alsc 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 Assistant Company Secretary is Secretary
to the Audit Committee.

The Committee has unrestricted access to
Company documents and informaticn as well
as 1o management and the external Auditers.
As Audit Cornmittee Chairman, I report the
outcome of Cornmittee meetings to the Board.

Role

The Audit Commltiee assists the Boardin
the effective discharge of its responsibilities
for inancial reparting 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:

<+ reviewing the Company's financial reports
and farmal announcements to ensure they
represent an accurate, clear and balanced

assessment of the Company's position
and prospects;

4+ 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 interna! audit function;

+ monitoring 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;

+ maonitoring 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
concemns about any possible improprleties
in financial and other matters; and

+ reviewing the significant financial reporting
issues and judgements.

Activities in 2011/12

The Audit Committee had three meetings

In the year, The key activitles of the Audit
Committee during the year are set out below:

Financial statements

+ reviewed the financial statements in the
2011 Annual Report and accounts and the
interim results. As part of this review the
Committee received from the external
Auditors a report on their audit of the
Annual Report and accounts and their
review of the interim results,

+ reviewed the impairment of assets and
related accounting matters;

+ reviewed the annuol and interim results
announcements; and

+ reviewed the reportable segments to
be included In the financial staternents
of the 2012 Annual Report and accounts.

Control environment and risk management

=+ recelved six-monthly reports by Group
Internal Audit setting out the audit
programme, its progress against the
programme, the results of key audits and
other significant findings, the adequacy
of management's response and the
timeliness of resolution of actions;

+ reviewed and agreed the Group
[nternal Audit Plan for the year ending
31 March 2013;

+ received six-rnonthly 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
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Assessment setting out the Group Risk
Map and Residugl Risk Map;

+ reviewed oged debts and bad debts;

+ reviewed Post-Investment Appraisal
Reports; and

+ recelved reports under the Group
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 external Auditors and management
separately to Identify any areas of concemnin
the preperation of the financial statements;

+ reviewed Independence and objectivity and
agreed the terms of appointment, areas of
responsibility, associated duties and scope
of the audit as set out In the engogement
letter for the forthcoming year;

+ reviewed and agreed the audit fees, fees
for nan-recurring work and the regulatory
reporting fee;

+ reviewed internal control and key
accounting and audit issues; and

+ revlewed recommendations made by
the external Auditors and the adequacy
of management’s response.

Independence of Auditors

+ revlewed changes in the Audit team; and

+ revlewed the extent of non-oudit services
provided by the Auditors in accordance
with the established policy where:

- a competitive tender process is required
where non-gudit fees exceed a threshoid
of £30,000 for general advice and
£75.000 for tax-related advice;

~ the Committee must be satisfied that
the work was best handled by the
external Auditors because of their
knowledge of the Group; and

~ the Cammittee must be satisfied that
the objectivity and independence of
the external Auditors was not affected
by the work.

The Audit Committee continued to monitor
the level of non-audit work undertaken by the
Auditors. The non-audit work awarded during
the year included:

+ taxation advice including general
consultancy, acquisitions and disposols; and
+ accounting due diligence.

Full disclosure of the audit and non-audit fees
paid during the year is made in note 4 to the
Financial Statements.

Following o competitive tender, KPMG Audit
Pic 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 appointment, re-appointment and
removal of the external Auditors. The Audit
Commitiee considers that the relationship
with the Auditors is working well and remains
satisfied with their effectiveness. Accordingly,
it has not considered it necessary to require
the firm to tender for the qudit wark. There
are no contractual obligations restricting the
Company's choice of external auditor. The
external Auditors are required to rotate the
audlt partners responsible for the Group audit
every five years and the current lead partner
has been In place for three years.

Upon the recommendation of the Audit
Committee and approval of the Board,
resolutions to re-appoint KPMG Audit Plc
as Auditors, and to authorise the Directors
to fix their remuneration, will be proposed
at the ferthcoming AGM.

As part of the Board evaluation process,
the operation of the Audit Committee was
evaluated, and it was confirmed that the
Committee was operating effectively.

René Médori
Chairman

MBIMIIRQ

ABarong

3suounoysad dnoug

axunulopad puawbag

(o
o
=
-
o
=
a
-~
"
-
Q
<
]
=
2
a
]
n
"

FIUBLWAD)S |CHUDUL

LOJDWIOUI IPIOYIIDYS




5SE Annual Report 2012

74

Safety, Health and Environment

Advisory Committee

Thomas Thune Andersen
Safety, Health and Environment
Advisory Committee Chairman

Members and meetings

Attended/
Membership scheduled
Thomas Thune Andersen 3/3
Jeremy Beeton 212
Colin Hood (retired 31/10/11} 1”1

I was very pleased to be given the opportunity
to succeed Colin Hood as Chairman of the
Committee. Colin gave SSE many years of
outstanding leadership in all aspects of
safety, health and the environment.

The membership also comprises the Managing
Director, Group Services, the Managing
Director, Generation; and the Group Safety,
Health and Environment Manager. The Chief
Executive also attends when required.

The Assistant Company Secretary is Secretary
to the Committee.

The Committee had three meetings during
the year. Its remit includes respensibility for:

= ensuring that SSE's health and safety policy
and environment policy statements are
adhered to;

= setting safety. health and environrnental
{SHE) targets for improved performance;

<+ monitoring SHE performance in SSE;

-+ encouraging greater awareness throughout
SSE of the Importance of SHE
management and higher achievernent
in SHE performance; and

=+ providing a link between the non-Executive
Directors of the Beard, the Management
Board and other members of the
management team with responsibility
for SHE management.

Policy ‘

People in SSE have many different working
environments ~ from full-scale industrial
pracesses ta offices — but the Committge is
clear that the Company's policy statements
rmean everyone must play a part in achieving
safe working conditions. SSE's Safety

Management System focuses on five ‘Ps”

- Policy: defining how things get done:

* = People: helping employees to act safely;

-+ Processes: managing risks and delivering
safe systems of work;

<+ Plant: maintaining the integrity of plant
and equipment; and

<+ Performance: managing and improving
SHE performance.

Safety performance

The Committee monitored carefully 55E's
safety performance during 2011/12. The
results in key areas were as follows (previous
year's performance in brackets):

-+ the Lost Time/Reportable Injury Rate
was 0.02 (0.04);

< the Total Recordable Injury Rate (TRIR),
covering lost-time, reportable and medical
treatrment injuries, was 0.11 per 100,000
hours worked {0.12);

- the total number of working days lost
as a result of injuries was 53 (171); and

<+ the number of dangerous or potentially
dangerous road traffic accidents involving
SSE employees driving Company vehicles
was $.23 per 100 vehicles (0.31}

By many companies’ standards, this was a
strong safety performance. During the year,
however, the Committee endorsed the new
goal adopted by SSE: work without anyone
getting injured. Until this goal is achieved,
the Committee, and SSE as a whole, will not
be satisfied. For this reason the Committee
places particular emphasis on the successful

delivery of 3SE's behavioural safety programme,

The Safety Family, in which every employee
will take part.

Contractors’ safety performance

The safety of contractors working on SSE
projects and sites is fundamentally the
responsibility of their employers, but isan
increasingly significant issue for SSE. The
Committee believes SSE must work closely
with its contractors in increasing their safety
standards. For this group, the TRIR was 0.56
per 100,000 hours worked, compared with
0.36 in the previous year.

Amongst the safety-related issues on which SSE
is working with contractors, the construction and
operation of wind farms offshore is particularly
important because they present new challenges
and risks, Along with other leading developers of
renewable energy, SSE has established the G9
Offshore Wind Health and Safety Assaciation,
which aims to deliver world-class safety
performance in offshore wind activities.

Health promotion

SSE's Health and Weil-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 palicy is to deal with all sickness absence
in a sympathetic and censtructive way, helping
people make a speedy return to health and

to work. During 201112, the average number
of days of absence from work was 5.87,
compared with 5.38 in the previous year.

Environmental management

SSE's main environmental impact is generally
regarded as emissions of CG, from electricity
generation. 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.

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. There were
no such incidents during 2011112,

Goced environmental stewardship involves
on-site energy efficiency and management
of waste. A key goal is to minimise waste

and unnecessary use of natural resources

by re-using and recycling materials, During
2011412, 13,214 tonnes of waste were sent
from S5E's networks and offices for disposal
ot Jandfill sites, compared with 20,821 tornes
in the previous year.

Priorities for 2012/13
The Cornmittee’s priorities are to:

4 support progress towards SSE's ultimate goal
of working without anyone getting injured;

-+ promote the health and well-being of
people working for SSE; and

+ encourage effective environmental
management throughout SSE.

The progress towards working without anyone
getting injured will be supported by four
specificinitiatives:

+ all employees’ safety-related behaviours;

=+ safe working offshore;

+ safe working by contractors; and

4+ management of ‘leading’ safety indicators.

Thomas Thune Andersen
Chairman
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Remuneration Report
Introduction

Lady Rice CBE
Remuneration Committee Chairman

In last year's report, 1 noted that executive
remuneration was ‘a high profile issue, and
rightly sc”. A year on, the profile of the issue
has become even higher. Business has seen
renewed investor activism. But activism should
start within a business itself. And while
Investors mainly look back as they judge
remuneration, a business can and should

look ahead as well.

In January 2012, the UK Secretary of State
for Business told the House of Commons that
a ‘major transformation’ needs to get under
way, as he set out a series of remuneration
reforms. SSE endorses in principle what the
reforms are trying to achieve. In particular,
what Executive Directors earn needs to be
clear and easily understood and should help
shareholders to hold companies to account
for their perfermance. But we need to
consider as well what counts as performance;
the traditional focus on short-term results
alene simply isnt good enough. Reward
should aiso reflect longer-term ospects of the
business - both repercussiens of decisions.in
the past and expectations for the future. And
it should respond to the external economic

environment, especially at times of constraint,

Transparency

SSE sets great store by transparency in
remuneration reporting; its overall approach
is straightforward. What Executive Directors
earn Is made up of: base salary, plus some
benefits-in-kind; cash and shares awarded
under an annual incentive scheme; and a
long-term incentive scheme, also with shores.
Three of the elements are performance-
related and two of the elements can only be
earned through continued service, to help
encourage Executive Directars to remain with
the Campany. The focus on performance is
also being emphasised by the introduction
of a mechanism to ‘claw back” share awards
if the need arises, Retention and ongoing
service is further recognised through the
pensian arrangements in place for the
Executive Directors, which reward ongaing
tenure of service.

To assess performance, targets are set each
year that are clear, robust and objective.

At the same time, there has to be a realistic
appraisal of performance in the context of
the wider economic and energy environment.
Unexpected situations or issues can arise that
take priority and test the skills and resilience
of the Executive Directors and other members
of the management team, and these should
be taken account of as well.

Judgement

The Executive Directors at SSE are clearly
well-paid, relative to the average employee,
but a key feature of our remuneration policy is
to make sure they are fairly rewarded and not
overpaid. While the actual position may vary
from one year to the next, the goal is to keep
reward below market median for FTSE 20-50
companies fexcluding financial services) and
below median against other benchmarks such
as FTSE 100, industrial companies and direct
competitors, At the same time, it is designed
to reflect the responsibility and contribution
of the individua! and to make sure that SSE is
able to retain people of the necessary calibre.

[h terms of contribution, SSE's Executive
Directors have each worked for the Group for
at least 15 years and given a total of over 30
years' service to the Board. This is o sustained,
long-term commitment and thelr contribution
has helped SSE to defiver an above-inflation
increase in the dividend every year since it
was formed in 1998. Very few companies in
the UK can say that.

Much of the debate on executive remuneration
centres on what is perceived as reward for
failure. Equatly, success must be genuine

and sustained or it isn't reatly success, S5’
achievement in fulfilling, year after yeal, its
first inancial responsibility to shareholders —
divideng growth - is a success to which the
Executive Directors, individually and collectively,
have contributed enormously year after year,

Fairness

The responsibilities of the Executive Directors
are extensive, and growing. They lead an
organisation which operates major assets
such as power stations and electricity lines
and which loeoks after millions of customers’
energy needs. The standards which are
expected in asset aperation, as in custorner
service, are rightly increasing. Providing the
necessary leadership, and living with the
associated responsibility, requires fair
remuneration,

Foirness works both ways, however. When
things go wrong, a company’s remuneration

policy has to be able to respond. SSE should
never have found itself in the position it did

in relation to doorstep selling activities. It's for
this reason that the Remuneration Committee
agreed that the Executive Directors should
forego the Corporate Performance element

of the Annual Incentive Scheme, despite the
fact that an award could have been made

on the basis of the targets set at the start

of the financiat year,

Teamwork

While reward must reflect the responsibility
and contribution of the individual, for us
teamwork is one of the essential elements
on which individuals are rewarded.

Tearmnwork must also extend beyond the
Executive Directors, to the other employees
of the organisatien. Restraint in remuneration
contributes to that culture of teamwork by
ensuring that Executive Directors and other
senior managers do not become remote or
detached from the people they are leading.

Similarly, effective remuneration for Executive
Directors can only be a sound investrment if
that investment extends to other people, One
of the important issues that the debate on
executive remuneration has raised is the link
between reward at the top of organisations
and elsewhere in those organisations. SSE
continues to make that link when assessing
the position for Executive Directors.

Fundamentally, SSE's remuneration policy
remained unchanged in 2011/12 and no
major changes are planned in 2012/13, We
believe it is important that there [s stability in
remuneration policy to ensure that criticisms
of complexity, opaqueness and lack of
transparency cannot be levelled against SSE.
The Remuneration Committee continues

to stay close to the concerns of shareholders
and other stakeholders, and we continue to
welcorme shareholder feedback on any issue
related to executive remuneration.

Straightforward, performance-related, retention-
focused, and below median — these are the
characteristics of SSE's remuneration policy,
looking back and locking abead. Responsibility,
commitment and leadership - these are the
characteristics expected of SSE's Executive
Directors, In presenting this remuneration
report to shoreholders, I believe that these
characteristics have all been demenstrated.

Lody Rice CBE
Chairman
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Remuneration Report (ontinued)

Introduction

Role of the Remuneration
Committee

Governance

The Remuneration Committee’s composition,
responsibilities and operation complied with
Section D of the UK Corporate Governance
Code other than in respect of the membership
of the Committee for the period from

1 April 2011 until the appointment of Katie
Bickerstaffe to the Committee on joining the
Board on 1 July 2011. This is fully explained on
page 61 of the Corporate Governance Report.
In forming remuneration policy, the Committee
has given full consideration to the best practice
provisions set out in the Code. This report

sets out the Company's policy on Executive
Directors’ remuneration for the year ended

31 March 2012 and complies with the
regulations made under the Companies

Act 2006. The report will be presented at

the AGM on 26 July 2012 for approval and
shareholders will be able to ask questions

on the report at the AGM.

Members and meetings

Attended/
Membership scheduled
Lady Rice (Committee Chairman) 5/5
Richard Gillingwater ’ . 5/5
Lord Smith of Kelvin 5/5
Katie Bickerstaffe 414

The membership of the Committee comprises
three independent non-Executive Directors
plus the Chairman of SSE. They represent
diverse backgrounds and experience. This is
designed to provide balance and diversity
within the Committee. Informal consultation
among the Committee mermbers, and also
with other non-Executive Directors, takes place
outside the scheduled meetings as necessary.

Remuneration agenda 2011/12

Regular items

Terms of Reference of the Committee

=+ sats the Total Remuneration Policy
on behalf of the Board;

-+ approves the detailed remuneration terms
of the Executive Directors including their
service contract and the impact on senlor
management remuneration;

4 approves the remuneration of the Chairmoan,
however the Chairman is not present for
discussions on his own remuneration;

+ approves the design and performance
targets of incentive schemes;

% grants awards under the Company's
Long-term Incentive Plan to all senior
managers; and

+ reviews the total remuneration of the
Management Board and other senior
executives below Board level.

Advisors

+ the Chief Executive, the Director of Human
Resources, and SSE's Head of Reward,
advised the Committee on matters relating
to the appropriateness of awards for the
Executive Directors and senior executives
although they were not present for any
discussicns on their own remuneration;

+ the Director of Human Resources and SSE's
Head of Reward advised on HR strotegy
and the application of policies acrass the
arganisation;

=+ Deloitte LLP provided a range of advice
to the Committee which inctuded market
information drawn from published surveys,
governance developrents and their
application to the Company, advice on
the appropriate structure of short-term
incentives, long-term incentives, and
comparaior group pay and performance.
Deloitte LLP received fees of £70,000in
relation to their work for the Committee.
They were appointed by the Committee and
also provide ad hoc tax advice to SSE plc; and

=+ Bank of America Merrilt Lynch provided
advice on shareholder views. They were

Other Items

appointed by the Committee for these
services. They did not receive any fees
relating specifically to these services,

and they are retained as SSE’s brakers.

Stakeholder engagement and consuitation
As referred to in lost year's Remuneration
Report, Lady Rice, on behalf of the Committee,
undertook a consultation with a number of
institutional sharehotders in June 2011
regarding the likely non vesting of the 2009-12
Performance Share Plan, and sought their
views on potential changes to the performance
criteria of current awards which had not yet
vested. The outcome of the consultation was
considered, and the Committee decided that
there should be no alteration to the
performance targets.

The Committee also took the opportunity

to respond to the Department for Business,
Innovation and Skills (BIS} Executive
Remuneration consultation in Novermnber
2011, The Committee was supportive of

a number of the proposals set out in the
censultation, and Lady Rice has since
participated in discussions with BIS. The
Committee also responded to the follow-up
2012 BIS Consultation Document.

Employee representatives

The Director of Human Resources provided
an update to ali SSE-recognised trade unions
in March 2012 explalning the Company's
position on Executive remuneration. This
covered many of the policy positions covered
in this report and its view on current itemns such
as the recent BIS proposals. Pay awards for
senior executives take into account the general
environment and the approach to employee
pay. For example, this year, the Chief Executive
received a percentage increase award equal
to the Company-wide pay review. It is the
Company's intention to continue to liaise with

" employee representative bodies in the future,

May Directors’ Remuneration Report. Approval of Performance
Share Targets and 2011 Grants. Approval of Vesting Awards.
2011 annual incentive out-turn approval.
July Performance Share Plan - shareholder consultation feedback.
September Colin Hood retiral, remuneration approvals. Review of Total
Remuneration arrangements for Executive Directors,
November External governance environment update. Review of base salary for Alistair Philips-Davies and Gregor
Alexander following allocation of extra responsibilities.
March Review of Chief Executive's salary and Chairman's fee. Establishment Review of 8IS executive remuneration consultation

of the 2012/13 annual incentive Performance targets. Performance
Share Plan Forecast Results. Approval of 2012/13 PSP targets.

exercise and proposals, Introduction of ‘clow back”
arrangements on incentive plans.
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Remuneration Report (continued)

Remuneration in 2011/12

At a glance

How has this Remuneration Report

been put together?

In January 2012 the UK government
recommended that remuneration reports
should comprise two sections: one setting out
how remuneration policy has been implemented
In the previous year (for SSE, 2011/12); and
one setting out future policy for Executive
remuneration. With sections on Remuneration in
2011112 {pages 75 to 79) and on Remuneration
for 2012/13 and beyond (pages 8010 83),

this Report follows that structure.

What are the principles of the S5E

Executive Remuneration Policy?

+ attract and retain Executive Directors who
run the Company effectively for the benefit
of shareholders, customers and employees;

+ adopt a competitive and straightforward
approach to total remuneration, which
meets shareholder expectation;

+ reinforce the culture and teamwork to
defliver the long-term growth and
sustainability of the business; and

+ set Total Remuneration Pelicy at levels
which promote the long-term development
of the business and reward individuals in
line with performance.

What was new in 2011/127

Colin Hood (Chief Operating Officer) retired
from the Company in October 2011, The
Remuneration Committee confirmed the
remuneration terms on exit which provided
exactly what he was due under either his
contract of employment or through the rules
of the relevant incentive plans.

Colin Hood's existing responsibilities were
shared between Gregor Alexander, Alistair
Phillips-Davies, and selected Management
Board members. With the new responsibilities
in mind, Alistair Phillips-Davies and Gregor
Alexander's remuneration arrangements
were reviewed, resulting in both receiving an
increase in basic pay of 10% with effect from
1 November 2011. There was no Increase in
salaries for the Executive Directors In 20710/11,
No other terms were adjusted and their next
formal pay review will be in April 2013. The
cost of Colin Hood's retiral, including the

pay enhancements to those taking on more
responsibilities as a result, will be absorbed
within a period of less thon one year.

BIS launched a consultation exercise to
improve both the reparting and governance
arrangements in Executive remuneration. The
Committee participated In the consultation
exercise putting forward SSE's views. At the

March 2012 meeting the Committee agreed
to adopt a number of the proposals at an
early stage rather than walt until they
becarme a formal requirement in 2013,

During the last year the Committee discussed
the need to put in place a ‘claw back’
arrangement in both the main Incentive plans
from 2012 grants onwards. This would allow
the Committee potentially to reduce payouts
under these arrangements should there be
any events such as material mis-statement

of accounts, gross misconduct, or something
which couses significant reputational damage
to the Company.

What Issues did the Remuneration
Committee take account of In

making its decisions?

The Rermuneration Committee Chalrman’s
Introduction on page 75 and the table on
page 79 summarise the issues that the
Committee took account of in making its

decisions for 201112, They Included positive
aspects of performance, including effective
teamworking, achievement of important
personal objectives and another increase in
adjusted profit before tax®. They also reflect
the decision to adjust payments under the
Annual [ncentive Scheme to reflect the
difficulties in which SSE found Itself in relating
to the use of sales aids in doorstep selling.

How has SSE presented one single
figure for total remuneration for
each Executive Director?

At SSE, what Executive Directors earn
is made up of:

+ base salary;

+ benefits-in-kind;

+ cash awarded under the Annual Incentive
Scheme;

+ shares awarded under the Annual Incentive
Scheme and secured through continued
employment; and

What (s SSE's Total Executive Remuneration Policy?

Summary of remuneration policy

How Is the remuneration package structured?
Total Remuneration Policy (% each component element)

Target

Stretch

+ Bose salary includes 1% to cover benefits-in-kind, namely a car allowance and grivate medical plan.
+ The pension element is the average of the present value of providing a single year of pension

for the Executive Directors.

+ Target performance comprises annual Incentive scheme awarded at target level (ie 50% of
base salary) and, for the Performance Share Plan, an assumption that 50% of shares under

awaid will vest.

+ Stretch performance Is based on an annual incentive of 100% of base salary with exceptional
targets being met and the Performance Share Plan is calculated based on the maximum
grant at 150% salary which gives o range between 47%-64% in variable pay to recognise

exceptional performance.
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Remuneration Report (continued)

Remuneration in 2011/12

-+ shares awarded under the Performance Share
Plan, secured through continued employment
and attaining performarnce criteria.

The calculation of what Executive Directors
earned In 2011/12 is made up of salary,
benefits-in-kind, cash awarded under the
Annual Incentlve Scheme for 2011/12 and
shares awarded under the Annual ncentive
Scheme and Performance Share Plan in
2008/09, but earned in 2011/12 as a result
of continued employment (and, In the case
of the Performance Share Plan, through
performance over the three years against
the criteria for awards).

The table opposite sets out what each Executive
Director earned in 2011712 on this basis.

What is the position with regard to
members of the Management Board?

[n addition to the three Executlve Directors,
SSE has seven Managing Directors who are
also members of the Management Board, the
role of which is summarised on page 58. On
the same basls as that used for determining
Executive Directors' earnings in 2011/12,

the total earnings of the seven Managing
Directors in 2011/12 was £2,313,000.

How does Executive Directors’
remuneration compare with

other financial dispersals?

The UK government has said that, to provide
context, companies should outline how
remuneration for Executive Directors compares
with other dispersals such as dividends, capital
and investrment expenditure, taxation and
general staffing costs.

SSE has set out the position for each of these
areas in the table opposite. It shows that
for every £1 spent on Executive Directors’
earnings by SSE in 2011/12, £122 was paid
in tax, £192 was spent on employee costs,
£220 was made in dividend payments to
shareholders and £524 was spent on capital
and investrment expenditure.

SSE’s contribution to government revenues

in the UK is also included in the table, and the
overall position on taxatlon is set out on page
23. It is impertant to note that:

+ Executive Directors’ earnings as described
in this report are subject to taxation in the
UK; and

+ in line with the countrles in which it has
substantial commerclal operations, SSE
is lioble for taxation In the UK and Ireland
only and does not use so-called "tax havens’
to aveid paying tax.

What did the Executive Directors earn during the year ending 31 March 20122

Bose Cash DBPvesting PSPvestng  Total  Totol

solary Benefits incentive Subtotal value value {(2012) (2011

£000s  £000s EQQOs £0003 £000s £000s £000s  FOCOs

lan Marchant 840 19 158 1,017 170 - 1,187 1,382
Colin Hood 377 10 94 481 125 - 606 1059
Gregor Alexander 516 16 123 655 98 - 753 816
Alistair Phillips-Davies 516 16 102 634 98 - 732 815
Total remuneration 2,249 61 477 2,787 499 - 3,278 4072

Note: The shares earned under the DBP were awarded In respect of performance In the year to 31 March 2009 but were
subject to continued emplayment with SSE uptil ot least 31 March 2012, excluding Colin Hood who retired on 31 October
2011 ond recelved these shares on his retiral. The value 5 based on the shares disclosed in table D and, In addition, dividend
shares as follows: [an Marchant — 2,076 shares, Gregor Alexander and Alistalr Phillips-Davies ~ 1.192 shares, and Colin Hood -
1,385 shares. The shares earned under the PSP were granted in 2009 but were subject to continued employment with S5E
until at lecst 31 March 2012 and to SSE's performance over the three years to that date in trespect of Total Shareholder Return
and Adjusted Earnings Per Share*, The valuation of the shares of both schemes is based on the closing price of 1.32%p asat
31 March 2012. They will vest in June 2012. The cash payment under the Annual Incentive Scherme will be made In June 2012,

In oddition, the Directors also participated In pension arrangements dring the year to 31 March 212 and accrued
additional benefits under these arrangements. More Information 1s given in table B on page 84,

Colin Hood's salary reflects earnings up 1o his leaving date of 31 October 2017 and his DBP vesting value reflects the
vesting of the 2009 award. Alistair Phillips-Davies ond Gregor Alexander's salary reflects an increase in basic salary
from £495,000 to £544,500 from 1 November 2011,

How do the earnings of tha Executive Directors compare with other financial dispersals?

2008 2009 2010 20m 2012

£m £m fm Em £Em

Executive Directors’ earnings' 51 70 45 41 33
Dividend payments to shareholders 5028 5519 6185 6598 7169
Capital and investment expenditure 8103 1,279.8 1,315.2 14437 1,706.9
Contribution to government revenues in UK? 4136 4020 4607 3438 396.4
Staffing costs? 4388 5374 5853 6152 6249

1. On same bosis as 'What did the Executlve Directors earn?” table,
2. Iacludes Corporation Tax, Employer's Nettonel Insurance Conteibutions ond Business Rates.
3. Wages and solares and share-based remuneration for all staff, as per note 6{i} of the accounts, excluding Executive Directors,

The Executive earnings show a reduction
despite strong business performance for
two main reasons:

Executive Directors’ earnings
compared with dividend payments

=+ areduction In the number of Executive
Directors during 2011/12 from four to
three; and

+ the fact that despite strong underlying
performance the long-term incentive plan
did not pay out in 2010/11 or 2011112
although it should pay out in future years
if performance criterla are met.

Remuneration glossary of terms

STI -~ Short Term Incentive

LTI - Long Term Incentive

PSP - Performance Share Plan

BIK = Benefits-in-Kind

MSCI - Morgan Stanley Capital Index
TSR = Total Sharehelder Return

EPS - Earnings Per Share

DBP = Deferred Annual Incentive Scheme
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Remuneration and performance

Executive Directors’ salary and incentive plans 2011/12

Performance measure
Base salary

Annual Incentive Scheme

The Annual Incentive Scheme Is determined by
the Remuneration Committee’s assessment of
the performance during the year, based on the
three key areas below: corporate performance;
teamwork; and achlevement of objectives.

Corporate performance {60%)

Group corporate performance is measured by
odjusted profit before tax’, which reflects the
underlying profits of SSE's business and the
basis on which [t Is managed.

Teamwork (20%) .
Teamwork is measured by performance against the
'SSE SET' of core values: Safety: Service; Efficiency;
Sustainabllity; Excellence; and Teamwaork.
Performance against these values is assessed
through 55E's performance management process.

Personal objectives {20%)

SSE belleves personal objectives should form a part
of the Annual Incentive Scheme. In keeping with
its Tearmwork value, SSE seeks to avold potentially
canflicting personal objectives. Focusing on
operations and the investment programme,

they are designed to support achievement

of $SE' strategy and reinforce Its values.

Performance Share Plan 2009-2012
For awards granted In 2009 performance Is
measured against the following two elements
over a three-year perlod.

Total Shareholder Raturn (TSR)

+ 100% vests at or above 75th percentile

+ 25% vests at median

=+ straight-fine basls between median and 75th
percentite

-+ no vesting of award If median performance
not achieved

Adjusted Earnings per Share* (EPS)

+ 100% vests where EPS Is 9% RP|

=+ 25% vests where EPS is 3% above RPL

=+ stralght-line basis between 3% and 9%
above RPI -

* no vestlng If EPS minimum growth of RPI +3%
is not achieved

Purpose - link to strategy

Reflects market dato, role, business and individual
performance measured agalnst SSE's strategy as
set out on pages 1 to 53,

The performance targets are clearly linked to
SSE's strategy, which is to deliver sustained real
growth in the dividend through the efficient
operation of, and investment In, a balanced
range of energy buslnesses.

Corporate performance (60%)

Sustained real dividend growth can only be
delivered If it Is supported by an adequate level of
adjusted profit before tax’. At the same time, the
long-term nature of S5S5E's dividend commitments
means that adjusted profit before tax® has to be
earned In a way that is responsible and durable.

Teamwork (20%)

SSE belleves it will anty be successful financially
if it exerclses a wider corporate responsibility to
others, such as customers and emplayees, on
whom its success ultimately depends. Its core
values summarise this approach,

Personal objectives (20%)

Personal objectives set durlng the year covered
areas such as performance in respect of safety,
customer service and delivery of new sources for
generating electricity from renewable sources.
Success in each of these areas Is central to SSE's
emphasis on efficient operations and investment
to support dividend growth.

The two elements of TSR and EPS reflect relctive
and absalute measures of performance.

The relative TSR measure is dependent on SSE's
relative long-term share price performance and
dividend return. It is therefore directly linked

to the strategic objective of sustained real
dividend growth.

AdJusted EPS" Is used to monitor SSE's
performance over the medium terrm because it

is straightforward: it defines the amount of proft
after tax that has been earned for each Ordinary
Share, Profit is required to support the payment of,
and increases In, the dividend.

Policy and decisions

Following an increase In responsibilities the
Finance Directer and the Generation and Supply
Director received a one-off Increase of 10%.
Following the annual review in March 2012 the
salary for the Chief Executlve was Increased by
3.5%, the first increose since January 2009,

Range of 25%-30% awarded

Maximum award of up to 100% of base salary:
75% In cash (non-penslonable); 25% compulsorlly
deferred Into shares which only vest, subject to
continued service, after three years, Thereis no
share matching award in place,

Corporate performance {max 60%)

During 2011112, SSE dellvered a 2% Increase

in adjusted profit before tax®, which would
have resultedin a payment under this element.
it wos, however, decided that there should be
no paymenit in view of the situation in respect
of SSE's doorstep selling activitles.

Teamwork {max 20%)

Safety: Total Recordable Injury Rate and working
days lost through Injury lowest ever. Service:
Leuding position among the major energy
suppliers. Efficlency: Lowest-ever customer
minutes lost In Southern distribution network.
Sustainability: Renewable generation capacity
up. Excellence: Culture of innovation reinforced
around £70m of benefit from Licence to [nnovate
Scheme. Teamwork: Employee engagement
score above average and upper quartile for first-
time company. All of this resulted In an above-
target payment of 75% of the maximum,

Personal objectives (max 20%)

Overall, the Remuneration Committee concluded
that progress was made [n areas such as safety,
customer service and renewable energy during
2011/12 and that Individually and collectively the
Executive Directors delivered strong performance
during the year = resulting in payment in the
range of 50%-75% of moximum.

0% awarded

Maximurn award of 150% of base sclary each
year, Awards are released to the extent
performance condltlons are met.

TSR (max 50%)

Out-turn below median of FTSE 100 and 0%
of TSR elerment awarded; the graph on page 81
reflects performance over a five-year period.

EPS (mox 50%) .
Qut-turn growth below the EPS minimum growth
target RP1+3% and 0% of EPS element awarded.
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Remuneration Report (ontinued)
Remuneration for 2012/13 and beyond

2012/13 and beyond
During 2012/13 the Committee:

- will continue to review its Total
Remuneration Policy to ensure it is aligned
to the long-term needs of the business,
shareholders and customers;

= will introduce a ‘claw back’ arrangement
on its incentive plans to maintain a strong
focus on performance; and

-+ continue to engage with key stakeholders
and in particular, participate in the ongoing
BIS consultation.

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 outlined in the

‘SSE — a balanced range of energy businesses’
section as shown on pages 12 and 13 together
with policy details and charts which iflustrate
performance variation between the target
and maximum values of the packages.

The policy comprises:

-+ base salary;

=+ benefits, including a defined benefit
pension plan;

=+ an Annual Incentive Scheme; and

=+ along-term incentive plan.

The current incentive plans are shown
in the chart on poge 79.

Total Remuneration Policy

Remuneration policy for Executive Directors

is to rernain below median of the FTSE 20-50,
excluding financial services, and to be positioned
generally conservatively against direct peers and
UK listed companies in related sectors. 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 reflects the SSE culture
in which Executive Directors and Senior
Managers are motivated by developing the
Company for the future, and explains why
long-term growth and sustainability of the
business are of such importance when
determining rernuneration policy.

<+ The Committee reviews regularly the total
compensation, including pensicns, of 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 from the long
service of the leadership tearmn.

+ Anumber of institutional shareholders
were consulted on key aspects of the Total
Rermuneration Policy as part of a regular
dialogue between shareholders and the
Remuneration Committee.

+ As a matter of policy the Committee takes
account of any changing or increasing
responsibilities when determining the
appropriate remuneration.

= The Committee reviews the long-term total
reward of the Executive Directors, to ensure
that it is suitably aligned with the long-term
performance of the business.

The balance of fixed and

variable remuneration .
Taking into account the SSE business profile,
the Remuneration Committee believes that
around 50% of the total remuneration
should be performance-related, increasing
up to around two thirds for exceptional
performance as shown in the table onpage
79 as this rewards performance sufficiently
without causing undue risk taking.

Senior executives, managers

and employees

The Cormmittee appreciates the importance
of an appropriate relationship between the
remuneration levels of the Executive Directors,
senier executives, managers and other
employees within the Group. There s a

wider group of senior executives who have a
significant influence on Group performance.
The Comrnittee seeks assurance that there is a
consistency of approach te remuneration and
that remuneration 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 a review of
salaries for Executive Directors in November
2011 and March 2012, It considered the
following factors in the light of recent
market and governance trends:

+ the Executive Directors continue to delivera
strong financial performance with significant
results to shareholders in a difficult trading

year as dividend growth has exceeded RPI
inflation for the thirteenth consecutive year;

<+ management and Collective Agreements
which provide an average 3.5% salary
increase this year; and

=+ total remuneration and basic salary, when
benchmarked where relevant to FTSE 20-50
excluding Financial Services, remain behind
market median for the Executive Directors.

After taking careful consideration of all factors,
the Committee decided to increase the base
salary of the Chief Executive by 3.5% (the first
increase since January 2009), in line with the
wider employee population, effective from

1 April 2012. For the two other Executive
Directors an increase of 10% of base salary was
approved, effective from 1 Navemnber 2011,
to reflect the additional responsibilities, which
they have absorbed since the retiral of Colin
Hood. The next pfanned salary review for all
Executive Directors will be in April 2013,

Current incentive plans

Annual Incentive Scheme

The purpose of the Annual Incentive Scheme
is to reward Executive Directers’ performance
during the year, based on an analysis of
corporate performance, 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 arose during the year.

For 2011/12, the total annual incentive paid

to the Executive Directors was in the range

of 20%-30% of salary, compared to 60% in
the previous year, both against a maximum
payable of 100%. The portion of the annual
incentive that would have been payable in
respect of corporate performance was withheld
in recognition of the position SSE found itself in
with regards to the use of sales aids in doorstep
selling. The incentive payable for 2011/12
reflects the elements in respect of team
warking and performance against persenal
objectives. ‘Executive Directors’ salary and
incentive plans 2011/12", on page 79, sets out
perfarmance metrics used in the assessment
of the annual incentive for the year.

For 2012/13, the structure of the annual
incentive will remain the same as in 20711/12.
The maximum annual incentive payable will
be 100% of salary, split between:

+ corporate performance (60%);
<+ team working (20%}); and
=+ personal objectives (20%).
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In any single year. it is expected that the
annual incentive paid will be around 50%

of Executive Directors’ safary for on-target
performance. The annual incentive is patd 75%
in cash, and 25% deferred Into shares which
vest after three years, subject to continued
service. The Committee retains the discretion
to vary this award level in excepticnal
circumstances as illustrated for 2011/12.

For the Management Board and other

senior executives a 'safety modifier applies

to any annual incentive awards as safety

is of paramount Importance to SSE, This
modifier applies to team working and persanat
objectives and aflows an additienal incentive
to be earned for exceptional safety leadership
but also a reduction for poor safety leadership,
This modifier does not apply te the Executive
Directors’ ennual incentive scheme, which .
already takes account of the Company’s
safety performance.

Long-term incentive plan

The Performance Share Plan rewards Executive
Directors and other senior executives overa
three-year period for the continued profitable
growth of SSE as measured, up to 2010/11,

by Earnings Per Share {EPS) and the Total
Shareholder Return (TSR} compared ta the
FTSE 100. Awards equivalent to 150% of salary
are granted annually to Executive Directors
and at lower rates to other senior executives.

Awards will be released ofter three years
subject to meeting demanding performance
conditions relating to the Company's relative
TSR performance ¢nd the Company's adjusted
EPS’ growth. Further details of the performance
targets.are in the table on page 79. The TSR
performance measure is dependent on the
Company's relative long-term share price
performance within the FTSE 100, bringing
amarket perspective to the plan. The vesting
of this element requires the Committee to

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 2008 PSP award which was due to vest

in May 2011 did not achieve the performance
criteria and therefore did not vest although
the PSP should pay out in future years if
performance criteria are met. The TSR
out-turn was below median for FTSE 100

and EPS-growth was below target.

The 2009 PSP award will also not vest as
the TSR and EPS megsures are below target.

Changes to performance

share ptan 2010 awards

Since 2010, awards have had four performance
criteria of 25% each. Threshold vesting delivers
25% of each element, with full vesting
delivering 100% of each element as follows:

+ relative TSR performance compared to
FTSE 100 (threshold vesting for median
performance and full vesting for upper
quartile performance);

+ relative TSR perfarmance compared to
a selected peer group of UK and other
European utilities (threshold vesting for
median performance and full vesting
for upper quartile performancel;

+ EPS growth of RPI plus 2% (threshold
vesting) to 8% (full vesting); and

4 dividend per share growth of RPI plus 2%
{threshold vesting) to 6% (full vesting).

The introduction of TSR performance compared
to a selected peer group of UK and other
European utilities {the MSCI Europe Utilities)
thereby provides sector emphasis and market
perspective to the plan.

The dividend per share growth target reflects the
fact that the Company's core financial objective
is to deliver continued real dividend growth in the
future while maintaining a good dividend cover.

The Committee believes that the two additional
measures provide a focus on the performance
of SSE's wider competitive group, its key
financial goals and the level of dividend paid.

‘Claw back'

During the year the Committee agreed to

the introduction of a ‘claw back’ arrangement
which will apply to all awards made under

the deferred Annual Incentive Scheme and
Performance Share Plan from 2012 onwards,
This amendment to the schemes rules will give
the Committee powers to review the final award
of shares under these arrangements when they
vest, Should the Committee conclude that

during the period between the granting and
vesting of awards there has been an event
such as material mis-statement of accounts,
gress misconduct or something which causes
significant reputational damaoge to the
Company., it will have the ability to reduce
the final award or deem it to have lapsed.

Share ownership policy

Employee share ownership Is a key part of Total
Remuneration Policy and is designed to help
maintain long-term employee commitment and
business understanding, offering the opportunity
to benefit from any growth in shareholder value.

= The interests of the Executive Directors and
other senior executives are closely aligned
with those of other shareholders. The
Performance Share Plan, the deferral of 25%
of the annual incentive award and employee
share schemes facilitate this alignment.

<+ The Executive Directors and certain other
senior executives are required to maintain a
sharehclding equivalent to one 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
tevel of shareheolding is reached.

+ It is also expected that all nen-Executive
Directors should hold a minimum of 2,000
shares inthe Company.

+ Asreported on page 59, 43% of SSE
employees are members of the Share
Incentive Plan.

+ 35% of employees are members of the
Sharesave Scheme.

Directors’ shareholdings as
percentage of annual salary

2012 201

% salary % salary

lan Marchant 367 338
Gregor Alexander 242 230
Alistair Phillips-Davies 268 256

Based on a share price at 31 March 2012 of £13.29.

SSE TSR performance: 31 March 2007 to 31 March 2012
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Remuneration Report (continued)
Remuneration for 2012/13 and beyond

All-employee share schemes

Executive Directors are eligible to participate
in the Company’s all-employee share schemes
on the same terms as other employees. These
schemes comprise:

<+ the Sharesave Scheme which allows
employees options to acquire shares using
the proceeds of a monthly savings contract
of up to £250 per month. Exercise of the
options is not subject to satisfaction of
any performance target. The option price
is set at a discount maxirmum 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
maximurn of £125 per month, Participants
receive two free matching shares monthly
for each share purchased up to a maximum
of six free shares; and

+ the long service award scheme which
purchases 10, 20, 30, 40 or 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
Annual Incentive Scheme, the Performance
Share Plan, and the SIP.

The Company's Sharesave Scheme uses
unissued shares to satisfy the exercise of
share options. As at 31 March 2012, there
were approximately six million share options
outstanding under this scheme, and if all the
outstanding options were exercised this would
amount to 0.63% of the issued share capital
of the Company at that date.

Pensions policy

Pension planning is an impartant part of the
remuneration strategy because it Is consistent
with the long-term goals and horizons of the
business. Each employee Is encouraged to
join the relevant pension plan. In response to
government and fiscat changes, the Company
has provided cash allowance options in
exchange for reduced accrual at no extra

cost to the Company.

In common with all members of the pension
schemes who joined at the same time as the
Executive Directors, the following provisions
relating to leaving the Company apply:

=+ for retirement through iM-health an
unrreduced pension based on service
to expected retirement is paid;

=+ in the 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

amember who has not yet reached that age,

it will be payable with effect from 50; and

+ from the age of 55, a scheme member is
entitled to leave the Company and receive
a pension, reduced for early payment,
unless the Company gives consent and
funds this pension being paid on an
unreduced basis,

The Executive Directors are members of either
the Southern Electric Pension Scheme ot the
Scottish Hydro-Electric Pension Scherme and
their plan membership predates 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 frem the age of 60. In relation

to Executive Directors who are subject to the
scheme-specific satary cap {which mirors the
pravisions of the previous HM Revenue and
Customs cap arrangements) the Company
provides top-up (unfunded} arrangements
which are designed to provide an equivalent
pension on retirement from the age of 60

to that which they would have earned if
they had not been subject to the salary cap.
There are no arrangements to compensate
members for any change in their personal tax

Service contract key items

Provision Detalled terms.

Notice period

liability. Dependent upen the circumstances
surrounding the departure of the Executive
Director and financial health of the Company
at the time, the Committee’s policy is to give
consideration to a cash commutation of the
unfunded unapproved retirement benefit
(UURB} pension at the time of leaving. Any
cash commutation would limit SSE's liability,
taking into account valuations provided by
independent actuarial advisors, and would

be undertaken on what was judged tobe a
cost neutral basis to SSE. The Committee has
agreed to consider a cash commutation of the
UURBS, if requested, when Colin Hoed is age
60. Prior to that, the benefit from Colin Hood's
UURBs wilt be paid monthly. In determining
whether it is appropriate to offer a cash
commutation, the Committee will apply

the policy stated above.

Full details of the Executive Directors’ pension
plans can be found in Table B of the audited
information on page 84.

Service contracts

1t 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 below.

=+ 12 months by either Company or Director

Termination payment < Up to 12 months' salary {excluding any annual incentive or other

enhancement)

-+ Payrnent 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

+ Salary. pension and benefits

-+ Company cer or cash allowance

+ Participation in Annual Incentive Scheme, employee share schemes
and Executive incentive plans

= Private health insurance

Non competition

+ During employment and for six months after leaving

Contract dates

-+ All contracts dated 11 March 2005

Length of service

[an Marchant
Gregor Alexander
Alistair Phillips-Davies

Industry service Length of Board service
20 16 years®
21 9 years
15 10 years

* Including twa years os Finance Director of Southern Electric plc.




83

The Company may at its discretion terminate
any Executive Director’s contract by making

a payment In lieu of notice equal to the base
satary which would have been received during
the notice period (excluding any annual
incentive and any other emolument referable
to the employment). Payment may be made
in staged 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

ta reflect the point during the three-year
performance period when the Director leaves
and will remain subject to performance. If the
Executive Director leaves for any other reason,
PSP share awards will lapse.

In the event of a change of control of the
Company, performance in the PSP will be
measured 1o that date and the award will
normaily be scated down to reflect the period
prior to the change of cantrol.

Outside appointments

Executive Directors are able to accept a
non-Executive appointment outside the
Company with the consent of the Board,

as such appointments can enhance Directors’
experience ond value to the Company. Any
fees received are retained by the Director.

In 2011/12 lan Marchant was a non-Executive
Director with John Wood Group plc, and
received £45,000in fees. Colin Hood was

a non-Executive Director of FirstGroup plc,
and received £29,200in fees, he was a
non-Executive Director in Southern Water
Setvices Ltd and received £58,300 In fees and
he was a non-Executive Director of HSI Ltd
and received £17,500 in fees, allin respect

of the period to cessation of his employment
on 31 October 2011,

Retirement of Colin Hood

Colin Hood retired as a Director and ceased
employment on 31 October 2011. He was
employed under a service contract dated

11 March 2005, and did not receive a
termination poyment on retirement. Details
of his pension arrangements are set out on
page 84, The Committee awarded Mr Hood a
payment under the Annual Incentive Scheme
for his period of service in 2011/12; this was
subject to performance and will be paid in
cash in June 2012 (rather than part being
deferred into shares). In relation to his share
awards under the DBP from 2009 and 2010,
the Committee permitted Mr Hood to call
for these shares within six months of his
retirement date. Mr Hood's 2009 and 2010

awards under the Performance Share Plan
were preserved by the Committee on his
retirement, to vest at the normal time to the’
extent that the performance targets are met
(but subject to prorating for Mr Hood's actual
service during the three year performance
period}). M1 Hood's 2009 award did not vest.

Non-Executive Directors

The non-Executive Directors have letters

of gppointment, and are appointed for fixed
terms of three years, subject to retirement
by rotation and re-appointment at AGMSs.

They do net participate in the Annual Incentive
Scheme, deferred Annual Incentive Scheme,
any of the share option schemes, or contribute
to any Group pension scheme although as
indicated above they are required to hold
2,000 Company shares.

The fees of the independent non-Executive
Directors are agreed by the Board, with the
non-Executive Directors 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 betow median.

The non-Executive Birectors do not

receive any additional fees for Committee
Mermbership, Reasonable travelling and other
expenses for costs incurred in the course of
their duties are reimbursed.

Fee history
2012 2011
£000s EOCOs
Board 84 54

Audit Committee Chairmanship 14 12
Remuneration Commlttee

Chairmanship 12 10
Senior Independent Director 10 10
Company Chairman 341 340

From 1 April 2012, the fees for all non-Executive
Director roles were increased by 3.5% In line
with the average salary increase of 55E's
emnptoyees in general. «
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Remuneration Report (continued)
Remuneration in detail

The Auditors are required to report on the information contained in Tables A, B and D.

Table A - Directors’ remunaration excluding LTIP and pension information

2012 2011
Salary/fee Cashincentives Benefits Total Total
£000s £000s £000s £000s £000s
Executive Directors
Ian Marchant 840 158 19 1,017 1,237
Gregor Alexander 516 123 16 655 734
Colin Hood (retired 31/10/11) 377 94 10 481 954
Alistair Phillips-Davies 516 102 16 634 734
Non-Executive Directors .
Thomas Thune Andersen 54 - - 54 54
Jeremy Beeton a1 - - L | -
Katie Bickerstaffe 41 - - 41 -
Richard Gillingwater 54 - - 54 54
René Médori 68 - - &8 66
Lady Rice 76 - - 76 74
Lord Smnith of Kelvin (Chairman) 341 - - 341 341
Former Director
Nick Baldwin (retired 01/04/11) - - - - 54
2,924 477 61 3,462 4,302

Notes

In addition to the annual cash incentive amount for this year, Ian Marchant, Gregor Alexander and Alistair Phillips-Davies will be awarded
£52,500, £40,800 and £34,000 respectively in the form of deferred shares in respect of the annual Incentive due to them for 2011/12. These
share awards will not be made until June 2012 and therefore the number of shares to which the Executive Directors will be entitled will not
be known until that date. These shares will, subject to continued employment, be refeased on the third anniversary of grant in June 2015.

Colin Hood's appointment ceased with effect fram 31 October 2011, therefore total benefits are pro-rata up to this date. Colin Hood's pro-rated
annual incentive will be paid entirely in cash.

Table B - Directors’ pension information

Accrued benefit Transfer value of accrued benefit

Increase inyear  [ncrease in year Increaseless  Increqse in year

Yearsof At 31 March including excluding At 31 March At 31 March Dizectors’ excluding

industry 2112 inflation inflation 2012 2011 contributions inflation

service £000s £000s £000s £000s . E0Q0s £000s £000s

Ian Marchant 20 388 19 6 9,188 61N 2978 437
Gregor Alexander 21 230 17 7 4,999 3,545 1435 357
Alistair Phillips-Davies 15 177 .16 10 3,676 2,394 1,263 45
Colin Hood 34 366 1 - 9,962 7,267 2,673 82

The transfer value of the accrued benefit has increased over the year. There has been no change in the Directors’ pension entitlements over the
year and the increase in value is largely the result of the change in financial conditions since 31 March 2011, notably the significant reduction in
bond yields. If bond yields were to go up, the value would go down.

Members of the scheme have the option to pay additienal voluntary contributions; neither the contributions nor the resulting benefits are
included in the table above. If a member's accrued fund exceeds the lifetime allowance (LTA), the benefits payable by the scheme from that
excess will be subject to a higher rate of income tax. The Company has maximised the use of the allowance to provide Executive Directors
with the maximum benefits via the registered schemes.

The following Is Information relating to the pension of Gregor Alexander as a participant in the HM Revenue & Customns approved Scottish
Hydro-Electric Pension Scheme,

() Dependants pensions on death are half of mernbers’ pension entitlements, together with a capital sum equal to four times pensicnable pay.
On death in retirement, the Director’s spouse will receive a pension equal to half of that payable to the Director. In addition, on death within
the first five years of retiremment, a lump sum is payable equal to the balance cutstanding of the first five years' pension payments.




85

(i} Post retirernent increases are expected to be inline with inflation, o
Fu ]
The following is information relating to the Directors’ pensions of Colin Hood, lan Marchant and Alistair Phillips-Davies, os participants In the )
HM Revenue & Custorns approved Southern Electric Group of the Electricity Supply Pension Scheme.
() Dependants pensions on death are four-ninths of the member’s pensionable pay, together with a capital sum equal to four times pensionable
pay. If death occurs after attalning the age of 55 an additional lump sum between three to five times notioncl pension is payable dependent
upon age and length of service.
(ily On death in retirement, the Dlrector's spouse will recelve a pension equal to two-thirds of that payable to the Director. In addItion, on death e
within the first five years of retirement, a lump sum is payable equal to the balance cutstanding of the first five years’ pension payments. 5’
-
(i) Post retirement increases are expected to be in line with inflation (guaranteed up to the level of 5% per annum and discretionary above that level).
All the Executive Directors have unfunded retirement benefits which are included in their pension benefits above with provision in respect of their
acorued value included in the Company's Balance Sheet.
Table € - Directors' share interests =
3% March 2012 - 31 March 2011 §
Shares under Shares under §
Shares held aption Shares held option S
Gregor Alexander ’ 93,915 204,019 90,504 193,304 g
Thomas Thune Andersen 2,000 - 2,000 - ]
Jeremy Beeton 4,000 -~ - -
Katie Bickerstaffe 2,000 - - -
Richard Gillingwater 2,000 - 2,000 -
Colin Hood 144,519 184,716 138,659 250,056 T
lan Marchant 232,023 349,978 225773 334,522 4
René Médori 2,050 - 2,050 - 3
Alistair Phillips-Davies 104,062 202,483 100,703 191,738 S
Lady Rice ) 5,533 - 5,216 - 3
Lord Smith of Kelvin 22,600 - 22,600 - §
a
=1
s

Notes
From 31 March 2012 to 15 May 2012, the following changes to the interests of Directors took place:

Under a standing order for relnvestment of an ISA, on 10 Aprit 2012 Gregor Alexander acquired 15 shates.

Under the SIP, on 5 April 2012 lan Marchant and Gregor Alexander each acquired 15 shares and Alistair Phillips-Davies acquired 16 shares.
On & May 2012, Ian Marchant and Gregor Alexander each acquired 16 shares and Alistair Philllps-Davies acquired 15 shares.

[a]
[-3
=
=
=]
=
o
o
]
[t
o
<
el
=
=1
fa
a
A
"

The Register of Directars' Interests (which is open to shareholder inspection} contains full details of Directors’ sharehotdings and options
to subscribe for shares.

Colin Hood's holding covers to the date of leaving on 31 October 20711,

Table D (page 86) shows the interests of the Executive Directors in awards granted under the DBP 2006 and the PSP during the year ended
31 March 2012
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Remuneration Report (ontinued)

Remuneration in detail

Table D - Directors’ long term incentive plan interests

Normal  No.of shares  Optien Additional  No,of shares  Mo.ofshares  No.of shares
exerclse perlod  underawardas  exercise shares gworded fapsed during realised during  under award at
Shaste plan Date of award  {or vesting date}  at 1 April 2011 prica  during the year the year the year 31 March 20112
Ian Marchant DBP 20062 10/06/2008  10/06/2011 9,709 9.709¢
DBP 20062 02/06/2009 02/06/2012 10,730 10,730
DBP 20067 02/06/2010 02/06/2013 11,482 11,482
DBP 20062  14/06/2011  14/06/2014 9,388? 9,388
PSP'  10/06/2008 May 2011 77670 77,670
PSP 02/06/2009 May 2012 107,302 107,302
PSP'  02/06/2010 May 2013 116,774 116,774
PSP'  14/06/2011 May 2014 93,889° 93,889
Sharesave  22/07/2008 01/10/2011- 442 1,274p 4425
31/03/2012
Sharesave  30/06/2010  01/10/2013- 413 8Mp 413
31/03/2014
Gregor Alexander DBP 20067  10/06/2008  10/06/2011 5,493 5,493«
DBP 20067 02/06/2009 02/06/2012 6,169 6,169
DBP 20067 02/06/2010 02/06/2013 6,602 6,602
DBP 20067  14/06/2011  14/06/2014 5.533* 5,533
PSP 10/06/2008 May 2011 44,661 44,661
PSP'  02/06/2009 May 2012 61,698 61,698
PSP'  02/06/2010 May 2013 67,145 67,145
PSP 14/06/2011 May 2014 55.336° 55,336
Sharesave  30/06/2009 01/10/2014- 1,253 1,042p 1,253
31/03/2015 :
Sharesave  30/06/2010  01/10/2015. 283  87p 283
: 31/03/2016
Alistair Phillips-Davies DBP 20067 10/06/2008  10/06/2011 5,463 54634
DBP 20062 02/06/2009 02/06/2012 6,169 6169
DBP 20062 02/06/2010 02/06/2013 6.602 6,602
DBP 20062  14/06/2011  14/06/2014 5,533¢ 5,533
PSP'  10/06/2008 May 2011 44,661 44661 .
PSP'  02/06/2009 May 2012 61,698 61,698
PSP'  02/06/2010 May-2013 67,145 67,145
PSP 14/06/20M May 2014 55,336° 55,336
Calin Hood DBP 20062 10/06/2008  10/06/2011 7.087 70874
DBP 20062 02/06/2009  02/06/2012 8,047 80475
.DBP 20067 (Q2/06/2010  02/06/2013 8,612 8,612
PSP'  10/06/2008 May 2011 58,253 58,253 ’
PSP*  02/06/2009 May 2012 80,476 804767
PSP'  02/06/2010 May 2013 87,581 87587

Shures which are released under the DBP 2006 and PSP attract additional shares In respect of the national relnvestment of dividends. In addition to the shares released under the
DBP 2006, as indicated in the table above, the following shares were reclised arising from such notional reinvestment of dividends: Ian Marchant — 1,748 shares, Gregor Alexander —
987 shares, Alistalr Phillips-Davies — 983 Shares, Colin Hood - 2,297 shares.

NeWPrw s

., The performance cenditions applicable to awards under the P$# since 2007 are described on page 81. The 2008 award under the PSP did not vest.

25% of annual incentive payable to £xecutéive Direciors and senior managers is satisfied as g conditional award of shares under the DBP 2006, Vesting of shares is dfependent
on continued service over a three year period. In view of the linkage to annual Incentive, no further performance condition applies to the vesting of DBP 2006 awards.

. The market value of a share on the date on which these awards were made was 1,37&p.
The market valye of a share on the date on which these awards were realised was 1,384p,
The market value of a share on the date on which these awards were exercised was 1,312p.
The market value of ashare on the date on which these awards were redlised was 1,277p.
Colin Hood's shareholdings cover the period to date of leaving on 31 October 2071,

The dosing market price of shores at 31 March 2012 was 1.329p and the range for the year was 1,193p to 1,423p. Awards gronted during the year were granted under the DBP 2006
and the P5P. The aggregate amount of gains made by the Directors on the exercise of share options and realisation of awards during the year was £337,629 {2011 - F446,597).

This report was approved by the Board and signed on Its behalf by:

Lady Rice CBE
Remuneration Committee Chairman
15 May 2012
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Other statutory information

Principal activities

SSE plc is the holding company of the Group.
Its subsidiaries are organised into the main
businesses of:

+ Networks — the economically-
regulated transmission and distribution
of electricity and gas and other relate:
networks; :

+ Retail — the supply of electricity, gas and
other services to household and business
custormners; and

+ Wholesale - the production, storage and
generation of energy and energy portfelio
management.

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 uncertainties facing
the Group (known as a Business Review).

The Business Review is required ta set out @
balanced and comprehensive analysis of the
development and performance of the Group's
business during the financial year ended

31 March 2012 and of the position of the
Group at the end of that financial year, The
Information that fulfils these requirements,
and is deemed to be the Directors’ Report,

Is contained within pages 1 to 88 of this
Annual Report. The management report

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

lan Marchant {Chief Executive)

Gregor Alexander

Colin Hood (retired 31 October 2017)
Alistair Phillips-Davies

Non-Executive

Lord Smith of Kelvin (Chairman)
Thomas Thune Andersen

Nick Baldwin {resigned * April 2011}
Jeremy Beeton (appointed 1 July 2011)
Katie Bickerstaffe {appointed 1 July 2011)
Richard Gillingwater

René Médori

Lady Rice (Senior Independent Director)

At the 2012 AGM all of the current Directors
(cpart from René& Médori) will retire and offer
themselves for re-appointment. René Médor|
will resign from the Board on 25 June 2012
Richard Gillingwater will assume the position
of Senlor Independent Director on 24 July
2012 in place of Lady Rice who wilf remain
an independent non-Executive Director.

Biographical details of all Directors are set out
on page 57. Details of the service contracts
for the Executive Directors and the letters of
appointment for the non-Executive Directors
are set out in the Remuneration Report on
pages 82 and 83 respectively.

The interests of the Directors in the Ordinary

Shares of the Company at 31 March 2012 are
set out In the Remuneration Report on pages
85 and 86.

Directors' insurance and indemnities

- The Directors have the benefit of the

indernnity provision contained in the
Company's Articles of Associatlon. The
Directors of the Company have been granted
a qualifying 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 profit attributable to Crdinary
Shareholders for the financial year amounted
to £197.8m. The Directors recommend a
final dividend of 56.1p per Ordinary Share
which, subject to approval at the AGM,

will be payable on 21 September 2012 to
shareholders on the Register of Members at
close of business on 27 July 2012. With the
interim dividend of 24.0p per Ordinary Share
paid on 23 March 2012, this makes a total
dividend of 80,1p per Ordinary Share.

Going concern

After making enquiries, the Directors have

a reasonable expectation that the Company
and the Group have adeguate resources to
continue In operational existence for the
foreseeable future. The Financial Statements
are therefore prepared on a going concern
basis. Further detalls of the Group’s liquidity
position and going concern review are provided
in note 31 to the Financia! Statements,

Share capital

Details of the Company's issued share capital
at 31 March 2012, which includes options
granted under the Group’s employee share

Substantial shareholdings

Entity

Capital Research and Management Company
Legal & General Group Plc

option schemes, are set out in notes 26 and
30 to the Financial Statements.

Authority to purchase shares

The Company was authorised at the 2011
AGM to purchase its own shares within certain
limits. During 2011/12, SSE did not purchase
any shares under this authority. The Directors
will, however, seek renewal of their authority
to purchiase in the market the Company's own
shares at the AGM on 26 July 2012, and this
remains a benchmark against which financial
decislons are taken.

Annual Genercel Meeting 2012

The 23rd AGM of the Company will be held on
26 July 2012 at 12 noon at the Bournemouth
International Centre, Exeter Road, Bournemouth
BH2 SBH. The Notice of Annual General
Meeting 2012, which contains fult explanations
of the business to be conducted at the AGM,
is set out In a separate shareholder circular.

Substantial shareholdings

As at 15 May 2012 the Company has been
notlfied under Rule 5 of the Disclosure and
Transparency Rules of the Interests in its
shares as shown in the table below.

Creditor payment policy

It Is the Company’s policy 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 37 days at 31 March 2012,

Accounting policies, financial
instruments and risk .
Detalls 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 to be disclosed

by Section 992 of the Companies Act 2006.

Each Ordinary Share of the Company carries
one vote at general meetings of the Company.

Notute of

Number of
shares* Percentage® haolding
46,267,405 5.02% Indirect
37,426,851 3.99%

Direct

* At date of disclosure by relevant entity.

Stnce the date of disclosure to the Company, the Interests of the sharehalders listed above may have Increased or decreased.
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Other statutory information (ontinued)

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 law). 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 who participate in the Share
Incentive Plan whose shares remain in
the schemes’ trusts give directions to the
trustees to vote on their behalf by way
of a Form of Direction.

The Company is not aware of any agreements
between shareholders that may result in
restrictions on the transfer of securities

and/or voting rights. The rules governing the
appointment and replacement of Directors are
set out In the Company’s Articles of Assodiation.
The Company's Articles of Association may
only 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 o takeover.
The Company is not aware of any contractual
or other agreements which are essential to its
business which ought to be disclosed in this
Directors’ Report.

Detalls of any post balance sheet events are
provided In note 34 te the Financial Statements.

Auditors

Upon the recommendation of the Audit
Committee and approval of the Board,
resclutlons to re-appoint KPMG Audit Plc as
Auditors, and to authorise the Directors to fix
their remuneration, will be proposed at the
forthcoming AGM.

Each of the Directors who held office at the
date of approval of this Directors’ Report
confirrns that, so far as each Director is aware,
there is no relevant audit information of which
the Company's Auditors are 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 herself aware
of any relevant audit information and to
establish that the Company's Auditors are
aware of that information.

By Order of the Board

Vincent Donnelly
Company Secretary
15 May 2012

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 statements in accordance with applicable law and regulations.

Company law requires 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 not 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 period. In preparting each of the Group and parent
company financial statements, the Directors are required to:

< select suitable accounting policies and then apply them consistently;

=+ maoke 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 cormpany will continue in business.

The Directors are responsible for keeping odequate accounting records that are sufficient 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 Lo 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 safeguard the assets of the Group
and to prevent and detect fraud and other irregularities.

Under applicable law and requlations, the Directors ace also responsible for preparing a
Directors’ Report, Directors’ Remuneration Report and Corporate Governance Statemeant
that complies with that law and those regulations.

The Directors are responsible for the maintenance and integrity of the corporate and financial
information incduded on the Cormpany’s website. Legislation in the UK governing the preparation
and dissemination of financial staternents may differ from legislation in other jurisdictions,

We confirm that to the best of our knowledge:

+ the financial statements, prepared in accordance with the applicable set of accounting
standards, give a true and fair view of the assets, liabifities, financial pasition and profit or loss
of the Company and the undertakings included in the consolidation taken as a whole; 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 consolldation
taken as a whole, together with a description of the principal risks and uncertainties that
they face.

For and on behalf of the Board

lan Marchant Gregor Alexander
Chief Executive Finance Director

!
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Independent auditor’s report
to the members of SSE plc

We have audited the financial statements of SSE plc for the year ended 31 March 2012 set out on pages 91 to 167. The financial reporting
framework that has been applied in their preparation is applicable law and Intesnational Financial Reporting Standards (IFRSs) as adopted
by the EU and, as regards the parent company financial statements, as applied in accordence with the provisions of the Companies Act 2006.

This report 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 qudit
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 accept 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 opinlons we have formed,

Respective responsibilities of Directors and auditor

As explained more fully In the Directors’ Responsibilities Statement set out on page 88, the Directors are responsible for the preparation of
the financial statements and for being satisfied that they give a true and falr view. Our responsibility Is to audit, and express an opinion on,
the financial statements in accordance with applicable law and International Stondards on Auditing (UK and Ireland). Those standards require
us to comply with the Auditing Practices Board's (AP8'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.frc.org.uk/apb/scope/private.cfm.

Opinion on financial statements

In our opinion: .

=+ the financial staterments give a true and fair view of the state of the Group's and of the parent company's affairs as at 31 March 2012
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 pareni company financial statements have been properly prepared in accordance with [FRSs as adopted by the EU and as applied
in accordance with the provislons of the Companies Act 2006; and

<+ the financial statements have been prepared in accordance with the requirements of the Companles Act 2006 and, as regards the Group
financial statements, Article 4 of the IAS Regulation.

Opinion 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; and

<+ the information given in the Directors’ Report for the financial year for which the financial staterments are prepared is consistent with the
financtal statements.

Matters on which we are required to report by exception
We have nothing to report In respect of the following:

Under the Companles Act 2006 we are required to report to you if, In our opinion:

+ adequate accounting reécords have not been kept by the parent company, or retumns adequate for our qudit have not been received from
branches not visited by us: or

+ the parent company financial statements and the part of the Directors’ Remuneration Report te be audited are not in agreement with the
accounting records and returns; o

<+ certain disclosures of Directors’ remuneration specified by law are not made; or

=+ we have not recelved all the information and explanations we requlire for our gudit.

Under the Listing Rules we are required to review:

+ the Directors’ statement, set out on page 87. in relatlon to going concern;

+ the part of the Corporate Governance Statement on pages 61 to 64 relating to the Company's compliance with the nine provisions of the

UK Corparate Governance Code specified for our review; and
aln el ts of th report to shareholders by the Board on Directors’ remuneration.

n Luki

20 Castle Terrace
Edinburgh

£H1 2EG

15 May 2012
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Consolidated income statement
for the year ended 31 March

2012 201 9
Befors Exceptional ’En,
exceptional items and Before Exceptional z
items and certain exceptional  iterns and certaln
certalin remeasurements Iterns and centain  remeasyrements
remeasurements {note 5) Total remeasurements {note 5) Total
Note £m £m £m Em £m £m
Revenue 23 31,7239 - 31,7239 28,334.2 - 28,3342 w
Cost of sales (29,464.4) (903.3} (30,362.7) (26.094.1) 948.8 (25,145.3) %
Gross profit 2,2595 (903.3) 1,356.2 2,240.1 948.8 31889 -
Operating costs 4 (888.0) (82.0) (870.0) (902.0) - (902.0)
Other operating income 8.0 - 8.0 16.0 - 16.0
Operating profit before jointly .
controlled entities and associates 1,379.5 {985.3) 394.2 1,354 948.8 2,302.9
Jointly controlled entities and associates: :
Share of operating profit . 278.3 - 278.3 298.8 (103.2) 195.6 =
Share of interest (146.5) - (146.5) (139.9) - {139.9) 3
Share of movement on derivatives - 14.2 14.2 - 59 59 3
Share of tax (L4.9) 383 (6.6) (58.2) 61.5 33 ‘_;‘-,‘
Share of profit on jointly controlled 3
entities and associates 14 86.9 52,5 139.4 100.7 (35.8) 64.9 ]
Operating profit 23 1,466.4 (932.8) 533.6 1,454.8 913.0 2,3678
Finance income 7 2501 - 2501 250.2 - 2502
Finance costs 7 {425.7) (89.5) {515.2) {453.1) . (53.2) {506.3)
Profit before taxation 1,290.8 (1,022.3) 268.5 1,251.9 859.8 2117 £
Taxation 8 {324.8) 319.6 {5.2) (354.8) (252.4) (607.2) 2
3
Profit for the year ’ 966.0 (702.7) 263.3 8971 6074 1,504.5 g
b=
1
Attributable to: g
Ordinary Shareholders of the parent 900.5 (702.7) 197.8 8971 607.4 1,504.5 g
Other equity holders 65.5 - 65.5 - - - o
Basic earnings per share (pence) 10 211p 162.2p o
Diluted earnings per share (pence) 10 211p 162.0p b
' 8
. Dividends in the year (Em) 9 £716.9m £659.8m f.g
3
The accompanying notes are an integral part of these financial statements, H
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Statement of comprehensive income
for the year ended 31 March

Consolidated

2012 201
£m £m
Profit for the year 263.3 1,504.5
Other comprehensive income:
(Losses)/gains effective portion of cash flow hedges (15.3) 323
Transferred to assets and liabilities on cash flow hedges 0.2 (7.0}
Taxation on cash flow hedges 4.0 (5.9}
(11.1) 19.4
Exchange difference on transtation of foreign operations (65.3) (78.3)
Gains on net investment hedge 29.8 43
Taxation on net investrnent hedge (2.7) (1.2)
{43.2) (75.2)
Actuarial losses on retirement benefit schemes (161.1) (8.8
Taxation on actuarial losses on defined benefit pension schemes 303 (7.9)
(130.8) (16.7)
Jointly controlled entities and associates:
Share of (loss) on effective portion of cash flow hedges (20.8) @n
Share of taxailon on cash flow hedges 37 0.3)
) 17.1) (4.8)
Share of actuarial gain/({losses) on retirement benefit schemes 5.6 (11.6)
Share of taxation of actuarial gain/(iosses) on retirement benefit schemes {3.9) 1.8
17 {9.8)
Net share from jointly controlied entities and associates (15.4) (14.2)
Other comprehensive income, net of taxation {(200.5) {86.7}
Total comprehensive income for the period 62.8 1,417.8
Attributable to:
Ordinary Shareholders of the parent (2.7} 14178
Other equity holders 65.5 -
62.8 1417.8
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Balance sheets
as at 31 March

Consolidated Company

o
2012 on 2012 201 '§
Note £m im | £m Em 'g
Assets
Property, plant and equipment 12 9,153.1 85131 - -
Biological assets 13 34 44 - -
Intangible assets: ’
Goodwil! 1" 627.5 6853 - -
Other intangible assets 1 218.8 2878 - -
Equity investments in asseciates and jointly controlled entities 14 911.7 760.8 190.0 190.0 ¥
Loans to associates and jointly contrelfed entities 14 11919 11246 1,140.0 1,029.5 2
Other investments 14 361 356 " 18.0 18.0 2
Investments in subsidiaries 15 - - 2,3491 2,318.4
Trade and other receivables 18 - ) - 3,7906 3,661.2
Deferred tax assets : 24 2221 161.7 1159 1221
Derivative financial assets 3 3480 990.1 : 94.7 48.0.
Non-current assets 12,7126 12,5674 7,698.3 7.387.2
Other intangible assets : n 3657 3256 - - g
Inventories i7 3237 2175 - - s
Trade and other receivables 18 51746 5,068 2,935.6 22859 §
Cash and cosh equivalents 19 189.2 4769 14.3 3191 %
Derivative Ainancial assets B 851.2 25255 - 122 30.0 a
Current assets held for sale 1% 68.0 265.4 - - 2
Current assets 6,972.4 8,883.0 29621 2,635.0
Total assets ’ 19,685.0 214504 | 10,660.4 10.022.2
1S
Liabilities El
_ Loans and other borrowings 23 708.6 4465 4401 106.8 g
Trade and cther payobles 20 5182.7 50780 2,514.9 2,7923 o
Current tax liabilities 2 231.8 268.2 10.7 229 §
Provisions 25 55.3 99 - - 3
Derivative financict liabilities 3 8176 23075 8.5 15.5 3
Current liabilitles 6,996.0 81101 2,974.2 29375
Loans and other borrowings 23 5,537.0 51589 4,223.4 3.756.9 g
Deferred tax liabilities : ' 4 . 9218 10683 - - g
Trade and other payobles 20 azaz 304.2 - - =
Provisions 25 1823 1692 . - - g
Retirerment benefit obligations 29 7319 668.6 196.2 239.8 E
Derivative financial liabilities K] | 399.2 7693 206.3 136.7 5
Non-current liabilities 8,104.9 81395 4,625.9 4,133.4 °
Total liabilities 15,100.9 16,2496 7,600.1 7,070.9
Net assets 4,584.1 5,200.8 3,060.3 2,951.3 2
T 2
3
Equity: E
Share capital . 26 472.3 468.4 4723 4684 g
Share premium 862.0 8598 - 862.0 859.8 3
Capital redemption reserve 22.0 220 22.0 220 3
Hedge reserve (29.4) (1.2} 5.8 19.2 "
Translation reserve (5.0) 382 - -
Retained earnings - 2,100.8 2,652.2 536.8 4205
Equity attributable to Ordinary Shareholders of the parent 3,422.7 40394 1,898.9 1,789.9 §
Hybrid capital 28 1,161.4 11614 1,161.4 1.161.4 ';.}
Total equity attributable to equity holders of the parent 4,584 5,200.8 3,060.3 29513 §
g
These financial statements were approved by the Board of Directors on 15 May 2012 and signed on their behalf by: |§=
: - )
Gregor Alexander Lard Smith of Kelvin ’ ®
Finance Director Chairmon SSE plc, Registered No: SC117119

= A
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Statement of changes in equity
for the year ended 31 March

Consolidated ‘
Statement of changes in equity

Share Capltat

Share  premium redemption Hedge Translation " Retained Hybrid
capital  account reserve reserve reserve  earnings capital Total
£m tm £m £m fm £m £m £m
At 1 Aprit 2011 4684 8598 22.0 1.2 382 26522 11614 5,200.8
Profit for the year - - - - - 157.8 655 2633
Effective portion of changes in fair value of cash flow hedges
{net of tax) - - - m.3 - - - (1.3
Transferred to balance sheet on cash flow hedges (net of tax} - - - 0.2 - - - 0.2
Effective net investment hedge (net of tax) - - - - 221 - - 221
Exchange differences on translation of foreign aperation - - - - (65.3) - - {65.3)
Actuarigl fosses on retirement benefit schemes (net of tax) - - - - - (130.8) - (130.8)
Jointly controlled entlties and assoclates:
Share of change in fair value of effective cash flow hedges - - - azy) - - - (17.1)
Share of actuarial galns on retirement benefit schemes
{net of tax} - - - - - 17 - 1.7
Total comprehensive income for the year - - - (28.2)  (43.2) 68.7 65.5 62.8
Dividends to shareholders - - - - - (7169 - (716.9)
Scrip dividend related share issue 36 (3.6 - - - 88.2 - 88.2
Distributions to hybrid capital holders - - - - - - (65.5) {65.5)
_ Issue of shares 03 5.8 - - - - - 6.1
Credit In respect of employee share awards - - - - - 13.5 - 13.5
Investment in own shares - - - - - (4.9} - {4.9)
At 31 March 2012 4723 8620 220 (29.4) (5.0) 2,100.8 1,961.4 4,584
Company
Statement of changes in equity
Share Capital
Share  premium redemption Hedge Retalned Hybrid
capltal  account resenve reserve  earnings capital Total
£m tm £m Em Em Em £m
At 1 April 201 4684  859.8 220 19.2 4205 11614 2,951.3
Profit for the year - - - - 7390 655 8045
Effective portion of changes in fair value of cash flow hedges (net of tax) - - - (13.4} - - (13.4)
Actuarial losses on retirement benefit schemes (net of tax) - - - - (2.6) - (2.6)
Total comprehensive income for the year - - - 134y 7364 65.5 78BS
Dividends to shareholders - - - - (1169 - (716.9)
Scrip dividend related share issug 3.6 3.6) - - 88.2 - 88.2
Distributions to hybrid capital holders - - - - - (65.5) (65.5)
Issue of shares * 03 S8 - - - - 6.1
Increase in Investment in subsidiarles .- - = - 13.5 - 13.5
investrment in own shares - - - - 4.9 - (4.9)

At 31 March 2012

4723 8620 220 5.8

536.8 1,161.4 3,060.3
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Consclidated
Statement of changes in equity

Share Copital Non-
Share  premium redemptian Hedge Transiation  Retained controlling Hybrid
capital account reserve reserve resefve  earnings interest capital Total
£m Em £m Em Em Em fm Em £m
At 1 April 2010 461.5 8575 220 (16.2) 1134 16866 (3.8) - 31210
Profit for the year - - - - - 15045 - - 1,504.5
Effective portion of changesin 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
Exchange differences on translation of foreign operation - - - - {78.3) - - - (78.3)
Actuarial losses on retirernent benefit schemes (net of tax) - - - - - {16.7) - - (16.7)
Jointly controlled entities and associates:
Share of change in fair vatue of effective cash flow hedges - - - (4.4) - - - - (4.4)
Share of actuarial losses on retirement benefit schemes
(net of tax} . - - - - - (9.8) - - (9.8)
Total comprehensive income for the year - - - 15.0 {75.2) 14780 - - 14178
Dividends to shareholders - - - - - (659.8) - - {659.8)
Scrip dividend related share issue 6.4 (6.4} - - - 146.1 - - 1463
Issue of hybrid capital - - - - - - - 1,161.4 1,164
[ssue of shares 05 87 - - - - - - 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 4684 B59.8 22.0 (1.2) 38.2 2,652.2 - 1,161.4 5,200.8
Company
Statement of changes in equity
Share Capital
Share  premium redemption Hedge Retalned Hybrid
capital account reserve reserve  earnings capltal Total
Em Em £m Em Em £m £m
At 1 April 2010 461.5 8575 220 21.0 329.4 - 1,691.4
Profit for the year . - - - - 627.3 - 6223
Effective portion of changes in fair value of cash flow hedges (net of tax) - - - (1.8) - - {1.8)
Actuarial losses on retirement benefit schemnes {net of tax} - - - - (23.8) - (23.8)
Total comprehensive income for the year - - - (1.8) 6035 - 6017
Dividends to shareholders - - - - {659.8} - (659.8)
Scrip dividend related share issue 6.4 (6.4) - - 1461 - 1461
Issue of hybrid capital - - - - - 11614 1,614
Issue of shares 0.5 8.7 - - — - 9.2
Increase in investment in subsidiaries - - - - 99 - 99
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 4684 8598 22.0 19.2 4205 11614 2,951.3
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Cash flow statements
for the year ended 31 March

Consolidated Company
2011
2012 Restated 2012 201
Note £m £m £m Em
Cash flows from operating activities
Profit for the yeor after tax 263.3 1,504.5 804.5 627.3
Taxation : 5.2 607.2 8.9 15.9
Movement on financing and operating derivatives 523.2 L (1417.8) 76.6 473
Finance costs 425.7 45311 3359 204.3
Finance income (250.1) (250.2) {464.,0) (291.1)
Share of profit/loss of jointly controlled entities and associates {139.4) (64.9) - -
Income from investment in subsidiaries, jointly controlled entities
and associates - - {747.6) 6019
Pension service charges iess contributions paid {100.2) {68.8) {67.9) (L8.5)
Exceptional impairment of assets 4786 521.8 - 13.7
Other exceptional items 730 - - -
Depreciation of assets 561.8 496.7 - -
Amortisation and impairment of intangible assets 135 215 - -
Impairment of inventories 1.1 6.6 - -
Release of provisions (2.3) {6.0) - -
Release of deferred income {14.7} (19.6} - -
(Increase)/decrease in inventories {107.3} 48.4 - -
{(Increase) in receivables (133.7) (95.4) (582.7) (88.3)
Increase/{decrease) in payables 3429 635.2 (278.9) (214.3)
Increase in provisions 5.9 1.9 - -
Charge in respect of employee share awards (before tax) 135 9.9 - -
Gain on disposal of property, plant and equipment (4.6) (5.8} - -
Loss on disposal of fixed asset investments 21 - - -
Gain on disposal of business and subsidiaries 16 (5.5) 10.2) - -
Cash generated from operations 1,947.0 2,368.5 {895.2) (335.6}
Dividends received from jointly controlled entities and associates 114 8.7 650 30.0
Dividends received from subsidiaries - - 682.6 571.9
Finance income 108.3 109.7 3977 2525
Finance costs (242.2) (316.0) (267.6) {181.9)
Income taxes paid (211.4) (172.6) (212.8) (205.8)
Payment for consortium relief (4.9) (21.2) - (21.2)
Net cash from operating activities 1,708.2 2,050.1 (230.3) 109.9
Cash flows from investing activities
Purchase of property, plant and equipment (1,501.2) (1,079.0) - -
Purchase of other intangible assets (400.9) (297.3) - -
Deferred income received 0.5 - - -
Proceeds from sale of property, plant and equipment 22.2 79 - -
Proceeds from sale of fixed asset investrment 235 - - -
Proceeds from sale of business and subsidiaries 16 185.5 319 - -
Other loans to jointly controlled entities 14 {138.6) (204.4) (118.9) {194.2)
Purchase of businesses and subsidiaries 16 (3.6) (201.3) - -
Cash included in disposals - {5.5) - -
Cash included in held for sale assets {(3.9) (23.0) - -
Investment In jointly controlled entities and associates {138.8) (221.6) - (357
Loans and equity repaid by jointly controlled entities 259 133 8.4 -
Increase in other investments (2.1) (30.4) - -
Net cash from investing activities (1,931.5) C(2,049.4) {110.5) (229.3)
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Consolidated Company
2012 01 2012 2011
Note £m fm £m Em
Cash flows from financing activities
Praceeds from issue of share capital 6.9 9.2 6.1 9.2
Dividends paid to Company's equity holders (628.7) (513.7) {628.7) (513.7)
Hybrid capital dividend payment (65.5) - (65.5) -
Issue of hybrid capital - 11614 - 1,161.4
Employee share awards share purchase (4.9) 9.2 {4.9) (9.2
New borrowings 1,024.1 7651 835.8 506.7
Repayment of borrowings (393.0) (1,187.1) (106.8) (815.6)
Net cash from financing activities (61.9) 225.7 36.0 338.8
Net (decrease)/increase in cash and cash equivalents (285.2) 226.4 (304.8) 219.4
Cash and cash equivalents at the start of year 19 471.6 252.5 3191 99.7
Net (decrease)/increase in cash and cash equivalents (285.2) 226.4 (304.8) 219.4
Effect of foreign exchange rate changes {0.9) (7.3) - -
Cash and cash equivalents at the end of year 19 185.5 Ln.e 14.3 3191

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

SSE plc (the Company} is a company domiciled In Scotland. The Company changed its name from Scattish and Southern Energy plc to S5E ple
on 1 October 2011. The address of the registered office is given on the back cover. The Group's operations and its principal activities are set out
earller in this Report at pages 9 to 54. The consolidated financial statements for the year ended 31 March 2012 comprise those of the Company
and its subsidiaries (together referred to as the Group}. The Company financial statemnents present infarmation about the Company as a separate
entity and not about the Group. Under section 408 of the Companies Act 2006 the Company is exempt 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 15 May 2012. The financial statements have been prepared in accordance
with International Financial Reporting Standards and its interpretations as adopted by the European Union (odopted IFRS).

Going concern

The Directors consider that the Group has adequate resources to continue in operational existence for the foreseeable future taking account of
net current liabilities of £23.6m. 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 151.

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 schemne 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 financlat 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 consolidated 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 requires the use of certain accounting estimates. It also requires
management to exercise jJudgement in the process of applying the accounting policies. The areas involving a higher level of judgement
or estimation are summarised at page 106.

Exceptional items and certain remeasurements

As permitted by IAS 1 Presentation of Financial Statements, the Group has disclosed additional mformatuon in respect of jointly controlled
entities and associates, exceptional items and certain remeasurements on the face of the income statement to aid understanding of the Group’s
financial performance. An item Is treated as exceptional if it is considered unusual by nature and scale and of such significance that separate
disclosure is required for the financial statemnents to be properly understood. Certain remeasurements are remeasurements arising on certain
commodity, interest rate and currency contracts which are accounted for as held for trading or as fair value hedges in accordance with the
Group’s policy for such financial instruments. This excludes commodity contracts not treated as financial instruments under 1AS 39 where held
for the Group's own use requirements.

Standards, amendments and interpretations
There are no new standards, amendments or interpretations that are effective far the first time for the current financial year that have had
a material impact on the Group.

At the date of authorisation of these financial statements, the following standards, amendments to existing standards and interpretations
have been issued, which have not been adopted in these consolidated financial statements, were in issue but not yet effective:

4+ Amendmentto IFRS 7 Disclosures — transfers of financial assets Effective on or after 1 July 2011

+ IFRS 9 Financial instruments Effective on or after 1 January 2015
=+ IFRS 10 Consolidated financial statements Effective on or after 1 January 2013
+ IFRS 11 Joint arrangemenis Effective on or after 1 January 2013
=+ IFR5 12 Disclosure of interests in other entities Effective on or after 1 January 2013
+ IFRS 13 Fair value measurement Effective on or after 1 January 2013
+ Amendment to [AS 1 Presentatlon of items of gther comprehensive income Effective on or after 1 July 2012

+ Amendment to IAS12 Deferred tax — recovery of underlying assets Effective on or after 1 January 2012
+ IAS 19 Employee benefits Effective on or after 1 January 2013
+ [AS 27 Separate financial statements Effective on or after 1 January 2013
+ IAS 28 : Investments in associates and joint ventures Effective on or after 1 January 2013

The above, with the exception of the [FRS 7 amendment, are awaiting EU endorsement and as such have not been early adopted by the Group.
The impact of adopting these standards and amendments to existing standards is currently being assessed.
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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

Subsidiorles (including speclal purpose entities) are those entities controlled by the Group or the Company. Control exists when the Group has the
pawer, directly or indirectly, to govern the financial and operating policies of an entity in order to obtaln benefits from its activitles. In assessing
control, potential voting 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 untll the date control ceases. All business
combinations are accounted for by applying the purchase methed of accounting.

The special purpose entities referred to relate to entitles In which the Group has a 50% shareholding but whose activities the Group Is deemed
to control under SIC-12 Consolidation - Special Purpose Entities,

In the Company, investments in subsidiaries are carried at cost less any Impalrment charges.

Associates

Associates are those entitles in which the Group has significant influence but not control over the financial and operating policles, nosmally
where the Group has a shareholding of between 20% and 50% of the voting rights. Investments in associates are accounted for using the equity
method and are recognised Inltially at cost. The cost of the investment includes transaction casts. The consolidated financial statements include
the Group's share of the profit or loss and other comprehensive income of associates, from the date that significant influence commences until
the date that significant influence ceases.

In the Company, investments In associates are carqied at cost less any impairment charges.

Joint ventures

Jointly controlled entities are those entities aver whose activities the Group has Joint contral, established by contractuel agreement, In the
consolidated financial statements, investments are accounted for under the equity method of accounting and are recognised Initially at cost.
The cost of the investment includes transaction costs. The consclidated financial statements include the Group's share of the profit or loss and
other comprehensive Income of Jointly controlled entities, after adjustments to align the cccounting policies with those of the Group,

Jointly controlled operations are businesses which use assets and liabilities that are separable from the rest of the Group. In these orrangements,
the Group accounts far 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 unrealised gains and losses or income and expenses arising from Intra-Group transactions, are eliminated in
preparing the consolidated financial statements. Unrealised gains and losses arlsing from transactions with assoclates 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 revenue, the vatue of
contracted services and facllities provided and goods sold during the year in the normal course of business.

Revenue on energy sales comprises sales to retait 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 gos balancing markets in the UK and other wholesale market energy sales. Unread energy sates are estimated using historical
consumption patterns taking account of industry volume reconciliation processes.

Revenue from sales and optimisation trades in physicol and financial energy and commaodity contracts Is recognised gross in the income staternent.

Revenue associated with business Interruption insurance claims is recognised as revenue In the income statement only when It is virtually certain
that the claim will be successful.
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Notes on the financial statements (continued)
for the year ended 31 March

1. SIGNIFICANT ACCOUNTING POLICIES (continued)

Revenue from use of energy systems includes an estimatlon of the volume of electricity distributed or transmitted by customers based on
independentty procured electricity settlement systems data. Annual revenue is dependent on being approved by the industry regulaior, Ofgem.
Certain circumstances may result in the regulatory ‘allowed’ Income being over- or underrecovered in the financial year. Any over- or under-
recovery Is Included In the calculation of the following year's regulatory use of system revenue within agreed parameters. No adjustment

Is made for over- or under-recoveries in the year that they arlse.

Revenue from the production of natural gas, crude oll and condensates Is recognised when title passes to the customer. The Group has
an intesest with other producers In jointly controlled operations for the production of such products. Revenue under these arrangements
Is recognised based on the entitlement method 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 overlift or underlift is recorded {see below).

Where the Group has an ongoing obligation to provide services, revenues are recognised as the service is perfermed and amounts billed in
advance are treated as.deferred income and excluded from current revenue, For network connectiens activity from 1 Novernber 2009, the
revenue recognition rules of IFRIC 18 have heen applied, whereby Income is recognised over the course of completion of the associated capital
works unless there Is a future service obligation, In which case revenue (s 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 customner.

Gas storage facilities revenues are recognised evenly over the contract period, whilst revenues for the injection 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.

Exploration, evaluation and production 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 will include licence acquisition costs associated with the
prospects. If the prospects are subsequently determined to be successful on completion of the evaluation period, the relevant expenditure will
be transferred to property. plant and equipment and depreciated on a unit of production basis. If the prospects are subsequently determined to
be unsuccessful on completion of the evaluation perlod, the intanglble asset will be expensed in the period in which that determination is made.

All field development costs, including rights and concessions related to production activities, are capitalised 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 commencement of production in the fields
concerned. using the unit of production method, based on the proven and probable reserves of those fields. Changes in these estimates are
dealt with prospectively.

The carrying value of exploration prospects is reqularly compared on an indlvidual fleld basls with the expected discounted future net revenues
assoclated with the remalning commercial reserves. An impairment loss will be recognised where it is considered that recorded amounts are
unlikely to be fully recovered from the net present value of future net revenues. All exploration and preduction assets are reviewed annually

for indicators of impalrment.

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 compensate 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.

Leases :

The determination of whether an arrangement contalns a lease Is dependent on whether the arrangement relates to use and control of a specific
asset. Leases are classified as finance leases if the arrangement transfers substantially all the risks and rewards of ownership to the lessee,

All other leases are categorised as operating leases.

(i) Operating lease obligations .
Payments made under operating leases are recognised in the income statement on a straight-line basis aver the term of the lease.
Lease incentives received are recognised in the income statement as an integral pait of the total lease expense.

(i) 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 102.
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Foreign currencies .

The consolidated financial statements are presented in pounds Sterling, which Is the functional currency of the Company and the Group's
presentational currency. Each entity In the Group determines its own functional currency and items included in the financial statements
of each entity are measured accordingly. '

Transactions in foreign currencles 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 ruling 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
investrment hedges are taken against the consolidated translation reserve, a separate component of equity, to the extent the hedge is effective.
Non-monetary assets that are measured in terms of historical cost in a foreign currency are translated at the histaric rate at the date of transaction.

For the purpose of presenting the consolidated financlal statements, the assets and ligbilities of the Group’s Fareign operations are translated
into pounds Sterling at the balance sheet closing rate. The results of these operations are translated at the average rate in the relevant pericd.
Exchange differences on retranslation of the opening net assets and the results 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 a hedge against net investment 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 assets recognised in the income
staterment. Finance costs comprise interest payable on borrowings and finance leases, the release of discounting an provisions, interest on
pension scheme fiabilities and accretion of the debt compenent on the convertible oan less capitalised interest.

Intesest on the funding attributable to migjor 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 receivable is reflected in the income statement on the same basis.

Taxation .
Taxation on the prafit 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 the taxable Income for the year, using tax rates enacted or substantively enacted at the balance sheet
date, and any adjustment o tax payable in respect of previous years.

Deferred tax is calculated using the balance sheet liabitity method, providing for temporary differences between the carrying amounts of assets

and liabilities for financial reporting purpases and the amounts used for taxation purposes, The following temporary differences are not provided -

for: goodwill not deductible for tax purposes, the initial recognition of assets or liabilities other than in business combinations that affect neither
accounting nor taxable profit, and differences relating to investments in subsidiaries to the extent that they will probably not reverse in the
foreseeable future. The amount of deferred tax provided is based an the expected manner of realisation or settlement of the carrying amount

of assets and liabilities, using tax rates enacted or substantively enacted at the balance sheet date, :

Deferred tax assets and liabilities are offset where there is a legally enforceable right of offset within the same tax authority and where the
Company intends 1o either settle them on a net basis, or to realise the asset and settle the liabifity simultaneously. A deferred tax asset is
recognised only to the extent that it is probable that future taxable profits will be avallable against which the asset can be utilised. Deferred
tax assets are reduced to the extent that it is no longer probable that the related tax benefit will be realised.

Dividends
Dividend income is recognised on the date the Group's right to receive payments is established. Dividend liabilities are recognised on the date
the Group's obligation to pay dividends is established.

Property, ptant and equipment

(i) Owned assets .
Iterns of property, plant and equipment are stated at cost less accumulated depreciation and impairments. The cost of self-constructed
assets includes the cost of materials, direct labour and other directly attributable costs. Afl iterns of property, plant and equipment are
accounted for under the cost model within 1AS 16. The purchase price of an asset will include the fair value of the consideration paid
to acquire the asset, '
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Notes on the financial statements (ontinued)
for the year ended 31 March

1. SIGNIFICANT ACCOUNTING POLICIES (continued)

Where an item of property, plant and equipment comprises major components having different useful lives, the components are accounted
for as separate items of property, plant and equipment, and depreciated accordingly.

{ii} Leased assets
Leases where the Group assumes substantially ali the rlsks 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 ar, 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 reduction of lease obligation so as
to achleve a constant rate of interest on the remaining balance of the liability. Finance charges are charged directly against income, unless they
are directly attributable to qualifying assets, In which case they are capitalised in accordance with the Group's general policy an barrowing costs.

Benefits received and receivable as an incentive to enter into an operating lease are clso allocated on a straight line basis over the lease term.

(iii} Hydro civil assets
The Group is obliged under the Reservoirs Act 1975 to maintain its hydro infrastructure network, inctuding its dams, tunnels and other hydro
civil engineering structures (hydro civil assets), All items of property, plant and equipment within hydro civit assets, with the exception of land,
are subject to depreciation.

In accordance 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 alf subsequent enhancement and replacement expenditure, has been
subject to depreciation over a usefut economic life of 100 years. All subsequent maintenance expenditure is chargeable directly to the
income statement.

(iv) Depreciation )
Depreciation is charged to the Income statement to write off cost, less residual values, on a stralght line basis over their estimated useful
lives with the exception of Gas and Qil Production Assets which are depreciated on the Units of Production basis. Heritable and freehold land
is not depreciated.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 following the asset commissioning peried and when the asset is available
for commercial operation. The estimated useful lives for assets depreciated on a straight line basis are as follows:

Yaars
Hydro civil assets 100
Thermal and hydro power stations including electrical and mechanical assets 20to 60
Operating wind farms ) 20to 25
Overhead lines, under ground cables and other network assets 40 to 80
Gas storage facilities 25t0 50
Other transmission and distribution buildings, plant and equipment 10 to 45
Office buildings - 30to4d
Shop and office refurbishment, fixtures, 1T assets, vehicles and mobile plant 3to10

Assets held under finance leases are depreciated over their expected useful lives on the same basis as owned assets or, where shorter,
over the term of the relevant lease.

(v} Subsequent expenditure
It is 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 practicable to determine the carrying amount of the replaced part, the cost of the replacernent adjusted for inflation
will be used as an approximation of the cost of the replaced part at the time it was acquired or constructed.

Expenditure incurred to reéplace 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 item of property, plant and
equipment to which it relates.

Biological assets

Biological assets, such as living trees, are measured at thels fair value less estimated point of sale costs. The valuation of forest assets is based on
discounted cash flow models whereby the fair value of the biological asset is calculated using cash flows from continuous operations, that Is, each
forest asset is split into an appropriate grouping based on the maturity and/or type of trees. An expected future volume of Timber that will be
produced from each of these groups is then desived. The expected volume is used to apply a market value to the groups of trees bosed on the
market value of Standing Timber. These market values are discounted based on the time to full maturity to appropriately value each grouping.
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Periodic changes resulting 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 rmeasured at the date of acquisition as

the aggregate fair value of assets, liabilities and contingent liabilities as required under IFRS 3 Business Combinations. The excess of the cost

of acquisition over the fair velue of the acquired business Is represented as goodwill. For combinations taking place from 1 April 2010, contingent
consideration classified as a liability will be subsequently remeasured through the income statement under the requirements of the revised IFRS 3,
Pre-existing relationships are recognised and, together with all acquisition-related costs, are expensed.

Intangible assets

{i) 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, liabilities and contingent liakilities of a subsidiary, associate or jointly controlled entity at the date of acquisition.
Foltowing initial recognition, goodwill is measured at cost less any accumulated impairment losses. Goodwill is reviewed for impairment
at least on an annual basis.

For the purpose of impairment testing, goodwill is allocated on initial recognition to those cash-generating units expected to benefit from
the comblnation’s synergies. The cash-generating units used for goodwilt impairment testing purposes will represent how goodwill was
attributed but may not represent reportable business segments.

If the carrying amount of the cash-generating unit exceeds its recoverable amount, an impairment charge will be recognised immediately in
the income statement and, in relation to the impairment of goodwill, will not be subsequently reversed. The recoverable amount is the higher
of the cash-generating unit’s fair value tess costs to sell and its value-in-use. The impairment charge will initially be adjusted against the goodwill
allocated to the cash-generating unit. Thereafter, the remaining assets of the cash-generating unit will be written-down proportionately.

Goodwill may also arise upon investments in jointly-controlled entities and asseciates. Such goodwill s recorded within the carrying amount
of the Group's investment and any impaitment loss is included within the share of result from jointly-controlled entities and assoclates.

On dispesal or closuse of o 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 if the
product o process is considered to be technically and commercially feasible and the Group intends to complete the Intangible asset for
use or for sale.

(ili} Allowances and emissions
The European Emissions trading schemne (EU ETS) has been In operation since 1 January 2005. The IASB withdrew IFRIC 3 Emission Rights in
June 2005 and It has not been replaced with definitive guidance or interpretation for CO, (‘carbon’) emissions trading. The Group recognises
carbon allowances granted in a period at nominal value (nil value). Carbon allowances purchased are recorded at cost within intangible
assets. A llability is recognised when the level of emissions in any complionce period exceed the level of allowances held and this is recorded
as a current liability. 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 operating profit, Forward carben 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 consumption of the economic benefit and is
derecognised at its carrying value. As a result, no omortisation is booked but an impairment charge may be recognised should the carrying
value exceed market or fair value, Where alloewances granted are used to settle a liability relating to a previous period, a creditor balance
is recorded for the increased liability in the current period.

Under the Renewable Obligations Certificates (ROCs) scheme, certificates obtained from own generation are awarded by a third party,
Ofgem. Self-generated certificates are recorded at market value and purchased certificates are recognised at cost, both within intangible
assets. The liability under the renewables obligation is recognised based on electricity supplied to customers, the percentages set by Ofgem
and the prevalling market price. The intangible asset is surrendered at the end of the compliance period reflecting the consumption of
economic benefit. As a result no emortisation is recorded during the period.
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Notes on the financial statements (continued)
for the year ended 31 March

1. SIGNIFICANT ACCOUNTING POLICIES {continued)

{iv) Development assets
Costs capitalised as development intangibles represent the costs incurred in bringing individual projects to the consented stage. These
include wind farm developments, thermal! generation and gas storage projects, prospective gas production assets and other developments
relating to proven technologies. 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 o part of the fair value exercise on acquisition of a controlling
interest in a project. The asset is subject to impairment testing on an annual basis until this time. At the peint that the project reaches the
consent stage and.is approved by the Board, the carrying value of the project is transferred to property, plant and equipment as assets under
construction, Depreciation will then be charged over the expected useful life of the related operational asset. The asset is derecognised on
disposal, or when no future economic benefits are expected from their use.

(v) Other intangible assets
Other Intangible assets that have been acquired by the Group induding brands are stated at cost less accumulated amortisation and
impairment losses. Software licenses 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 usefullife of these
other intangible assets. The amortisation periods utilised are as follows:

Years
Brand values . 10
Application software licences 5
Customer lists >
Contracts Shorter of contract term or 5

Impairment review

The carrying amounts of the Group's ossets, other than inventorles or deferred tax, are reviewed for impairment whenever events or changes in
circumstances indicate that the carrying amount may not be recoverable. If there Is evidence of impairment, the recoverable armount associated
with the asset, 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 or which are not ready for use, the test for impairment is carried
out annually. For financia! assets measured at amartised cost the impairment is measured 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, For praperty, plant and
equipment assets exhibiting indications of impairment, the review of impairment will be performed annually until there is evidence that any
potential impairment loss has been appropriately recognised.

Inventories and work in progress ]

Inventorles are valued at the lower of cost (o a first-in, first-out basis) and net realisable value. Net realisable value is the estimated sefiing 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 principle. The valuation of work in progress is based on the cost of labour, the cost of contractors, the cost of materials plus other directly
attributable costs.

Recognition of revenue and profit on construction contracts

Where the outcome of a construction 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 normally measured as the praportion of cost incurred on wark performed to date
compared to the estimated total contract cost, 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 expected loss is recognised os an expense immediately in the income statement.

Employee benefit obligations

(i) Defined benefit pension schemes
The Group operates two defined benefit pension schemaes, 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 discounted at the
current rate of return on a high quality corporate bond of eguivalent term and currency to the liability.

Any increase In the present value 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 schemes' liabilities arising from
the passage of time are included in finance income and finance costs, respectively. Actuariol gains and losses are recognised in full in the
consclidated statement of comprehensive income, Pension scheme surpluses, to the extent that they are considered recoverable, or deficits
are recognised in full and presented on the face of the balance sheet.
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{ii) Defined contribution pension schemes

The Group also operates a number of defined contribution pension schemes, The assets of the schemnes 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 income statement. :

(i} 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 o discount to market price at the date of the grant. The fair value of the sharesave
scherne option granted is meosured 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 perlod 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 recognised In the income statement. )

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 subsidigry companies of the Group.

Financial instruments

The Group uses a range of financial Instruments to 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 37,

(i

(i}

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 period. Certain derivative financial instrurments 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 dependent on the classification of the hedge and whether the hedge relationship
is designated as either a ‘fair value’ or ‘cash flow' hedge, Derlvatives that are not designated as hedges are treated as if held for trading,
with all fair value movements being recorded through the income statement.

A derivative classified as a ‘fair value’ hedge recognises gains and losses from remeasurement immediately in the income statement. Loans
and borrowings are measured at cast except where they form the underlylng transaction in an effective fair value hedge relationship. In such
cases, the carrying value of the loan or borrowing is adjusted to reflect fair value movernents with the gain or loss being reported in the
income statement.

A derivative classified as a ‘cash flow’ hedge recognises 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 income statemnent.
When hedged cash flows result in the recognition of a non-financial asset or llability, the associated gains or losses previously recognised in
equity are included in the initial measurement of the asset or liability. For al! other cash flow hedges, the gains or losses that are recognised
in equity are transferred to the income staternent 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 sold, terminated or exercised, or no longer qualifies for hedge
acceunting. 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 cumulative gain or loss recognised in equity is recognised in the
income statement, '

Commodity derivatives

Within its regutar course of business, the Group routinely enters into sate and purchase derivative contracts for commaodities such as electricity,
gas, coal and oil. 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 contracts 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 os 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 (i) to this note.

Other commodity contracts, where own use is not established and a hedge accounting relationship is not designated, are measured at fair value
with galns and losses on remeasurement being recognised in the income statement in cost of sales.
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Notes on the financial statements (continued)
for the year ended 31 March

1. SIGNIFICANT ACCOUNTING POLICIES {continued)

(iii)

(iv)

v)

(vi)

{vii) Interest-bearing loans and barrowings

Embedded derivatives
Derivatives ernbedded in other financial instruments or other host contracts are treated as separate derivatives where the characteristics
of the derivatives are not 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 effective cash flow hedges. Any gain or loss on the
effective portion of the hedge is recognised In equity, in the translaticn reserve, and any gain or foss on the ineffective portion of the hedge
is recognised in the incore statement. On disposal of the foreign operation, the cumulative value of any gains or losses recognised directly
in equity is transferred to the income staterment.

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 os @ component of cash and cash equivalents for the purpose of the statement of cash flows,

Trade receivables
Trade receivables do not carry any interest and are measured at cost less an appropriate allowance for irrecoverable receivables.

All such leans and borrowings are initially recognised at fair value including transaction costs and are subsequently measured at amortised
cost, except where the loan or borrowing is the hedged item in an effective fair value hedge relationship.

{viii}Share capital

Ordinary Shares are accounted for ds equity. Incremental costs directly attributable to the issue of new shares are shown in equity as a deduction
from the proceeds received.

(ix) 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 abligation
arises. This is because the coupon payments are discretionary and relate to equity. Coupon payments consequently do not have any impact
on the income statement. Coupon payments are recognised in the cash flow staternent in the sarme way as dividends to Ordinary Shareholders.

Provisions

A provision is recognised in the balance sheet when the Group has a present legal or constiuctive obligation as a result of a past event, and it is probable
that an cutflow of economic benefits will be required to settle the obligation. If 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 liabllity.

Decommissioning costs

The estirnated 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 storage
facilities and power stations at the end of the useful life of the facllities. The estimates are based on technology and prices at the balance sheet
date. A corresponding decommissioning asset is recognised and is incduded within property. plant and eguipment 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 of the asset is straight-line over the
expected useful life of the asset. For gas production facilities the decommissioning asset is amortised using the unit of production method,
based on 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.
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Revenue recognition

Revenue on energy sales inctudes an estimate of the value of electricity or gas supplied to customers between the date of the last meter
reading and the year end. This will have been estimated by using historical consumption patterns and takes into consideration industry
reconciliation processes for total consumption by supplier. At the balance sheet date, the estimated consumption by customers will either
have been billed {estimated billed revenue) or accrued (unbilled revenue). Management apply judgement to the measurernent 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 apprapriate. However, a change in these assumptions would impact upon the amount of revenue recognised.

Retirement benefits

The assumptions in relation to the cost of providing post-retirement benefits during the pericd are set after consultation with qualified
actuaries. While these assumptions are believed to be appropriate, a change in these assurnptions would impact the egrnings of the Group.
The value of scheme assets is impacted by the asset ceiling test which restricts the surplus that can be recognised to assets that can be
recovered fully thraugh refunds or reductions in future contributions.

{iii} Impairment testing

(iv}

)

(vi)

The Group reviews the carrying amounts of its goodwill, other intangible assets and property, plant and equipment to determine whether
there is any indication that the value of those assets is Impaired.

In assessing for impairment, assets that do not generate independent cash flows are allocated te an appropriate cash generating unit (CGU)
on initial recognition. The recoverable amount of the assets, or the CGU where appropriate, is measured as the higher of their fair value less
costs to sell and value in use. Value in use calculations require the estimation of future cash flows to be derived from the respective assets or
CGUs and the selection of an appropriate discount rate In order to calculate their present value. The fair value less costs to sell methodology
used for the wind farms CGUs alse 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 selection of appropriate discount rates involves management judgement.
Where assets under review are able to be assessed independently, for example thermal generation plants, the value-in-use method will be
applied to ascertain the extent of any potential impairment charge.

Subsequent changes to these estimates or judgernents may impact the carrying value of the assets within the respective CGUs. Gas production
and development assets are assessed under the fair value less costs method for the respective CGUs. This is deermed 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 vatue 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 assumptions market participants would use in estimating fair value.

Provisions and contingencies :

The assessments undertaken in recognising provisions and contingencies have been made in accordance with 1AS 37. The Group has
entered into a number of commodity contracts relating to specific assets. Where the unavoidable costs of meeting the obligations under
the contracts exceed the expected net revenues from the assets in the normal course of business, an enerous provision has been recognised.
The provisions are calculated based on estimations. The evaluation of the likelihood of the contingent events has required best judgement
by management regarding the probability of expasure to potential loss. Should circumstances change following unforeseeable developments,
this likelihood could alter.

Decommissioning costs

The estimated costs of decommissioning at the end of the useful lives of ossets is reviewed periodically. Decommissioning costs in relation
10 gas exploration and production assets are based on expected lives of the fields and costs of decormmissioning and are currently expected
to be incurreg predominantly between 2017 and 2030.

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 Gas Production
property, plant and equipment. This is also a significant input estimate to the associoted 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 revised expected future production. If proven and probable reserves estimates are revised downwards, earnings
could be affected by higher depreciation expense or an immediate write-down (impairment} of the asset’s book value.

{vii} Exceptionats and remeasurements

The criterla for identifying what constitutes an exceptional itern are outlined in note 1 Exceptional items and certain remeasurements on page 98.
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Notes on the financial statements (ontinued)
for the year ended 31 March

2. CHANGE OF REPORTABLE SEGMENTS

Following changes to the structure of the Group's internal erganisation, and subsequent changes to the way in which financial and management
information is presented to both the Board and Management Board in the current year, the composition of the Group's reportable segments
has changed.

The activities included in the new reportable segments are explained in more detail in note 3. The main changes te the segments have been:

-+ Power Systems, previously split on a geographical basis, is now presented as Electricity Distribution and Electricity Transmission. The Electricity
Connections activity is now included in Electricity Distribution.

+ Generation and Supply, previously a single reportable segment, will now be reported as two new main segments, (iy Energy Supply and (i) Energy
Portfolio Management and Electricity Generation, reflecting the new management structure and change in basis of management reporting.
Other activities previously incdluded in this segment, such as other energy-related services provided to end-user customers, are disclosed In
Energy-related Services.

+ The Other businesses segment, previously disclosed as an aggregation of less significant activities are now disclosed in the segment which
corresponds to the Group's new management structure, excepting corporate costs which remain unallocated. These new segments include
Other Networks, Gas Storage and Gas Production. :

The impact of the change in the segments on the prior year can be summarised as follows:

(a) Revenue
The Revenue by segment disclosure note for the year to March 2011 was as follows:

External Intra-segment Total
revenue revenue fevenue
£m Em £fm
Power Systems
Scotland 2457 MmeQ 356.7
England : 3031 2141 517.2
548.8 3251 8739
Generation and Supply
Retail 8.044.4 - 8,044.4
Wholesale and Trading 18,882.8 171 18,8999
Other 2071 15.8 2229
27134.3 329 27167.2
Other businesses 651.1 568.8 1,219.9
28,334.2 926.8 29,261.0
Following the change in the composition of segments, this has been restated as follows:
External intra-segment Total
revenue revenue revenue
£m £m Em
Networks
Electricity Distribution 559.8 325.0 884.8
Electricity Transmission 94.1 0.1 94.2
Other Networks 148.9 40.7 189.6
802.8 365.8 1,168.6
Retail
Energy Supply 8,008.1 15.8 38,0239
Energy-related Services 4287 164.6 594.3
8,437.8 180.4 8,618.2
Wholesale
Energy Portfolio Management and Electricity Generation 19,014.1 4,541 23561.2
Gas Storage . 305 42.2 727
Gas Production 0.2 15.6 15.8
19,044.8 4,604.9 23,649.7
Corporate unaflocated 48.8 305.7 3545

Total 28,334.2 5,456.8 33,7910
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The increase in intra-segment revenue relates to electricity and gas provided to Energy Supply from the Energy Portfolio Management )
und Electricity Generation segment (£4,530.0m). 3
S
£
{b) Operating profit by segment
The operating profit by segment disclosure note for the year to March 2011 was as follows:
2011
Adjusted Before
operating profit JCE/Associote exceptlonal Exceptional
reported to  share of interest  ems and certain  iterns and certain v
the Board and tax  remeqsurements  remeasurements Total E
£m Em - . fm fm Em E
-
Power Systems
Scotland 168.1 - 168.1 - 168.1
England 287.4 - 2874 - 287.4
455.5 - 455.5 - 455.5
Scotia Gas Networks 186.8 (150.7) 36.1 38.4 745
Energy Systems 642.3 {150.7) 491.6 38.4 530.0
Generation and Supply 8828 (47.1) 835.7 - 8746 1,710.3 g
Other businesses 136.8 0.3) 136.5 - 136.5 é
1,661.9 {198.1) 1,463.8 913.0 2,376.8 %
Unallocated expenses . (9.0) - 9.00 - (9.0) é
1,6529 (198.1) 1,454.8 913.0 2,367.8 ]
Following the change in the composition of segments, this has been restated as follows:
201 E4
[7=1
Adjusted Before %
operating profit 1CE/Assaciate exceptional Exceptional §
reportedto  share of interest  Iterns and certaln  items and certain -
the Board andtax remeasurements remeasurements Total ?,,
fm Em Em Em £m g
[=]
Networks . 2
Electricity Distribution 418.9 - 418.9 - 418.9
Electricity Transmission 47.7 - 477 - 47.7
Gas Distribution 186.8 (150.7) 361 38.4 74.5 o
Other Networks EYA - 371 - 379 3
690.5 (150.7) 539.8 38.4 578.2 S
Retail ]
Energy Supply 3477 - 477 - 347.7 E]
Energy-related Services 52.8 (0.3 52.5 - 52.5 g
4005 {0.3) 400.2 - 400.2 °
Wholesale
Energy Portfolio Management and Electricity Generation 5434 (47.1) 496.3 874.6 1,3709
Gas Storage 235 - 235 - 235 T
Gas Production 46 - 4.6 - 46 H]
571.5 (47 524.4 8746 1,399.0 2
Corporate unallocated (9.6) - (9.6} - (9.6) g
Total 1,652.9 (198.1) 1,454.8 913.0 2,367.8 3
3
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Notes on the financial statements (continued)
for the year ended 31 March

2. CHANGE OF REPORTABLE SEGMENTS {continued)

{c) Capital expenditure by segment

The Capital Expenditure by segment disclosure note for the year to March 2011 was as follows:
Capital additions

Capital addltions

to Intangible to property, plant
assets  and equipment
2011 201
£m £m

Power Systems
Scotland - 216,2
England : - 2079
- 4240
Generation and Supply - 4327 560.4
Other businesses - 175.0
Corporate and unallocated 1.3 -
' 434.0 1,159.5

Following the change in the composition of segments, this has been restated as follows:
Capital additions

Capital additions

toIntangible to property, plant
assets  and equipment
201 201
£m fm
Networks
Electricity Distribution - 3076
Electricity Transmission - 174
Other Networks . 0.2 55.0
0.2 480.0
Retail
Energy Supply . . - -
Energy-related Services - 2758
- 279
Whalesale
Energy Portfolio Management and Electricity Generation 4309 563.7
Gas Storage 1.6 526
Gas Production - -
. 432.5 616.3
Corporate unaliccated : ‘ 13 353
Total 434.0 1,159.5

{d) Items included in operating profit by segment
The operating profit by segment disclosure note for the year to March 2011 was as follows:

Depreciation/impairment on property,
plant and equipment

Amortisation/
impaliment of
intangtble assets

Before Exceptional
exceptional items. charges Total

2011 20M 2011 2011
£m Em £ im

Power Systems
Scotland 108.6 - 108.6 -
England 1493 - 1493 -
2579 - 2579 -
Generation and Supply 1759 4627 618.6 98.9
Other businesses 629 - 629 1.1
496.7 L4427 939.4 100.0
Corporate and unallocated - - - 3.7
496.7 4427 939.4 103.7




M

Following the change in the composition of segments, this has been restated as follows:

Depreclation/impalrment on property, Amortisatien/fimpaliment
plant and equipment of Intanglble assets
Befare Exceptional Befare Exceptional
exceptional items charges Total exceptional items charges Total
2011 20m 201 201 201 201
Em Em Em £m Em Em
Networks
Electrieity Distribution 2298 - 2298 - - -
Electricity Transmission 28.2 - 282 - - -
Other Networks - 25.5 - 255 11 : - 1.1
283.5 - 283.5 11 - 11
Retail
Energy Supply - - - 26 - 26
Energy-related Services 33 - 33 - : - -
33 - 33 2.6 - 2.6
Wholesale
Energy Portfolio Management and
Electricity Generation 175.8 4427 618.5 12.5 82,2 94.7
Gas Storage 71 - 7 16 - 1.6
Gas Production : 71 - 71 - - -
190.0 442.7 632.7 14 82.2 96.3
Corporate unallocated 199 - 19.9 3.7 - a7
Total 496.7 4427 939.4 21.5 82.2 103.7
3. SEGMENTAL INFORMATION
The Group's operating segments are those used Internally by the Board to run the business, allocate resources and make strategic decisions.
The Group's main businesses and operating segments are the Networks business comprising Electricity Distribution, Electricity Transmission,
Gas Distribution and Other Networks; the Retail business comprising Energy Supply and Energy-related Services, and; Wholesale comprising
Energy Portfolic Managernent and Electricity Generation. Gas Storage and Gas Production.
The types of products and services from which each reportable segment derives its revenues are:
Business aiea Re;)orted segments Descriptien
Networks Electricity Distribution The economically requlated lower voltage distribution of electricity to customer premises
in the North of Scotland and the South of England )
Electricity Transmission The economically regulated high voltage transmission of electricity from generating ptant
to the distribution network in the North of Scotland .
Gas Distribution SSE's share of Scotia Gas Networks, which operotes two economically regulated gas distribution
networks in Scotland and the South of England
Qther Networks Operation of other networks and services including telecomns copacity and bandwidth, out-of-area
local netwaorks in the UK and streetlighting services in the UK and Ireland
Retail Energy Supply The supply of electricity and gas to residenticl and business custormers in the UK and Ireland
Energy-related Services The provision of energy-related goods and services to customers In the UK including electrical

cantracting, meter reading and installation, telecommunication and broadband services, boiler
maintenance and installation and the sale of electrical appliances

Wholesale Energy Portfolio Management  The generation of power from renewable and thermal plant in the UK, Ireland and Europe

and Electricity Generation and the optimisation of SSE's power and gos contracts and requirements
Gas Storage ) The operation of gas storage facilities in the UK
Gas Praduction The production and processing of gas and oil from North Sea fields

The measure of profit used by the Board is adjusted operating profit which is before exceptional items, remeasurements arising from 1AS 39
and after the removal of taxation and interest on profits fram jointly controlled entities and associates.

Analysis of revenue, operating profit, assets and other items by segment is provided below. All revenue and profit before taxation arise from
operations within Great Britain, Ireland and mainland Europe. :
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Notes on the financial statements (continued)
for the year ended 31 March

3. SEGMENTAL INFORMATION (continued)

(0} Revenue by segment

External Intra-segment Total
revenue revenue (i) revenue
2012 2012 2012
Em Em £m
Networks
Electricity Distribution 5421 3369 879.0
Electricity Transmission 177 01 117.8
QOther Networks 2L9.0 494 2984
208.8 386.4 1,295.2
Retail
Energy Supply 77873 231 78104
Energy-related Services 280.4 184.8 465.2
8,067.7 207.9 8,275.6
Wholesale
Energy Portfolio Management and Electricity Generation 22,664.2 44475 277
Gas Storage 303 519 822
Gas Production 30 99.3 102.3
22,6975 4,598.7 27,296.2
Corporate unallocated 499 264.3 314.2
Total 31,7239 5,457.3 37181.2

The comparative information for the previous financial year is shown in note 2.

(i

Stgnificant Intra-segment revenue is derived from use aof system income teceived by the Electricity Distribution business from Energy Supply; Other Metworks provide Telecoms and

other infrastructure charges e other Group companies; Energy Supply prevides Internal heat and light power supplies to ather Group companles; Energy-related Services provides
Contracting. Metering and ather services to other Group companies; Energy Portfolio Management and Electricity Generation provides power and gos to the Energy Supply segment;
Gas Storoge provide the use of Gas Storage facilities to Energy Portfolio Manogement, Gas Productian sells gas from producing North Sea fields to the Energy Portfolio Management
and Electricity Generatlon segment and corporate unallocotes provides corporate and infrastiuctuse services to the operating businesses. All are provided at arm's length basis.

Revenue within Energy Portfolio Management and Electricity Generation includes revenues fram generation plant output and the gross value
of all wholesale power and gas sales including settled physical and financial trades. These are entered into to optimise the performance of the
generation plants and to support the Energy Supply segment. Purchase trades are included in cost of sales,

Revenue from the Group’s investment in Scotia Gas Networks (SSE share being: 2012 — £454.3m; 2011 — £392.5m) is not recorded in the revenue

line in the income statement.

Revenue by geographical location is as follows:

2012 20m

£m Em

UK 31,069.7 27666.6
Ireland plus Continental Europe 654.2 667.6
31,7239 28,3342
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{b) Operating profit/{loss) by segment

2012
Adjusted Before
operating profit JCE/Associate exceptional Exceptional
reported to  share of interest  {temsand certaln  Items and certain
the Board and tax () remeasurements remeasurements Total
£m £m Em Em £m
Networks
Electricity Distribution 396.5 - 396.5 - 396.5
Electricity Transmission 737 - 737 - 73.7
Gas Distribution 234.8 {164.5) 70.3 48.5 118.8
Other Networks 321 - 321 - 321
7371 {(164.5) 5726 48.5 6211
Retail
Energy Supply 2717 - Al (20.0} 251.7
Energy-related Services 499 (0.2 9.7 (40.0) 9.7
3216 {0.2) 324 (60.0) 261.4
Wholesale '
Energy Portfolio Management and Electricity Generation 5415 (26.7) 514.8 (86%9.3) {354.5)
Gas Storage 238 - 238 (30.0) (6.2)
Gas Production 426 - 42.6 (22.0} 20.6
607.9 (26.7) 581.2 (921.3) (340.1)
Corporate unallocated (8.8) - (8.8) : - 8.8
Total 1,657.8 (191.4) 1,466.4 (932.8) 533.6

The comparative information for the previous financial year is shown in note 2.

() The adjusted operating profit of the Group is reported after removal of the Group's share of interest, fair value mavermnents on financing derivatives and tax from jointly controlled
entitles and assoclates. The share of Scotia Gas Networks Limited interest [ncludes loan stock Interest payable ta the consortium sharehclders (Included in Gas Distribution).

The Group has accounted for its S0% share of this, £33.4m (2011 - £33.4m), as finance Income {nate 7).

The Group's share of operating profit from jointly controlled entities and associates has been recognised in the Energy Portfolio Management
and Electricity Generation segment other than that for Scotia Gas Networks Limited, which is recorded in Gas Distribution, and PriDE (SERP),
which is recognised in Energy-related Services (£0.2m before tax; 2011 ~ £0.3m before tax).

{c) Capital expenditure by segment

Capital additions

Capital additions

tointangible to praperty, plant
assets  and equipment
2012 2012
£m Em
Networks
Electricity Distribution - 3475
Electricity Transmissicn - 228.7
Qther Networks - 48.0
- 624,2
Retail
Energy Supply - -
Energy-refated Services - 25.7
- 25.7
Wholesale
Energy Portfolio Manngement and Electricity Generation 539.8 664.3
Gas Storage - 51.0
Gas Production - 6.1
539.8 7214
Corporate vnallocated 0.1 105.2
Total 5399 1,476.5

The comparative information for the previous financial year is shown In note 2.
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‘I ‘I L. SSE Annual Report 2012

Notes on the financial statements (continued)
for the year ended 31 March

3. SEGMENTAL INFORMATION (continued)

Capital additions does not include assets acquired In acquisitions or assets acquired under finance leases. Capital additions to Intangible Assets
includes the purchase of emissions allowances and certificates {2012 - £503.7m: 2011 ~ £399.3m).

No segmental analysis of assets requires to be disclosed as this information is not presented to the Board.

{d) Items included in operating profit by segment

Depreclation/impairment an property,

plant and equipment

Amartisation/impalrment
of Intangible assets

Befare Exceptional Before Excepttonal
exceptional items charges Total exceptional items charges Total
2012 2012 2012 2012 2012 2012
£m Em £m . Em fm £m
Naetwaorks
Electricity Distribution 22u.6 - 2206 ) - - -
Electricity Transmission . 26.7 - 26.7 - - -
Other Networks 29.7 . - 29.7 51 - 5.1
281.0 - 281.0 51 - 51
Retail
Energy Supply - - - 3.2 - 3.2
Energy-related Services 47 300 347 01 - 01
4.7 300 347 33 - 33
Wholesale :
Energy Portfolio Management and
Electricity Generation 212.4 2751 4875 2.3 106.6 108.9
Gas Storage 8.8 - 8.8 - 300 300
Gas Production . 305 - 30.5 - 220 220
251.7 2751 526.8 2.3 158.6 1669
Corporate unollocated 244 - 24.4 28 - 238
Total 561.8 3051 866.9 13.5 158.6 1721

The comparative information for the previous financial year is shown in note 2.

The Group's share of Scotia Gas Networks Limited depreciation (2012 ~ £57.9m; 2011 - £52.3m) and amortisation (2012 - £4.8m; 2011 — £4.8m)

is not included within operating costs.

4. OTHER OPERATING INCOME AND EXPENSE

Group operating costs before exceptional itemns and certain remeasurements can be analysed thus:

2012 20Mm

£Em Em

Distribution costs 370.0 3711
Administration costs 518.0 5309
888.0 902.0

Group operating profit Is stated after charging {or crediting) the following items:

‘ 2012 2011

£m fm

Depreciation and impairment of property, plant and equipment {note 12) (i} 561.8 496.7
Exceptional impairment charges (note 5) 478.6 5249
Irmpairment of inventeries (note 17) 11 6.6
Research and development costs 1.2 8.0
Operating lease rentals (note 33) 169.9 2353
Release of deferred income in relation to capital grants and histeric customer contributions (14.7) (19.6)
{Gain) on disposal of property, plant and equipment (4.6) (5.8)
Loss on disposal of fixed asset investments 21 -~
(Gain) on disposal of businesses and subsidiaries (5.5) (10.2)
Amortisation of brand costs (note 11) 1.2 0.9
Amortisation and impairment of intangible assets {note 11) (i) 12.3 206

(I} Does not include exceptional Impalrment charges.
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Auditor’s remuneration

2012 2011

£m Em

Statutory audit services — audit of the Group’s accounts 0.3 03
Statutory audit of subsidiary accounts 0.7 0.7
Audit of parent and subsidiary entities . 1.0 1.0
Tax services 01 0.2
Other services . 01 0.1

Tax service fees incurred in the year were £0.1m (2011 - £0.2m). Other service fees include fees Incurred in refation to regulatory accounts and
returns required by Ofgem. A description of the work of the Audit Committee is set out on page 72 and includes an explanation of how auditor
objectivity and independence is safequarded when non-audit services are provided by the auditers,

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 not been disclosed as the information is required instead to be disclosed on a consolidated basis.

5. EXCEPTIONAL ITEMS AND CERTAIN REMEASUREMENTS

(i} Exceptional items .
In the year to 31 March 2012, the following exceptional items were recorded:

Impairment of Generation-related assets arising from changing market conditiens. Exceptional charges have been recognised in retation

to the impairment of goodwill (£19.3m), property, plant and equipment (£275.1m), current receivables (£5.0m), held for sale assets (£9.9m) and
intangible assets (£87.3m)}, in relation to Generatien-related assets.

These were fecognised as a result of the long-term view of spark spreads at Medway and Keadby, which will change the way the plants are
operationally configured. In oddition, further impairment charges in respect of the station running hours at Ferrybridge and In respect of the
future prospects for the European wind portfolio were recognised. Carbon dioxide emissions allowances intangible assets purchased to cover
the future emissions liabilities at the Group's thermal plants have been impaired based on current market prices.

Impairment of Other assets. Exceptional charges have been recognised in relation to goodwill (£30.0m, note 14), property, plant and equipment
(£30.0m) ond intangible assets (£22.0m). These were recognised following the goodwill impairment review of the Gas Storage CGU and as a
result from changing operational conditions and updated development expectations associated with legacy Metering assets and North Sea
exploration assets.

Provisions for onerous contracts, restructuring and other liabilities, Exceptional charges have been recognised in relation to commodity
contracts associated with thermat Generation assets (£37.4my). In addition, costs associated with Retail restructuring and other charges and
the impairment of other financial assets (£35.6m} have been recognised as exceptional in the year.

Changes in UK corporation tax rates. The Emergency Budget on 22 June 2010 anncunced that the UK corporation tax rate would reduce from
28% to 264% over a period of four years from 2011. The first changes from 28% to 27% and, after the March 20711 Budget, accelerated to 26% had
been substantively enacted and applied by 1 April 2011, The March 2012 Budget confirmed a further acceleration of the reduction in rate to 24%
effective from 1 April 2012, this being substantively enacted on 26 March 20112, with a revised rate of 22% expected to be enacted by 2014.

These changes will reduce the Group’s future current tax charge accordingly. As the rate change to 24% has been substantively enacted it has the
effect of reducing the Group’s net deferred tax liabilities recognised at 31 March 2012 by £45.7m (2011 — £49.4m). It has not yet been possible
to guantify the full anticipated effect of the announced further 2% rate reduction due to legisiation not being enacted, although this will further
reduce the Group’s future current tax charge and reduce the Group's deferred tax liabilities/assets accordingly.

1n addition, in the previous year, the March 2011 Budget increased the rate of supplementary corporation tax (SCT) from 20% to 32%. This had been
substantively enacted on 29 March 2011. This had the effect of increasing the Group’s deferred tax liabilities and assets in relation to the Group’s
Gas Praduction business to which this supplementary tax applies. The impact on the Group's net deferred tax liabilities was an increase of £31.7m.
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Notes on the financial statements (continued)
for the year ended 31 March

5. EXCEPTIONAL ITEMS AND CERTAIN REMEASUREMENTS (continued)
In the year to 31 March 2011 the following exceptional items were recorded:

Impairment of thermal and renewable generation portfolio assets arising from changing market conditions. Exceptional charges were
recognised In relation to the impairment of goodwill (E42.5m), property, plant and equipment (E442.7m), development intangible assets (£39.7m)
and finandial assets (£7.6m). In addition, refated net credits of £10.6m were recognised, including £8.8m relating to finance costs.

These were recognised as a consequence of changing regulatory and economic conditions, in particular, () 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; {ii) the
consequential impact on the ash remediation plant at Fiddler's Ferry, {iii) changes in the economic prospects of certain older, less flexible thermal
plants, and, (iv) the decision to concentrate continental Europe wind generation activities on the Sweden and Netherlands markets.

Impairment of Investments in Associates. Exceptional impairment charges were recognised in relation to the Group’s investments in Barking
Power Limited and Derwent Cogeneration Limited following the expiry of long-term power purchase agreements at both stations. [n addition,
certain other investments were impaired. The combined impairment charges were £76.3m net of deferred tax.

(i} Certain remeasurements
Certain remeasurements arising from IAS 39 are disclosed separately te aid understanding of the underlying performance of the Group.
This category includes the movernent on derivatives as described in note 31.

{iii) Taxation
The Group has separately recognised the tax effect of the exceptional items and certaln remeasurements summarised above.

These transactions can be summarised thus:
2012 201

£m Em

Exceptional items (j}
Impairments and other charges:
Impairment of Generation assets arising from changing market cenditions (396.6) (521.8)

Impairment of Other assets . (82.0)
Provisions for onerous contracts, restructuring and other liabilities (73.0) -
Impairment of Investments in Associates (share of result, net of tax) - (76.3)
Share of effect of change in UK corporaticn tax on deferred tax liabilities and
assets of associate and joint venture investments ' 420 36.3
{509.6) {561.8)
Certain remeasurements (i}
Movement on operating derivatives (note 31) (433.7) 1.461.8
Movement on financing derivatives {note 31) (89.5) {44.4h)
Share of movement on derivatives in jointly controlled entities (net of tax) . 10.5 4.2
(512.7) 1,421.6
Exceptional items before taxation (1,022.3) 859.8
Exceptional iterns (iii}
Effect of change in UK corporation tax rate on deferred tax lichilities and assets 45.7 494
Effect of change in UX supplementary corporation tax rate - (31.7)
Taxation on other exceptional items 137.4 126.1
1831 143.8
Taxation on certain remeasurements 136.5 (396.2)
Taxation ' 319.6 (252.4)

Exceptional items after taxation {702.7} 6074
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6. DIRECTORS AND EMPLOYEES

() Staff costs

Consolidated

2012 2011
£m £m
Staff costs:
Wages and salaries 614.7 609.4
Social security costs 62.2 631
Share-based remuneration {note 30) 13.5 9.9
Pension costs (note 29) 56.9 546
7a1.3 7370
Less: capitalised as property, plant and equipment .{123.2) {108.6)
6241 628.4
EmpIOyee numbers: Consolidated Company
2012 0m 2012 201
Number Number Numbar Number
Numbers employed at 31 March 19,489 20,249 3 3
The average number of people employed by the Group (including Executive Directors) during the year was:
i Consolidated Company
2012 20m 2012 201
Number Number Numbar Number
Metworks
Electricity Distribution 2,085 2,054 - -
Electricity Transmission 201 85 - -
Other Networks 361 4 - -
2,647 2,380 - -
Retail
Energy Supply 6,389 7083 - -
Energy-related Services 7,203 7386 - -
13,592 14,469 - -
Wholesale
Energy Portfolio Management and Electricity Generation 1,370 1368 - -
Gas Storage . 86 38 - -
Gas Production 4 - - -
1,460 1,456 - -
Corporate unallocated 1,948 1961 4 4
Tota! 19,647 20,266 4 4

The costs associated with the employees of the Company, who are the Executive Directors of the Group, are borne by Group companies.

No amounts are charged to the Company.

(ii) Directors’ remuneration and interests

Information conceming Directors' remuneration, shareholdings. options, long term incentive schernes and pensions is shown in the Remuneration
Report on pages 75 to 86, 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.
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Notes on the financial statements (continued)
for the year ended 31 March

7. FINANCE INCOME AND COQSTS

Recognised in income statement

2012 2011
Before Exceptional Before Exceptional
axceptional Itemsand certaln exceptional  items and certain
items and certain remeasurements jterns and certgin remeasurements
remaeasurements {note 5) Total remeasurements (note 5) Tetal
Em £m £m fm Em £m
Finance income: :
Return on pension scheme assets 147.4 - 147.4 1419 - 1419
Interest income from short term deposits 2.0 - 20 27 - 2.7
Other interest receivable:
Scotia Gas Networks loan stock 334 - 33.4 134 - 334
Other jointly controlled entities and associates 238 - 238 231 - 231
Other receivable 43.5 - 43.5 491 - 491
100.7 - 100.7 105.6 - 105.6
Total finance income 2501 - 2501 250.2 - 250.2
Finance costs:
Bank loans and overdrafts (25.0) - (25.0) (58.1) - (58.1)
Other loans and charges (280.3) - (280.3) (247.1) 8.8) (255.9)
Interest on pension scheme liabilities (145.8) - (149.8) (150.2) - {150.2)
Notional interest arising on discounted provisions (7.8) - (7.8) {4.3) - 4.3}
Finance lease charges - {38.4) - (38.4) (39.7) - {39.7)
Foreign exchange translation of monetary assets
and liabilities (0.3) - (0.3) (13.2) - (13.2)
Less: interest copitalised (i) 75.9 - 759 59.5 - 59.5
Total finance costs (425.7) - (425.7) (453.1) (8.8) (461.9)
Changes in fair value of financing derivative assets ' :
or liabilities at fair value through profit or foss - {89.5) (89.5) - {bh.4) (4d.4)
Net finance costs - {175.6) (89.5) {265.1) {202.9) (53.2) (256.1)
Finance income 250.1 - 2501 250.2 - 250.2
Finance costs (425.7) (89.5) (515.2) (453.1) (53.2) (506.3) .
Net finance costs {(175.6) {89.5) (265.1) (202.9) {53.2) (256.1)
@ The capitalisation rate applied in determining the amount of berrowing costs to capitalise in the period wes 5.36% (2011 - 5.74%).
Recognised in equity
2012 20M
£m £m
{toss)/gain on effective portion of cash flow hedges () (15.3) 323
Share of jointly controlled entity/associate (loss) on effective portion of cash flow hedges (i) (20.8) [UR)]
(36.1) 28.2

() Before deduction of tax *
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Ad)usted net finance costs are arrived at after the following adjustments:

2012 2013
£m £m
Net finance costs (265.1) (256.1)
(odd)/less:
Share of interest from jointly controlled entities and associates:
Scotia Gas Networks loan stock (33.4) (33.4)
Other jointly controlled entities and associates " {113.1) (106.5)
(146.5) (139.9)
Exceptional charges - 8.8
Movement on financing derivatives 89.5 44.4
Adjusted finance income and costs (322.1) (342.8)
{addMless:
Return on pension scheme assets (147.4) (141.9)
Interest on pension scheme llabllities 149.8 150.2
Notional interest arising on discounted provisions 78 43
Finance lease charges 38.4 397
Hybrid coupon payment (note 28) (65.5) -
Adjusted finance income and costs and hybrid coupon payments for interest cover calculations 1(339.0) {290.5)
8. TAXATION
Analysis of charge recognised in the income statement:
2012 201
Bafore Excaptional Before Exceptional
exceptional itemsand certain exceptional  Items and certain
items and certain remeasurements Iltemns and certaln  remeasurements
ramsasurements {note 5) Total remeasurements {note 5) Total
£m £m £m fm Em £m
Current tax
UK corporation tax 224.2 (16.9) 207.3 270.2 - 270.2
Adjustments in respect of previous years (22.3) - (22.3) (25.0) - {25.0)
Total current tax 2019 (16.9) 185.0 245.2 - 245.2
Deferred tax
Current year 93.3 (257.0) (163.7) 60.8 2347 2955
Effect of change in tax rate - {45.7) {45.7) - 17.7 127
Adjustments In respect of previous years 29.6 - 29.6 48.8 - 48.8
Total deferred tax 1229 (302.7) {179.8) 109.6 252.4 3620
Total taxation charge 324.8 (319.6) 5.2 3548 252.4 607.2
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Notes on the financial statements (continued)
for the year ended 31 March

8. TAXATION (continued)

The charge for the year can be reconciled to the profit per the Income statement as follows:

2012 C 2012 20m 2011
£m % £m %
Group profit before tax 268.5 2.7 .
Less: share of results of -assoclates and jointly controlled entities {139.4) (64.9}
Profit hefore tax 1291 2,046.8
Tax on profit on ordinary activities at standard UK corporation tax rate of 26%
{2011 - 28%) 336 26.0 5731 280
Tax effect of:
Change in rate of UK corporation tax ) (45.7} (35.4) (69.4) (2.4)
Change in rate of UK supplementary corporation tax - - 37 1.5
Expenses not deductible for tax purposes 16.8 13.0 276 1.3
Impact of supplementary corporation tax 227 : 17.6 2.2 0.1
Non taxable income - - (4.3} 0.2)
Impact of foreign tax rates and foreign dividends {3.8) {2.9) 6.4 03
AdJustments to tax charge In respect of previous years 7.3 57 23.8 1.2
Hybrid capital coupon payments (16.6} (12.9) - -
Consortium relief not paid for (8.5) {6.7) (9.0) (0.4)
Other items {0.5) (0.4) 51 0.3
Group tax charge and effective rate 5.2 4.0 607.2 29.7
The adjusted current tax charge is arrived at after the following adjustments:
2012 . 2012 201 201
£m % £m %
Total taxation charge 5.2 4.0 607.2 29.7
Effect of adjusting items (see below) - (3.6) - 16.6
Total taxation charge on adjusted basis 5.2 0.4 807.2 46.3
add/(less):
Share of current tax from Jointly controlled entities and associates 11.5 09 23.0 1.8
Exceptional items 1831 137 143.8 1.0
Tax on moverment on derivatives 136.5 10.2 (396.2) (30.2)
Deferred tax (excluding share of jointly controlled entities) (122.9) (9.2) (109.6} 8.4)
Adjusted current tax charge and effective rate 2134 16.0 268.2 205
The adjusted effective rate is based cn adjusted profit before tax being: 2 »
12 1
£Em £m
Profit before tax 268.5 2117
add/{less):
Exceptional items and certain remeasurements 1,022.3 (855.8)
Share of tax from jointly controlled entities and assoclates 44.9 58.2
Adjusted profit before tax 1,335.7 1,310.1
Tax {credit)/charge recognised directly in equity
2012 2011
Em fm
Relating to:
Pension scheme actuarial movements (30.3) 79
Cash flow and net investment hedge movements .7 71
Share-based payments - 06
(26.6) 15.6

All tax recognised directly in equity Is deferred tax.
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9. DIVIDENDS

2
3
Ordinary dividends ] g
Year ended Year ended .
31 March 2012 Settlod 31 March 2013 Settled
Total via serip Pence per Total via scrip Pence per
£m £m Ordinary Share . fm £m Ordinary Share
Interim — year ended 31 March 2012 - 224.8 76.3 24.0 - - -
Final — year ended 31 March 2011 4921 119 52.6 - - -
Interim - year ended 31 March 2011 - - - 2083 61.7 224 "
Final - year ended 31 March 2010 - - - 4515 84.4 49.0 §
716.9 88.2 659.8 1461 2
The final dividend of 52.6p per Ordinary Share declared in the financiot year ended 31 March 2011 (2010 — 49.0p} was approved at the Annual
General Meeting on 21 July 2011 and was paid to shareholders on 23 September 2011, Shareholders were able to elect to receive Ordinary Shares
credited as fully peid instead of the cash dividend under the terms of the Company's scrip dividend scheme,
An interim dividend of 24.0p per Ordinary Share (2011 — 22.4p) was declored and paid on 23 March 2012 to those shareholders on the 35E plc e~
share register on 27 January 2012, Shareholders were able to elect to receive Ordinary Shares credited as fully paid instead of the interim cash 3
dividend under the terms of the Company’s scrip dividend scheme. 3
n
The proposed final dividend of 56.1p per Ordinary Share Is subject to approval by shareholders at the Annual General Meeting and has not been 95
included as a liability in these financial statements. 2
L]
10. EARNINGS PER SHARE
Basic earnings per share v
The calculation of basic eamings per Ordinary Share at 31 March 2012 is based on the net profit attributable to Ordinary Shareholders and a "-;
weighted average number of Ordinary Shares outstanding during the year ended 31 March 2012, All earnings are from continuing operations. 3
. 8
Adjusted earnings per share §
Adjusted earnings per share has been calculated by excluding the charge for deferred tax, items disclosed as exceptional, and the impact 3
of certain remeasurements as described in note 5. 5
L3
Vear ended Year ended
Year ended 31 March 2012 Year ended 31 March 2011
31 March 2012 Earnings 31 March 2011 Earnings E::'
Earnings per share Earnings per share B
£Em pance . fm pence %
Basic 197.8 211 1,504.5 162.2 €
Exceptional items and certain remeasurements {note 5) 702.7 74.9 (607.4) (65.5) 3
Basic exclucing exceptional items and certain remeasurements : 900.5 96.0 8971 96.7 2
Adjusted for:
Deferred tax (note 8) 122.9 131 109.6 1.8
Deferred tax from share of jointly controlled entities and associates results 33.4 3.6 35.2 38 -
Adjusted 1,056.8 127 1.041.9 123 g
a,
s
Basic 197.8 211 1,504.5 162.2 &
Dilutive effect of outstanding share options - - ) - (0.2) z
Diluted 1978 211 1,504.5 162.0 2
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Notes on the financial statements (ontinued)

for the year ended 31 March

10. EARNINGS PER SHARE (continued)

The weighted average nurnber of shares used in each calculation is as follows:

31 March 2012

31 March 2011

Numbar of Nurmber of
shares shares
{millions) {millions}
For basic and adjusted earnings per share 9378 9276
Effect of exercise of share options 1.5 11
For diluted earnings per share 939.3 9287
11. INTANGIBLE ASSETS
Consolidated
Allowances and Development Other
Goodwill certificates assets Brands Intanglbles Total
£m fm £m Em Em Em
Cost:
At 1 April 2010 726.3 229.7 2641 n.a 63.4 1,295.3
Additions 38 399.3 29.6 - 1.3 4340
Acquisitions (note 16) 399 - 36.4 - - 96.3
Transfer to Property Plant and Equipment (note 11) - - (3.8) ' - - (3.8}
Transfer to Assets Held For Sale {note 16) - - (10.7} - - (10.7)
Disposalsfutilised - (287.0) (0.6) - - (287.6)
Exchange adjustments. (42.2) - (11.5) - (eh] {53.6)
At 31 March 201 7278 3420 3235 1.8 64.8 1,469.9
Additions - 503.7 36.1 - 01 539.9
Acquisltions (note 16) 03 - 36 - - 39
Transfer to Property Plant and Equipment (note 12) - - (52.5) - - (52.5)
Disposals/utilised - {391.7) - - - (391.7}
Exchange adjustments (8.8) - (2.5) 0.2) (2.9 (14.2}
At 31 March 2012 719.3 454.0 308.2 1.6 62.2 1,555.3
Aggregate amortisation and impairment:
At 1 April 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) - {39.7) - - (82.2)
At 31 March 2011 {42.5) {16.4) {62.1} (6.7) (43.5) (171.2)
Charge for the year - - (2.3 (1.2) (10.0) (13.5)
Exceptional impairment (note 5) (49.3) (71.9) (37.4) - - {158.6)
At 31 March 2012 (91.8) (88.3) (101.8) (7.9) (53.5}) {343.3)
Carrying amount:
At 31 March 2012 627.5 365.7 206.4 3z 8.7 1,212.0
At 31 March 2011 685.3 3256 261.4 5.1 213 1,298.7
At 1 April 2010 726.3 2133 256.8 60 25.4 1,227.8
The Company does not hold intangible assets.
Intangible assets have been analysed as current and non-current as follows: 2012 0
1 20m
£Em £m
Current 365.7 325.6
Non-current:
Goodwill 627.5 685.3
Other 2188 2878
1,212.0 1,298.7




123

(a) Impairment review of goodwill and basis of other impairment reviews i
Goodwill is allocated to those cash-generating units (CGUs) expected to benefit from the respective business combination for impairment testing
purposes. Certain goodwil! valuations have changed In the current year following retranslation.

A summary of the goodwill allocated te CGUs and the Group's opercting segments is presented below:

2012 20m

Cash-generating unlit Qparating Segment £m £m
Ireland wind farms Energy Portfolio Management and Electricity Generation 1531 159.9
UK wind farms Energy Portfolio Monagement and Electricity Generation 199.9 199.9
European wind farms Energy Portfolio Management and Electricity Generation - 20.3
UK Supply Energy Supply 187.0 187.0
UK Generatlon Energy Portfolio Management and Electricity Generation - 101 101
Gas Storage Gas Storage 26.2 56.2
Exploration and Production Gas Production 381 381
Other Networks (i} Other Networks 10.6 11.3
Energy-related Services (i) Energy-related Services 2.5 25
627.5 685.3

(I} Represents goodwill balances related to acquisitions of Telecoms, Streetlighting (Dther Networks) and Contracting businesses {Energy-reloted Services). The amount of goodwlll
15 ot significant compared to the oggregate carrying value of the business units or the aggregate value of goadwill heid by the Group. Follawing review, it is concluded that no
impairment Is required.

The recoverable amount of the UX Supply, Gas Storage and Exploration and Production CGUs is determined by reference to value-in-use calculations,
The impairment review of the UK Generation CGU has been discontinued and is commented upon below. The value-in-use calculations use, as a
starting point, pre-tax cash flow projections based on the Group's five year business mode! as approved by the Board. The Group's business model
is based on past experience and reflects the Group’s forward view of markets, prices, risks and its strateglc objectives. Commeodity prices used are
based on observable market data and, where this Is not available, on internal estimates.

The recoverable amount of the various wind farm CGUs is based on the fair value less costs to sell methodology. The basis applied has been
deemed appropriate as it is consistent with the way in which the economic value of the individual CGUs are assessed by manegement and would
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 identified CGUs (Ireland wind farms, UK wind farms, European
wind farms) share many of the same risk factors and are discounted accordingly.

The key assumptions used for the main value-in-use calculations are as follows:

2012 and 201

maz2 2om Cash flow

Discount rate Discountrate  grojection petiod

Cash-generating unit Operating Segmant (%} (%) (years)

Irefand, UK and Europe wind farms  Energy Portfolio Management and Electricity Generation 7.0%-9.0% 7.0%-9.0% 25
{onshore and offshore)

UK Supply Energy Supply 8.3% 8.3% 5

UK Generation {excluding wind} Energy Portfolio Management and Electricity Generation 8.3% 8.3% 15

Gas Storage Gus Storage 8.3% 8.3% 20

Exploration and Production Gas Production 8.0%-10.0% 8.0%-10.0% Life of field

Management have determined the pre-tax cash flows of each CGU based on past performance and its expectations of morket development.
Further detail on how the cash 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 operating segmenits. The discount rates used have been benchmarked against externally
published rates used by comparable quoted companies operating in the respective market sectors. The recovereble amount derived from the
value-in-use calculation is compared to the carrying amount of each CGU to determine whether the respective CGUs require ta be impaired.

Specific comments on the key value-In-use and fair value less costs to sell calculations for the maln CGUs and the results of the tests conducted follow:

All wind farm CGUs

For goodwill impairment testing purposes, the significant wind farm CGUs were established following the acquisition of the SSE Renewables
(formerly Airtricity) business in 2008, In order to assess the respective recoverable amounts against ar appropriate carrying value, goodwlll was
allocated to the main geographic regions in which the business operates. The established CGUs (Ireland, UK, rest of Europe) have subsequently
been assessed by considering the specific market attributes of those regions. Currency cash flows are set at the exchange rate at the time the
impalrment test Is conducted. Aslde from these specific market factors, the basis of review of the respective CGUs is Identical.
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~Notes on the financial statements (continued)
for the year ended 31 March

11. INTANGIBLE ASSETS (continued)

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 portfolic phase. These development projects are those which have not received consent
or have not concluded all environmental or planning studies and as a consequence the associated cash flows have been probability 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 en market infermation, where available, continuing government support for wind ROCs and internal model assumptions.

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 thelr life cycle and on delivery of projects in the development pipeline.

Outcome of tests

The recoverable amounts of the UK and Ireland wind farm CGUs, following the impairment of £20.3m of property, plant and equipment and
Intangible development assets in the Ireland CGU, exceeded the respective carrying values 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 fair value less costs-
to-sell would not cause a change to the cenclusion reached,

Following review of the economic prospects in relation to the European portfolio, including developments In Italy, Portugal, Sweden and Germany,
the goodwill associated with the CGU has been fully impaired. Accordingly, an exceptional charge of £19.3m has been recognised (note 5).

UK Supply .

Goodwill carried in relation to the acquisition, in 2001, of the Swalec supply business is attributed to the Group’s UK retail electricity and

gas supply business CGU. The activities within CGU equate to the new energy supply reportable segment with the exception of the Airtricity
supply business in Ireland. Margins assumed in the value In use calculations are based on current contractual terms and historic 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 custorer numbers Is moderate over the forecast perlod and cash outflows associated with
increased customer service are incorporated accordingly. This growth rate is supported by reference to both past performance and management
expectation, Margin assumptions also take account of forward wholesale energy price curves for both electricity and gas.

Outcome of test

The recoverable amount of 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, reasonably possible changes in the key assumptions applied in assessing the value-in-use would
not cause a change to the conclusion reached.

UK Generation (excluding wind}

Goodwill of £10.1m Is carrled by the Group in relation to acquired deferred tax temporary differences. No other goodwill balances related to the
previously identified UK Generation CGU were held at March 2011 and March 2012. The operational plants in Energy Portfolio Management and
Electricity Generation are operated as part of the Integrated business segment, An impairment review of goodwill is not necessary In the year to
March 2012, and consequently the Group's measurement on the CGU basis applied in previous years on the projected cash flows of the main UK
Generation plants has been discontinued. Instead, all plants exhibiting indications of impairment have been reviewed independently to derive
the extent of any potential Impairment (see note 12).

Gas Storage

Goodwill was recognised on the acquisition of the Hormsea gas storage facility in 2003, 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 te the end of the assets’ expected economic lives, This longer period Is necessary due to
the long-term infrastructure nature of these assets but will consequently introduce less certainty into the valuation process. Assumptions en
margin for the business plan period are based on expected demand for 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.

Outcome of test

The review indicated that the prospects in the medium term for the CGU had been impacted by lower volatility in the gas market and lower
demand for gas from generating plants. As o consequence, an impairment charge of £30.0m has been recognised against the value of goodwill
held. There is an inherent uncertainty in the valuation process but reasonably possible changes in the key assumptions applied In assessing the
value-in-use may potentially require further Impairment. The impact of these changes is dependent upon a number of factors but reasonably
possible changes could further impair the remaining goodwill balance of £26.2m.
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Exploration and Production

Goodwill was recogrised on the purchase of North Sea assets in 2011 (note 16). On acquisition, goodwill was attributed to three cash generating
units being the three main field development areas. Indications of impairment at asset/field level are investigated seporntely All goodwill derived
from the recegnition of deferred tax temporary liabilities.

The impairment test assumptions are based on forward prices of gas or oil, timing of cash flows including capital and abandonment costs,
reserves information and discount rates.

Outcome of test

Following impairment charges relating to a development field in the Lomond/Everest CGU, 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 inberent uncertainty,
reasonably possible changes in the key assumptions applied in assessing the recoverable amount would not cause a change to the test outcome.

(b) Otherintangible assets

{i} Allowances and Certificates
Allowances and Certificates consist of purchased carbon emissions allowances and generuted or purchased renewable obligations
certificates (ROCs). In the year to 31 March 2012, the Group recognised an exceptionat impairment charge of £71.9m against the value of
carbon emissions allowances held fallowing the impairment reviews of its thermal generation assets and the economic prospects for those
plants. See also note 5.

(i) Development assets
Development costs relate to the design, construction and testing of thermal networks and renewable generation sites and devices, including
wind farms, which the Group believes will generate probable future economic benefits. Costs capitalised as development intangibles assets
include optiens over land rights, planning application costs, environmental impact studies and other costs incurred in bringing wind farm and
other generation and network developrnent projects to the consented stage. These may be costs incurred directly or at a cost as part of the
fair value attribution on acquisition. Development assets also Includes the Group's exploration and evaluation expenditure in retation to
exploration wells in its Gas Production business.

At the point the development reaches the consent stage and Is approved for construction, the carrying value is transferred to Property, Plant
and Equipment {note 12}, At the point 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. Exceptional impairment charges of £37.4m were recognised in relation to
an offshore wind development praject and prospective oil exploration field following review of its future development prospects. In the prior
year, an exceptional charge was recognised in relation to European Wind Farms (£39.7m). Both years’ |mpu|rments are commented in more
detail at note 5.

{ii) Brands
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.

{iv) Other 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. Amortisation is over the shorter of the contract term o five years.
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Notes on the financial statements (continued)

for the year ended 31 March

12. PROPERTY, PLANT AND EQUIPMENT

Consolidated
Power (as storage and Network and Vehicles and
generation production Land and Metering miscellaneous
assets {) assets {i} buildings assets equipment Total
Em £m Em £m £Em - Em
Cost:
At 31 March 2010 5,424.6 376.9 2478 . 5,670.7 273.2 11,993.2
Additions 5547 526 124 489.5 50.3 1,159.5
Acquisitions (note 16) 639 305.2 19.5 - - 388.6
Change in decommissioning asset values 327 - - - - 327
Transfer from Intangible assets (note 11) (iii) 38 - - - - 38
Transfer to held for sale (253.6) - - - - {253.6)
Disposals (73.2) - {0.8) (0.7) (31 (77.8)
Exchange rate adjustments (72.0) - - - - (72.0}
At 31 March 2011 5.680.9 7347 2789 6,159.5 3204 13174.4
Additlons 646.0 57.0 181 636.0 119.4 1.476.5
Transfer from intangible assets (note 11) (i} 525 - - - - 52.5
Disposals ) 0.2 - (2.6) 0.4) (35.4) (38.6)
Transfer between categories 3.2 - - (7.5} 4.3 -
Exchange rate adjustments (28.8) - - - (2.0) (30.8}
At 31 March 2012 6,353.6 791.7 294.4 6,787.6 406.7 14,634.0
Depreciation:
At 1 April 20010 1,257.8 523 373 2,2609 180.7 3,789.0
Charge for the year 176.3 14,2 73 279.9 15.0 496.7
Exceptional impairments (iv) 4427 - - - - 4427
Transfer to held for sale (48.7) - - - - 48.7)
Disposals (13.3) - {0.8) n (31 (17.3)
Exchange rate adjustments (.1 - - - - (1.1)
At 31 March 2011 1.813.7 66.5 438 . 2,540.7 156.6 4,661.3
Charge for the year 209.7 393 76 2817 235 561.8
Exceptional impairments (iv) 2754 - - 300 - 3051
Disposals (0.2 - (1.8) (0.4) (33.6) (36.0}
Exchange rate adjustments {10.0) - - - (1.3) (1.3}
At 31 March 2012 2,288.3 105.8 496 2,8520 185.2 5,480.9
Consolidated
Power  Gas storage and Vehicles and
generation production Land and Network miscellaneaus
assets {I) assets (i} buildings assets equipment (i) Tatal
im Em £m Em Em Em
Net book value
At 31 March 2012 4,065.3 685.9 2448 3,9356 2215 9,153.1
At 31 March 2011 3,867.2 668.2 2351 36188 123.8 8,513.1
At 1 April 2010 4,166.8 3246 210.5 3,409.8 925 8,204.2

(i) Power generation ossets comprise thermal and renewable generating stations, related buildings, plant end machinery ard include all hydro civil and operating wind farm assets.

The net book value aof generation assets includes decommissioning costs with a net book value of £37.6m (2011 ~ £62.3m).

(I) Gas storage and production assets include decommissioning costs with a net book value of £68.6m (2011 - £81.7m).

{iit) Represents the carrying value of development assets teansferred from Intangible assets (nate 11) which heve reached the consent stage and have been approved for constructton.

{Iv) Assets displaying indications of impalrment, such as the Keadby ond Medwaoy gos-fired power stations, are Impairment reviewed ynder the value-in-use methedology (sce poge 107

for explanction of key accounting judgemments).

The current year property, plant and equipment impairment charges in relation to the Keadby and Medway gas-fired power stations assumes the current over-capoaty in the power
genetation market will decrease following the closure of plants in the latter part of the current decade, with S5E's refurbished plants returning to merit ot that point. Assumptions on market
prices are made by reference ta forward market prices and published market estimations, where avallable. ond to Internal model inputs beyond the observable period. Prices forecast
include wholesale power prices and input casts such as wholesale gas prices. caol and ol prices as well as carbon emissiens costs. Forecasts of avaitability and efficiency are based on
monagement expectation and past performance. The discount rates applied was a pre-tax real rate of B.3%, Total exceptional impairment of £305.1m (2011 - £447.7m) were recognised.




127

At the balance sheet date the cumulative amounts capitalised in respect of assets in the course of construction were as follows: =
L3
2012 201, 2
£m Em *
Power generation assets 5601 647.0
Gas storage and production assets 171 1204
Network and metering assets 3771 188.2
Corporate assets 64.6 5.7
1,172.9 961.3
by
The Company does not hold any property, plant or equipment, E‘
b
Included within property. plant and equipment are the following assets held under finance leases:
Power Vehicles and
generation Network miscellaneous
assets assets equipment Total
£m Em Em Em
Cost g
At 1 April 2010 and 1 April 2011 3878 5.0 70 399.8 =
Additions - - - - B
At 31 March 2012 387.8 5.0 - 70 399.8 ]
a
3
Depreciation
At 31 March 2010 - 1.3 5.0 70 233
Charge for the year 18.5 - - 18.5
At 31 March 2011 29.8 5.0 70 41.8 w
Charge for the year 18.% - - 18.5 5
]
At 31 March 2012 48.3 5.0 70 60.3 g
]
Net book value g
At 31 March 2012 339.5 - - 339.5 §
o
At 31 March 2011 358.0 - - 3580
At 1 April 2010 376.5 - - 376.5 -
13. BIOLOGICAL ASSETS g
=)
The Group owns 2,394 hectares of forest land including planted trees. The living trees are accounted for as biotogical assets and are subject §
to revaluation each year. 8
20m 3
£Em
At ¥ April 2011 - _ 4.4
Changes in fair value assumptions (1.0)
At 31 March 2012 34

The pre-tax discount rate used in determining the feir value in 2012 was 8% (2011 — 8%), A 2.0% decrease/(increase} in the discount rate would
increase/{decrease) the fair value of biological assets by approximately £0.5m (2011 — £0.6m). No trees were harvested during the year, however
changes to other foir volue assumptions led to a £1.0m reduction in value. The Company does not hold any biological assets.
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Notes on the financial statements (continued)
for the year ended 31 March

4. INVESTMENTS

{a} Associates and Joint Ventures

Consolidated

Equity Loans
SGN ICEs Assoclates Equity tetal SGN ICEs Assoclates  Loans total Total
Em £m £m £m £m £m £m £m £m
Share of net assets/cost
At 31 March 2010 155.4 2640 215.8 635.2 2669 6573 463 970.5 11,6057
New equity investments - 240 176.3 200.3 - - - - 200.3
Increase in shareholder loans - - - - - 1998 4.6 204.4 204.4
Repayment of shareholder loans - - - - - (13.3) - {13.3) (13.3)
Conversion of loan to equity - - 370 37.0 - C - (37.0) (37.0) -
Transfer to Held For Sale - 63.7) - (63.7) - - - - (63.7)
Dividends received (30.0) (26.5) (25.2) (81.7) - - - - (81.7)
Share of profit after tax 74.5 56.0 (65.6} 64.9 - - - - 64.9
Share of other reserves adjustments (8.9} (5.2} - (14.1) - - - - (14.9)
Disposal - (13.7) - {13.7) - - - - (13.7)
Exchange rate adjustments - {3.4) .- (3.4) - - - - (3.4)
At 31 March 2011 191.0 2315 3383 760.8 2669 8438 139 1,1246 1,885.4
New equity investments - 25.5 130.0 155.5 - - - - 155.5
Increase in shareholder loans - - - - - 1289 9.7 138.6 138.6
Repayment of shareholder loans - - - - - (20.4) (5.5} (25.9) (25.9)
Conversion of loan to equity - 35.4 - 35.4 - (35.4) - (35.4) -
Disposal of shareholder loan - - - - - - 0.0 {10.0) {10.0)
Transfer to Held For Sale - (7.5) - (7.5) - - - - (7.5)
Dividends received (65.0) 8.0 (38.4) (111.4) - - - - {111.4)
Share of profit/{loss) after tax 118.8 241 {3.5) 139.4 - - - - 139.4
Share of other reserves adjustments {12.2) (3.2) - (15.4) - - - (15.4)
Disposal - (12.1} (26.5} {38.6) - - - - (38.6)
Exchange rote adjustments - (6.5) - (6.5) - - - - (6.5)
At 31 March 2012 2326 279.2 3999 911.7 266.9 916.9 8.1 11919 21036

The investment in Scotia Gas Networks (SGN) is disclosed separately to aid understanding of the Group's financial performance.

On 21 Dec 2012, the Group disposed of a portfalio of investrnents to EEF Consortium SPV Ltd in return for cash consideration of £16.4m and
a 49.5% share in the Environment Energies Fund Limited partnership. In addition, the Group disposed of its investment in the NuGen Limited
venture and diluted its investment in Onzo Limited. In combination, total proceeds of £40.0m were received, of which £23.5m was cash, and
a loss on disposal of £2.7m was recognised, Further consideration will potentially be received subject to certain contingent events.

Company Equity Laans
Qther Other
ICEs and JCEs and
SGN Associates  Equity total SGN Assaciates  Loans total Totat
£m £m £m tm £m £m £m
Share of net assets/cost ]
At 31 March 2010 190.0 17.0 2070 266.9 568.4 835.3 1,042.3
Increase In shareholder loans - - - - 194.2 194.2 194.2
Disposal - (17.0) {17.0) - - - {17.0)
At 31 March 2011 190.0 - 190.0 266.9 7626 11,0295 1,219.5
Increase in shareholder loans - - - - 1189 118.9 118.9
Repayment of shareholder loans - - - - (8.4} (8.4) (8.4)
At 31 March 2012 190.0 - 190.0 266.9 873.1 141400  1,330.0
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Details of the principal jointly controlled entities, operations and associates are as follows: )
m
31 March 2012 31 March 2071 5
Country of Incorporation Helding % Holding %  Principal actlvity *
Jointly Controlled Entities
Scotia Gas Networks Limited (v) England and Wales 50.0 50.0  Gas distribution networks
Greater Gabbard Offshore Winds Limited (vi) England and Wales 50.0 50.0 Offshare wind devetopment
Marchwood Power Limited (i) England and Wales 50.0 500  Electricity generation
PriDE {SERP} Limited (i} England and Wales 50.0 50.0 Defence estates contractor
Seabank Power Limited (iif) England and Wales 50.0 50.0 Electricity generation v
' a8
Associates &
Walney (UK} Offshore Windfarms Limited (vi} England and Wales 251 251 Offshore wing development
Barking Power Limited (i) . England and Wales 30.4 30.4  Electricity generation
Derwent Co-generation Limited (i) England and Wales 49.5 495  Electricity generation
Aguamarine Power Limited (iv} Scotland 275 43.2  Marine energy conversion
31 March 2012 31 March 2011
. Location of operations Holding % Holding%  Principal activity pay
Jointly Controlled Operations (unincorporated) g
Aldbrough England 66.7 66.7 Development of gos storage facility =
' g
The above companies’ shares consist of Ordinary Shares only with the exception of Aquamarine Power Limited, which has issued preference §
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 periods ending on 31 March. The Group has a number of ather joint and associate
investments that are not considered significant in relation to the results or position in these financial statements,
() Shares held by $3E Generation Limited 5
(i Shares held by SSE Contracting Limited g
(i) Shares held by SSE Seabank Investments Limited g
(iv} Shares held by SSE Venture Capital Limited §
(v} Shares held by SSE plc §
(vi} Shares held by SSE Renewables Holdings Limited (or subsidiaries) &
- 2
Scotia Gas Netwarks Limited is deemed to warrant separate disclosure fram other jointly controlled entities ta aid understanding of the Group’s
financial performance, and the share of result is reported 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 o 50% share, can be illustrated thus: k]
[~
2012 20m z
=
Before . Before g
exceptional Exceptlonal exceptional Exceptional §
itams and certain items and certain itemsand certnin  items and certain 2
T ] Total remeasurements femeasurements Total -
£m £m £m fm Em £m
Operating profit 4696 - 469.6 3736 - - 3736 -
Finance costs: excluding loan stock {193.0) 28.3 (164.7) (180.9) 12.8 (168.1) H
Finance costs: interest on loan stock {66.8) - (66.8) (66.7) - (66.7) z
Profit before tax 209.8 283 2381 1260 12.8 1338 Fy
Taxatlon (69.2) - 68.7 (0.5) {53.9) 64 10.2 L
Profit for the year 140.6 97.0 237.6 721 76.3 149.0 3
SSE share of profit 70.3 48.5 118.8 36.1 384 74.5

As an investor, SSE plc received £33.4m {2011 = £33.4m} in relation to loan stock interest payable to the Group.
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Notes on the financial statements (continued)

for the year ended 31 March

14. INVESTMENTS (continued)

The balance sheet of Scotia Gas Networks Limited can be summarised as follows (100%):

Non-current Current Current Non-current
assets assets licbillities liabilities
fm , £m £m Em
Scotia Gas Networks Limited
31 March 2012 5,870.4 159.8 (429.3) {5,135.5)
31 March 2011 5603.4 110.3 (416.6) {4,914.6)
The financial statements of the Group's other jointly controlled entities and associates can be summarised as follows (100%):
Cunrent Nan-current Profit
Current Non-current {iabilities liakilities Revenues after tax
assets assets £m fm fm im
Em Em
Jointly Controlled Entities .
31 March 2012 1336 1,721.8 (135.7) {1,195.3) 268.4 40.7
31 March 2011 170.8 1,430.2 (131.3) {1,239.6) 3187 1170
Associates
31 March 2012 1141 203.3 (45.5) (42.5) 186.8 2.7
31 March 2011 1449 2777 (62.6) (44.6) 313.4 46.9

In addition to Scotia Gas Networks, the Group has investments in a number of materially significant joint ventures and assoclates, At 31 March
2012, the Group has provided loans of £740.3m (2011 - £624.6m) to Greater Gabbard Offshore Winds Limited, £132.9m (2011 - £141.4m)
to Marchwood Power Limited and had invested equity and loans of £298.3m (2011 — £238.2m} in Walney (UK} Offshore Winds Limited.

(b) Otherinvestments

Consolidated

Faroe Petroleum BiFab Solar Century Sigma . Other Totat
Em £m £m Em Em Em
At 31 March 2070 - ~ 41 29 2.2 9.2
Additions in the year 18.0 1.0 - 0.3 o1 304
At 31 March 20N 18.0 1.0 4.1 32 33 396
Additions in the year - - 1.1 03 0.7 21
Disposals (i} - - (5.2) . - 0.4) (5.6
At 31 March 2012 18.0 1.0 - 35 3.6 36.1
(i) Disposals in the year were made as port of the Group's investment In the Envirenment Energles fund limited partnership. detoils of which are noted o poge 128.
Company
Faroe Petroleum Total
£m £m
18.0 18.0

At 31 March 2011 and 31 March 2012
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15. SUBSIDIARY UNDERTAKINGS

Details of the principal subsidiary undertakings are as follows:

31 March 2012

31 March 2011

Country of incorporation Holding % Holding%  Principal activity
SSE Services ple (i) England and Wales 100 100  Corporate support services
SSE Energy Supply Limited (i) England and Wales 100 100  Electricity supply
SSE Generation Limited (i) England and Wales 100 100 Electricity generation
Medway Power Limited (ji) England and Wales 100 100  Electricity generation
Keadby Generation Limited (vili) England and Wales 100 100 Electricity generation
Southern Electric Gas Limited (vi) England and Wales 100 100  Gas supply
Clyde Windfarm (Scotland) Limited (xi} Scotland 100 100 Renewable electricity generation
Griffin Wind Farm Limited (xii) Scotland 100 100  Renewable electricity generation
SSE Renewables Holdings Limited () Ireland 100 100 Renewables holding company
SSE Renewables Developments (UK} Limited (ix)  Northern Ireland 100 100  Wind generation development
SSE Renewables (Ireland) Lirnited {iii} Ireland 100 100 Wind generation development
Alrtricity Limited (iii) Treland 100 100 Energy supply
Airtricity Energy Supply (Northem Ireland) Limited (x} Northern Irelond 160 100 Energy supply
Scottish Hydro Etectric Transmission Limited {iv) Scotland 100 100 Transmission of electricity
Scottish Hydro Electric Power Distribution ple (iv}  Scotland 100 100 Distribution of electricity
Southern Electric Power Distribution plc (iv) England and Wates 100 : 100  Distribution of electricity
SSE Metering Limited (i) Scotland 100 100  Meter reader and operator
SSE Contracting Limited (v) England and Wales 100 100 Electrical contractor
SSE Hornsea Limited (i) England and Wales 100 100  Gas storage
SSE E&P (UK} Limited (i) Scotland 100 100 Gas exploratlon and production
SSE Tetecommunications Limited (f) Scotland 100 100  Telecommunication services
Neos Networks Limited {vii) England and Wales 100 100 Telecommunication services

The above companies’ shares consist of Ordinary Shares only. All companies operate in the UK and Ireland except for SSE Insurance Limited

which operates in the Isle of Man. All companies have accounting periods ending on 31 March. The Group has other subsidiary undertakings
which da not significantly affect the results and position disclosed in these financial statements, A full list of the subsidiary undertakings will
be included in the Company's annual return.

Shares in the above subsidiaries are held by:

(il SSEplc

(i} SSE Generation Limited

(i} SSE Renewables Holdings Limited

(iv) Scottish and Southern Energy Power Distribution Limited
(v} SSE Contracting Group Limited

(vi) SSE Energy Supply Limited

{vii} SSE Telecommunications Limiteg

(viii} Keadby Power Limited

(ix) SSE Renewables Holdings {UK) Limited

(x) SSE Renewables Group (UK) Limited

(xl} SSE Renewables Development (UK} Limited
(xii} Griffin Wind Farm {Holdings) Limited
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Notes on the financial statements (ontinued)
for the year ended 31 March

15. SUBSIDIARY UNDERTAKINGS (continued)

Investment in subsidiaries

Company
Total
£m
At 31 March 2010 21721
Increase in existing investments 13.6
Transfers in (i) . 132.7
At 31 March 2011 2,318.4
Increase in existing investments (i) 30.7
At 31 March 2012 2,3491

() The increase In existing Investments held by the Company relates to equity shares in the Company awarded ta the employees of the subsdiarfes of the Group under the Group's
share scheres, which are recognised as an Increase In the cost of Investment In those substdiarles as directed by IFRIC 11 (2012 ~ £13.5m, 2011 - £9.9m) and also to shares Issued
In the subsidtary SSE E&P (UK) Limited In the current year (E17.2m).

{1} The equity held in SSE Hornsea Limited was transferred from SSE Energy Supply Limited at book value during the previous year.

Service concession arrangements

In partnership with Royal Bank Leasing Limited, the Group has a 50% helding in three companies which provide streetlighting services to coundils
under the Private Finance Initiative (PFI). These services are thereafter sub-contracted to SSE Contracting Limited, @ wholly owned subsidiary.
These companies are as follows:

Company ’ Council

Tay Valley Lighting (Stoke on Trent) Limited Stoke-on-Trert

Tay Valiey Lighting (Newcastle and North Tyneside) Limited Newcastle and North Tyneside
Tay Valley Lighting (Leeds) Limited Leeds City Council

Under SIC-12 Consolidation - Special Purpose Entities, despite being 50% owned, the three 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 non-recourse
to the Group. The arrangements for all three companies are materially similar.

In addition to these, the Group owns 100% of the share capital of entities which perform similar services under eight PF] contracts. The terms
of the service concession arrangement are similar to those operated by the three companies noted above. The council and contract holder within
the acquired group are as foliows:

Company Councll

Dorset Lighting Limited Dorset County Councit

Ealing Lighting Limited London Borough of Ealing

Islington Lighting Limited London Borough of Islington

Tay Valley Lighting (Hampshire} Limited Hampshire County Council

Tay Valley Lighting (Southampton) Limited Southampton City Council

Tay Valley Lighting (West Sussex) Limited . West Sussex County Council

Tay Valley Lighting (Nottingham) Limited Nottingham County Council

Tay Valley Lighting (Knowsley} Limited Knowsley Metropolitan Borough Council

The service commencement date for Tay Valley Lighting (Knowsley) Limited was 20 April 2011,
Characteristics of the arrangements

Description
The contracts are 25 year arrangements to replace ageing streetlighting stock and to subsequently maintain the new assets throughout each
Councils’ areas.

Significant terms

The cash flows under the PFI 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 formal change procedure and agreement to such a change is required by the other party.
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Nature and extent of rights and obligations .

The assets are part of the public highway and ownership of the assets rermnains with the Councils. The centract helding companies are licensed to
replace and maintain the assets for the period of the contract, This obligation is passed down to SSE Contracting Limited or to other companies
within the SSE Contracting group of companies through operating sub-contracts. Any faiture to provide the services to the required standards
will result In financial penalties which are taken from the unitary charge.

The companies have 25 year contracts with no extenslon options. Termination during this period can be initiated through a number of routes
including service provider default, 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 provisions. In all cases, a formula exists for calculating compensation payments to
the service provider. '

Throughout the contract period there are a number of circumstances under which the companies could potentially be required to provide
additional services:

(i) Changes in the law
Tf circumstances arise where by a change in legislation would mean a change in the way the services are to be provided the companles
would be liable for part of the cost of this change. This liability is capped.

(i) Final survey
The Councils have the ability to deduct a percentage of the unitary charge in the last two years Iif an independent survey indicates the assets
are unlikely to have a 5-year residual life.

16. ACQUISITIONS, DISPOSALS AND HELD FOR SALE ASSETS

(a) Additions

During the year, the Group acquired full ownership of three wind farm development companies including the acquisition of the remaining holding
in St John's Hill Limited, a 50% owned joint venture that was designated as held for sale at March 2011. Total consideration paid for these
businesses was £3.6m. The net assets acquired can be summarised in the following table:

Em
Assets acquired:;
Goodwill : 0.3
Intangible development assets . 3.6
Deferred tax {0.3)
Net assets 36
St John's Hill Limited was subsequently disposed for cash consideration of £2.3m, which gave rise to a £0.3rm gain on disposal.
(b) Disposals
In addition to the disposal of 5t John's Hill Limited, the Group disposed of three 100% owned wind farms for cash consideration of £176.4m
on 14 April 2011, These wind farms were disclosed as held for sale assets at 31 March 2011. No gain or loss was recognised on the transaction.
Consideration of £6.8m was received In respect of additional disposals of subsidiary investments, which realised a gain on disposal of £5.2m.
(c) Held for sale assets :
At 31 March 2011, a number of wind generation and development assets were presented as held for sale following the decision of the Group's
management to sell the respective companies and their related assets. In addition, certain items of plant were also held for sale at that date.
In the year to 31 March 2012, the Group disposed of a number of the assets held for sale at the previous year end generating a net loss of
£0.3m and cash proceeds of £184.5m. In addition, an impairment charge of £9.9m was recognised on certain development assets held for sale,
The assets and liabilities classified as hetd for sale, and the comparative batances at 31 Masch 2011, are os follows:
2012 201
£m £m
Property, plant and equipment 5.5 2049
Intangible development assets - 10.7
Equity investment in jointly controlled entities : 58.3 63.7
Cash and cash equivalents : 39 23.0
Other net current liobilities 0.3 (9.6
Deferred tax - (23.3)
68.0 269.4
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Notes on the financial statements (continued)
for the year ended 31 March '

16. ACQUISITIONS, DISPOSALS AND HELD FOR SALE ASSETS (continued)

(d)} Acquisitions and disposals in the previous year

() Acquisitions in the previous year

On 2 February 2011, the Group, through its subsidiary SSE E&P (UK) Limited acquired, for consideration of £197.2m, joint operating interests
in various North Sea natural gas and infrastructure assets in three main geographical areas from Hess Limited following a completion period

where partner and regulatory approvals were received.

The assets and liabilities acquired can be surnmarised thus:

Total

£m

Goodwill 381
Production and infrastructure assets (note 12) 305.2
Exploration and evaluation assets 50.0
Decommissioning provision (71.5)
Accruals and provisions - ) (1.4)
Deferred tox asset 229
Deferred tax liability (136.1)
197.2

The Group acquired other businesses for a combined consideration of £59.4m in the previous year. No significant changes to the fair values
recognised have been identified.

(ii} Ardrossan acquisition and disposal

On 21 April 2010, the Group acquired the residual 49% of Ardrossan Windfarm (Scotland) Limited. an operating wind farm company based in
Scotland, for a cash consideration of £13.0m. This took the Group's investment in the company to 100%. Nen-controlling interests of £3.8m were
derecognised on completion of the acquisition. On 20 May 2010, the Group disposed of its 100% holding.in Ardrossan Wind Farm {Scotland)
Limited to Wind Acquisitions 1 (Infinis) for net cash proceeds of £28.1m. The net result of the acquisition on 21 April 2011 and the disposal

on 20 May 2011 was a gain of £8.3m.

17. INVENTORIES
Consolidated

2012 2011

£m £m

Fuel and consumables 308.2 190.5
Work in progress . 261 37
Goods for resale 28 29
Less: provisions held {13.4) 13.0)
323.7 217.5

The Group has expensed inventory costs of £1,505.5m within cost of sales inthe year (2011 — £718.2m} and has also recognised £1.1m
(2011 — £6.6m) 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 Company
2012 2011 2012 201
. £m im £m Em
Current assets

Retail trade receivables 597.3 7338 - -
Wholesale trade receivables 2,553.3 2,423 - -
Networks and corporate trade receivables 194.5 174.8 - -
Trade receivables 3,3451 3,331.7 - -
Amounts owed by subsidiary undertakings - - 2,917.8 2,2209
Other receivables 286.7 3308 17.8 65.0
Cash held as coliateral 119.9 - - -
Prepayments and accrued income 1,422.9 1,405.6 . - -
5174.6 5,068.1 2,935.6 2,2859

Non-current assets
Amounts owed by subsidiary undertakings - - 3,7906 3,661.2
5174.6 5,068 6,726.2 59471

Wholesale trade receivables includes a balance of £nil (2011 - £28.1m) in relation to contractual balances due from British Energy.

Other receivables includes financial assets totalling £21.8m (2011 ~ £93,4m). Cash held as collateral retates te amounts deposited on commodity

trading exchanges.

Trade receivables and other financial assets are part of the Group's financlal exposure to credit risk as explained in note 31,

19. CASH AND CASH EQUIVALENTS

Consolidated Company
2012 21 2012 201
£m Em £m fm
Bank balances 158.9 123.2 9.4 4.6
Call depesits 30.3 353.7 4.9 3145
Cash and cash equivalents 189.2 - 4769 14.3 3191

Cash and cash equivalents (which are presented as a single class of assets in the face of the balance sheet} comprise cash ot bank and short term

highly liquid investments with a maturity of three months or tess.

Consclidated Company
2012 b1l 2012 2om
£m £m £m £m
Cash and cash equivalents (from above) 189.2 4769 14.3 3191
Bank overdraft (note 23) (3.7 (5.3) - -
Cash and cash equivalents in the statement of cash flows 185.5 4716 14.3 3191
20. TRADE AND OTHER PAYABLES
Consolidated Company
2012 201 2012 2011
Em Em £m im
Current labilities )
Amounts due to subsidiary undertakings - - 2,463.2 2,757.0
Trade payables 3,212.5 31157.2 - -
QOther creditors 1,344.6 1,227.8 51.7 353
Accruals and deferred income (i) 625.6 653.0 - -
5182.7 5,078.0 2,514.9 2,792.3
Non-current liabilities
Accruals and deferred income (i) 332.7 304.2 - -
5,515.4 5,382.2 2,514.9 2,792.3

(i) Current accruals and deferred income Includes customer contributions of £15.2m {2011 - £15.tm) end government grants of £0.6rm (2011 - E0.6m).

(i) Non-current accruals and deferred Income Includes customer contributions of £221.2m (2011 - £234,7m) and government grants of £5.0m (2011 - £5.6m).
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Notes on the financial statements (continueq)
for the year ended 31 March

21. CURRENT TAX LIABILITIES

Consolidated Company
2012 20m 2012 20m
£m fm £m £m
Corporation tax 2318 268.2 10.7 229
22, CONSTRUCTION CONTRACTS
2012 201
£m tm
Contracts in progress at balance sheet date:
Amounts due from centract customers included in trade and other receivables (note 18} 29.3 377
Amounts due to contract customers included in trade and other payables (note 20) (26.7) (17.7)
Contract costs incurred plus recognised profits less recognised losses to date 2016 196.2
Less: Progress billings {209.0) (200.0)
(7.4) (3.8}
In the year to 31 March 2012, contract revenue of £462.9m (2011 - £468.9m) was recognised.
At 31 March 2012, retentions held by custemers for contract work amounted to £1.8m (2011 — £1.3m). Advances received from customers
for contract work amounted to £12.9m {2011 — £4.7m). ’
The Company does not hold any construction contracts.
23. LOANS AND OTHER BORROWINGS
Consolldated Company
2012 20m 2012 201
_ £m Em £m £m
Current
Bank overdraft 7 53 - -
Other short-term loans 6931 428.4 4401 106.8
696.8 ©o4337 4401 106.8
Obligations under finance leases 11.8 12.8 - -
708.6 446.5 4401 106.8
Non-current
Loans 5,206.7 4,800.5 3,955.2 3,4895
Obligations under finance leases 330.3 359.4 - -
Amounts owed to subsidiary undertakings - - 268.2 2574
5,537.0 5,159.9 4,223.4 3,756.9
Total loans and borrowings 6,245.6 . 5,606.4 4,663.5 3,863.7
Cash and cash equivalents (note 19) (189.2) (476.9) (14.3) (319.1)
Net debt 6,056.4 5129.5 4,649.2 35446
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(i Bbrrowings

Borrowing facilities

The Group has an established €1.5bn Euro Commercial Paper programme. Paper can be issued in a range of currencies and is swapped back into
Sterling, The Group has £1.0bn (2011 - £1.0bn} of committed credit facilities in place, maturing in August 2015. These provide back up to the
commercial paper programme and at 31 March 2012 these facilities were undrawn.

In the year, the Group issued a new ten year £300m Sterling bond at a coupon of 4.25% and entered into a IP¥15bn (£126.7m) seven year loan
ot afixed rate of 3.52% through a reverse enquiry on its EMTN programme.

Analysis of borrowings

Loans and borrowings

2012 2012
Waighted 2012 2012 Carrying
average interest Face value Fair value amount
rate (vi) £m £m £m
Current

Bark overdrafts (i} 0.50% 3.7 3.7 3.7
Qther short-term loans — amortising {ii} 6.04% 41 4.3 4
Other short-term loans - non-amortising {iii} 2.46% 6761 _ 678.4 - 675.2
Non-recourse funding (iv) 5.73% 138 13.8 13.8
Total current . 697.7 700.2 696.8

Non-current
Bank loans — amortising (i) 5.79% 1.4 1.5 1.4
Bank loans — non-amortising (v) 6,92% 370.2 382.2 370.7
6.125% Eurabond repayable on 29 July 2013 6.13% 500.3 530.0 499.6
5.75% Eurobond repayable 5 February 2014 5.75% 700.0 747.9 698.2
Non-recourse funding {iv) 5.88% 59.4 59.4 59.4
Between two and five years 1,631.3 1,721.0 1,629.3
Bank loans — non-amartising (v} 2.61% 526.6 552.2 526.6
Nen-recourse funding (iv) 6.30% 188.7 188.7 188.7
5.000% Eurobond repayable on 1 October 2018 5.00% 500.0 553.2 496.5
4.25% Ewrobond repayable 14 September 2021 4.25% 300.0 307.7 296.4
5.875% Eurobond repayable on 26 September 2022 5.88% 300.0 349 2971
8.375% Eurobond repayable on 20 November 2028 8.38% 500.0 709.6 4931
5.50% Eurobond repayable an 19 June 2032 5.50% 350.0 3878 350.2
4 625% Eurobond repayabte on 20 February 2037 4.63% 325.0 315.3 323.6
6.25% Eurobond repayable on 27 August 2038 6.25% 350.0 413.7 345.8
4. 454% Index linked loan repayable on 27 February 2044 4.46% 110.4 188.9 110.4
1.429% Index linked bond repayable on 20 October 2056 1.72% 118.4 120.4 117.8
Over five years 3,5691 4,086.6 3,546.2
Fair value adjustment (note 31} - - 31.2
Total non-current ' 5,200.4 5,807.6 5,206.7
Total 58981 6,507.8 5,903.5
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Notes on the financial statements (ontinued
for the year ended 31 March

23. LOANS AND OTHER BORROWINGS (continued)

Loans and borrowings

201 2001
Welghted 201 20Mm Carrying
average (rterest Face value Fair value amaount
rate (i} Em £m £m
Current
Bank overdrafts (i) 0.50% 5.3 53 53
Other short-term loans — amortising {ii} 6.63% 8.2 838 8.2
Other short-term loans - non-amortising (iii) 2.73% 408.1 408.4 408.0
Non-recourse funding (iv) 5.63% 12.2 12.2 12.2
Total current 4338 4347 4337
Non-current .
Bank loans - amortising (i) 5.98% 5.5 6.0 5.5
Bank loans — non-amortising (v} 4.86% 470.2 491.4 471.0
6.125% Eurobond repayable on 29 July 2013 6.13% 530.0 557.0 5289~
5.75% Eurobond repayable 5 February 2014 5.75% 700.0 7494 6973
Non-recourse funding {iv} 5.76% 54.7 54.7 54.7
Between two and five years 1,760.4 1,858.5 1,757.4
Bank loans = non-amortising (v)’ 215% 400.0 395.1 400.0
Non-recourse funding (iv) 5.95% 150.0 150.0 150.0
5.000% Eurobond repayable on 1 October 2018 5.00% 500.0 5101 495.9
5.875% Eurobond repayable on 26 September 2022 5.88% 300.0 318.7 296.8
8.375% Eurobond repayable on 20 Novernber 2028 8.38% 500.0 652.3 4926
5.50% Eurobond repayable on 19 June 2032 ! 5.50% 3500 3515 350.2
4.625% Eurcbond repayable on 20 February 2037 4L63% 3250 2849 3235
6.25% Eurobond repayable on 27 August 2038 6.25% 350.0 379.7 345.6
£.454% Index linked loan repayable on 27 February 2044 4.46% 105.0 137 104.4
1.429% Index linked bond repayable on 20 October 2056 1.66% 127 115.8 127
Over five years 30927 3,295.2 3.0N1.7
Fair value adjustment {note 31) - - {28.6)
Total non-current 4,8531 5,153.7 4,800.5
Total ' 5,2869 55884 5.234.2

(1} Bank overdrafts are repayoble on demand.

() Batances under amortising loans afe adjusted for capital repayments or drawings in the financial year. These are held with the European Investment Bank (E1B) in @ combination

of fixed and floating rates.

() Balances Include commercial paper, term loans and E1B debt.

(¥) The Tay Valley Lighting companies formed under 50:50 partnership with Royal Bank Leasing Limited to provide streetlighting services are categorised as subsidieries under SIC-12

{note 15). The debt held by these companies Is included on consolidation but [s non-recourse to the Group.

&} The floating rate European Investment Bank advances are either reset quorterly or seml-annually. Other lgans include o mixture of fixed and flagting debt repayable between 2012

ond 2015.

{(v) The welghted average Interest rates are as noted. The welghted average Interest sates for the Group {Including swaps) for the yeu'r ended 31 March 2012 was 5.06% (2011 - 5.43%).
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(ii) Finance lease liabilities

Future finance lease commitments are as follows:
Present value of minimum

Minlmurm lease payments lease payments
2012 201 2012 2011
£m fm fm Em
Amounts payable: .
Within one year ’ 48.8 52.2 11.8 12.8
Between one and five years 199.9 202.5 66.5 61.1
After five years 423.2 488.4 263.8 298.3
6719 7437 3421 372.2

Less: future finance charge (329.8) (370.9)
Present value of lease obligations 3421 372.2

The Group has a power purchase agreement with Marchwood Pawer Ltd that is categarised as a finance lease. The lease is for use of their main
asset, o B4OMW Gas powered CCGT Electricity Generating Plant. The term of the lease is 15 years with the Graup having the option for a further
5 years extension at the end of this period. £19.6m (2011 — £20.3m) 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 production and a £/MWh charge for actual ‘nominated’
energy produced.

OF the remaining finance leases held by the Group, the average remaining term of the telecom leases is 7 years. No arrangemnents have been
entered into for contingent rental payments for these leases.

The fair value of the Group's lease obligations approximates their carrying amount. The Group's ebligations under finance leases are secured
by the lessors’ rights over the leased assets. The Company does not have any obligations under finance leases.

24. DEFERRED TAXATION

The following are the deferred tax liobilities and assets recognised by the Group and movemnents therean during the current and prior reporting perlods:

Accelerated Fair value Retlrement
capltat galns/(losses) benefit Share-based
allowonces on derivatives obligations payments Cther () Total
£m £m Em im Em £m

Consolidated
At 1 April 2010 . 904.7 (258.6) (201.7} 1.9 4.4 466.9
Acquisitions (note 16) (22.9) - - - 142.4 119.5
Disposals (nate 16) {6.5) - - - o {74) (13.9)
Transfer to assets held for sale (23.3) - - - - (23.3)
{Credit)/charge to income statement (84.1) 384.2 20.0 - 41.9 362.0
Charge to equity . - 5.9 79 06 1.2 15.6
Exchange adjustments - - - - (20.2) (20.2)
At 31 March 2011 7679 1315 {173.8) (1.3} 1823 906.6
Acquisitions (note 16) - - - - 0.3 03
{Credit)/charge to income statement {64.9) 131.0) 284 (0.4) (11.9) {179.8}
Charge to equity - 4.7 (30.3) - 8.4 (26.6)
Exchange adjustments - - - - (0.8) 0.8}
At 31 March 2012 703.0 (4.2) (175.7) 1.7) 178.3 699.7

0 Includes deferred tox on fair velue items recogrised In business combinations.
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Notes on the financial statements (continued)

for the year ended 31 March

24. DEFERRED TAXATION (continued)

Falr value Retirement
galnsi{losses) benefit Share-based
on derivotives abligations payments Other Tatal
£m Em £m Em Em

Company
At 1 April 2010 1.2 (70.3) 0.5 (48.3) (116.9)
(Credit)/charge to income statement (10.7) 97 - 2.7) {3.7)
(Credit)/charge to equity (0.4) 1.7 0.6 - 1.5
At 31 March 2011 . (9.9) (62.3) 1.1 (51.0) (122.1)
(CreditY/charge to income statement (16.4) 9.7 0.1} 111 43
{Credit)/charge to equity {3.6) 55 - - 19
At 31 March 2012 (29.9) (471} 1.0 (39.9) {115.9)

Certain deferred tax assets and liabilities have been offset, including the asset balances analysed in the tables above. The following is an analysis
of the deferred tax balances (after offset) for financial reporting purposes;

Consolidated Company
2012 20m 2012 201
£m Em £m £m
Deferred tax liabilities - 921.8 1.068.3 - -
Deferred tax assets (222.1) (161.7) (115.9) (122.1}
Net deferred tax liabilities/{asset) 699.7 906.6 (115.9) (122.1)

The deferred tax assets disclosed include the deferred tax relating ta the Group’s pension scheme liabilities.

Temporary differences arising in connection with interests in associates and jointly controlled entities are recorded as part of the Group’s share

of investment in those entities. The aggregate amount of these is a charge, excluding exceptional items and remeasurements, of £33.4m

(2011 = £35.2m charge).

A deferred tax asset has not been recognised on £56.3m of trading losses (2011 — £42.7m) due to uncertainty around the availability of future

profits in the companies concerned.

25. PROVISIONS

Contracting Qnerous
Decommissioning provislons contracts Other
[{)] (13 iy {Iv} Total
Em Em Em £m £m
Consolidated
At 1 April 2011 168.8 97 1.3 19.3 179.1
Charged in the year - 14.4 374 121 639
Unwind of discount 7.7 - - 0.1 7.8
Released during the year (3.7} - (1.3 (2.3) {7.3)
Utilised during the year (0.9} - - (5.0) (5.9
At 31 March 2012 151.9 241 37.4 24,2 237.6
At 31 March 2012
Nen-current 151.9 13.0 - 174 182.3
Current - 1.1 374 6.8 55.3
1519 241 374 24.2 2376
At 31 March 2011
Non-current 148.8 1.2 - 19.2 169.2
Current - 85 13 0.1 9.9
148.8 97 13 193 179.1




141

{1 Piovision has been made for the estimated net present cost of decommissioning Narth Sea exploration and production assets ond certain gereratlon and gas storage assets.
Estimates are based on forecast clean-up costs at the time of decommissioning discounted for the time value of maney. The timing of costs provided Is dependent on the lives
of the facilities.

{1} The Group hotd provisions in relation to long-term construction contracts including streetlighting PFls. These relate to contrect costs that ate not guaranteed to being recovered
under the respective contracts.

{lil) The Group has recognised provisions of £37.4m in relation ta onerous contracts In the year. These have been treated es exceptional charges (note 5). These contracts will be settled
in the next yeatr.

(Iv) Cther provisions include balances held in relation to Insurance and warranty clalms. In addition, the Group has an employer financed retirement benefit pravision for pensions for
certaln Directors and former Disectors and employees, which s valued In accordance with 1AS 19,

The Company does nat hold provisions.

26. SHARE CAPITAL

Number
{rmillions) £m
Allotted, called up and fully paid:
At 1 April 2011 936.9 468.4
Issue of shares (i) ‘ 7.8 39
At 31 March 2012 ' 944.7 472.3

The Company has one class of Ordinary Share which carries no right to fixed income. The holders of Ordinary Shares are entitled to receive
dividends as declared and are entitled to one vote per share at meetings of the Company.

() Shareholders were able to elect to receive Ordinary Shares in place of the final dividend of 52.6p per Ordinary Shere (in relation to year ended 31 March 2011) and the interim
dividend of 24.0p {in relation to the current year) under the terms of the Company’s scrip dividend scheme. This resuited in the Issue of 907008 and 6.273.193 new fully paid
Ordinary Shares, respectively. In addition, the Company issued 0.6 million {2011 - 1.2 million) shares during the year under the savings-related share option schemes for a
consideration of £6.1m (2011 - £3.2m).

During the year, on behalf of the Company, the employee share trust purchased 0.4 million shares for a total consideration of £4.9m (2011 -

0:8 millior shares, consideration of £9.2m). At 31 March 2012, the trust held 3.6 miliion shares (2011 — 5.1 million) which had a market value

of £48.0m {2011 -~ EBL.4m).

27. RESERVES

The maovement in reserves is reported in the Statement of Changes in Equity which is induded as part of the primary statements (pages 94 to §5).

The capital redemption reserve comprises the vatue 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 to hedged transactions that have not yet occurred.

The translation reserve comprises exchange translation differences on foreign currency net investments offset by exchcng-e translation
differences on borrowings and derivatives clossified as net investment hedges under [AS 39,

The profit for the year attributable to Ordinary Shareholders dealt with In the financial statements of the Company was £73%.0m
(2011 — £627.3m). As allowed by section 408 of the Companies Act 2006, the Company has not presented its own Income staterment.
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Notes on the financial statements (continued)
for the year ended 31 March

28. HYBRID CAPITAL

2012 20m

£m Em

GBP 750m 5.453% perpetual subordinated capital securlties 7445 7445
EUR 500m 5.025% perpetua! subordinated caplital securities 416.9 . 4169
1,161.4 11614

On 20 September 2010 the Company issued €500m EUR and £750m Sterling bonds thybrid capital). They have no fixed redemption date but the
Group may, at its sole discretion, redeem all, but not part, of these bonds at thelr principat amount on 1 Qctober 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 ot any time prior to 1 October 2015.

The Company has the option to defer coupon payments on the bonds on any relevant payment date, as long as a dividend on the Ordinary Shores
has not been declared. Deferred coupons shall be satisfled only In the following circurnstances, all 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 of £65.5m were made on 1 October 2011 and are expected to be made annually in arrears on 1 October in subsequent years.
The purpose of the issue was to strengthen SSE's capita! base and to fund the Group's ongoing capital investment and acquisitions.

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 schernes are
subject to independent valuations at least every three years. The future benefit obligations are vaiued by.actuarial methods on the basis of
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 Ermployer Financed Retirement Benefit scherne and a Group Personal Pension Plan. The Group Personal Penslon Plan
operates on a Money purchase basis and has been arranged with Friends Provident. The Company matches employee contributions up to
a specified limlt, in most clrcumstances this is set at 6%. The Compary may also provide add tional contributions of 3% after five years and
a further 3% after ten year's continuous Company service.

Pension summary:
Net actuarial {lossMgain recognised

In respect of the pension asset In the

Statement of Comprehensive Income Net pension (liabllity)
2012 . 2011 2012 2011
Schema type £m Em £m £fm
Scottish Hydro Electric Defined benefit (68.8) 92.3 (196.2) (239.8)
Southern Electric ' Defined benefit {164.1) 16.8 (535.7} (428.8)
(232.9) 109.1 (731.9) (668.6)
IFRIC 14 movement 71.8 (117.9)
Net actuarial gain/loss and IFRIC 14 liability (161.1) (8.8)

The Scottish Hydro-Electric Pension Scheme net liability of £196.2m {2011 ~ £239.8m) is presented after an [FRIC 14 minimum funding
requirement of £302.4m (2011 = £374.2m).
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The individual pension scheme details based on the latest formal actuarial valuations are as follows:

Scottish Hydro Electric

Latest formal actuarial valuation : 31 March 2009
Valuation carried out by Hymans Robertson
Value of assets based on valuation ) £860.0m
Value of liabilities based on valuation - £1,189.3m
Valuation method adopted Projected Unit
Average salary increase Inflation curve plus 2.3% pa
Average penslon increase 27%
Value of fund assets/accrued henefits 723%

Southern Elactric

31 March 2010
Aon Hewitt

£1183.5m
£1,666.6m
Projected Unit

5.2%
3.7%
71.0%

Both schemes have been updated to 31 March 2012 by qualified independent actuaries. The valugtions have been prepared for the purposes

of meeting the requirernents of 1AS 19. The major assumptiens 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

2012

4.7%
3.2%
4.6%
3.2%

At 31 March
20Mm

5.0%
3.5%
5.5%
3.5%

The assurmptions relating to longevity underlying the pension liabilities at 31 March 2012 are based on standard actuarial mortality tables,
and include an allowance for future improvements in longevity. The assumptions equivalent to future longevity for members in normal health

at age 65 are as follows:

At 31 March At 31 March

2012 012
Male Female
Currently aged 65 24 25
Currently aged 45 26 28

At 31 March
2611
Male

24
26

At 31 March
201
Female

25
28

The Impact on theschemes liabilities of changing certain of the major assumptions is as follows:

At 31 March 2012

Increase/ Effecton
decrease in scheme
assumption liabilitias

Discount rate i 0.1% +/- 1.8%
Longevity 1 year +f- 2.9%

At 31 March 2011

Increase!
decrease in
assumption

0%
1 year

Effect on
scheme
liablitles

+H-1.7%
+/-2.8%
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Notes on the financial statements (continued)

for the year ended 31 March

29. RETIREMENT BENEFIT OBLIGATIONS (continued)

Valuation of combined Pension Schemes

Consolldated Company
Long-term Long-term Long-term Long-term
rata of return rate of return rate of return rate of return
axpacted at Valueat  expectedat Valueat expected at Valueat  expectedat Vaolue at
31 March 31 March 31 March 31 March 31 March 31 March 31 March 31 Merch
2012 2012 2011 201 2012 2012 20m 201
% £m % £m % £m % £m
Equities ' 70 1,040.3 78 10325 7.0 406.6 78 4029
Government bonds 33 939.4 43 7438 33 636.9 43 5607
Corporate bonds 4.6 481.2 55 471.0 4.6 189.7 55 2076
Other investments 4.3 234.2 4.4 216.3 4.3 122.0 45 109.9
Total fair value of plan assets 2,6951 2463.6 1,355.2 1,2211
Present value of defined benefit obligation {3,124.6) (2,758.0) {1,249.0) (1,.086.7)
Pension (liability)/asset (pre IFRIC 14) (429.5) {294.4) 106.2 134.4
IFRIC 14 liability (i} (302.4) (374.2) (302.4) (374,2)
Deficit in the scheme (731.9) (668.6) (196.2) (239.8)
Deferred tax thereon 175.7 1738 471 62.3
Net pension liability (556.2) (494.8) (149.1) {177.5)

() The IFRIC 14 liability represents the deficit repair cbligations required ta ensure a minimum funding level together with a restriction an the sﬁrplus that can be recognised in the

Scottlsh Hydro-Electric scheme.

Movements in the defined benefit obligation during the year:

Consolidated Company
2012 201t 2012 *20n

£m £m £Em Em
At 1 April (2,758.0) (2,762.3} (1,086.7) (1,113.6}
Movements in the year:
Service costs {37.8) {37.8) {17.7} (18.7)
Member contributions {7.8) {7.8) (3.3) [EN)]
Benefits paid 1128 105.7 401 40.2
Interest on pension scheme liabilities (149.8) (150.2) (59.2) (60.7)
Actuarial {losses)/gains {284.0) 94.4 (122.2) 69.2
At 31 March ' (3,124.6) {2,758.0) {1,249.0) (1,086.7)
Movements in scheme assets during the year:

Consolidated Company

2012 20m 2012 2011

£m Em £m Em
At 1 April 2,463.6 2,2983 1,2211 1118.8
Movernents in the year: .
Expected return on pension scheme assets 147.4 1419 69.6 67.9
Assets distributed on settlement 112.8) (105.7) (40.1) (£0.3)
Employer contributions 138.0 106.6 479 48.5
Member contributions 7.8 7.8 a3 ER|
Actuarial gains 511 147 53.4 231
At 31 March 2,6951 24636 1,355.2 12211
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Charges/(credits) recognised:

Consclidated Company g
2012 201 2012 0m 2
£m tm £m Em
Current service cost (charged to operating profit) 37.8 378 . 177 18.7
‘ 37.8 378 12.7 18.7
Charged#{credited) to finance costs:
Expected return on pension scheme assets (147.4) (141.9) (69.6) (67.9)
Interest on pension scheme liabilities 149.8 150.2 59.2 60.7 o
2.4 83 (10.4) 72) g
2
History of (deficit)/surplus
Consaolidated Company
2012 20M 2010 2009 2008 2012 201 2010 2009 2008
£m Em £m £m £m £m Ern E_m £m fm
Total fair value of plan assets 2,695% 24636 22983 17868 20810 1,3552 1,2211 11188 860.0 10056
Present value of defined o
benefit obligation (3,924.6) (2758.0) (27623} (1.929.8) (1,9195) (1,249.0) (1.086.7) (1.1136) (7295 (709.2) 2
IFRIC 14 Liability (302.4) (374.2) (256.3) (1305 (210.6) (302.4) (374.2) (256.3) ({130.5) (210.6) §
{Defhcit}/surplus in the scheme (731.9) (668.6) (720.3) (273.5} (49.1) (196.2) (239.8) {251.1) - 85.8 E‘
Return on assets "
As required by TAS 19, the expected return on assets Is based on the long-term expectation of returns for each asset class gt the beginning of the
year, The return on equities is 3.7% per annum in excess of the yield on government bonds. Historical markets are studied and assets with higher
volatility are assumed to generate higher returns consistent with widely accepted capital market principles. The assumed fong-term raie of return ”
on each asset cass is set out within this note. The overall 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 2012, %
g
The actual return on Pension Scheme assets is as follows: R
Consolidated . Company g
2012 oM 2012 201 §
£m £m £m Em 2
Actual return on Pension Scheme assets 198.5 156.6 123.0 91.0
g
History of experience gains and losses B
Conscligated Company %
2012 201 2070 2009 2008 2012 201t 2010 2009 2008 k]
£m Em Em Em £m £m Em Em Em Em E]
. o
Total actuarial gains and (losses) and 2
gains recognised in the Statement
of Comprehensive Income before
adjustment for taxation (232.9) 1091 (383.00  (359.0) 185.0 (68.8) 923 (161.6) (188.4) 146.3 -
Experience gains/{losses) on g
scheme liabilities 17.3 52.7 (59.8) 038 (50.6) 6.2 269 (49.7) - - r;'.
Experience gains/{losses) on g
scheme assets 511 147 3941 (¢12.2)  (153.4) 53.4 231 200.4 (190.0) (31.2) :E.Ir
n

The cumulative actuariat losses recognised in the Statement of Comprehensive Income before adjustment for taxation since the adoption of [AS 19
is £997.2m losses (2011 - £836.1m).
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Notes on the financial statements (ontinued)
for the year ended 31 March

29,

RETIREMENT BENEFIT OBLIGATIONS (continued)

Defined contribution scheme
The total contribution paid by the Group to defined contribution schemes was £19.1m {2011 — £16.8m).

Employer financed retirement benefit (EFRB) pension costs
The increase in the year in relation EFRB was £5.4m (2011 — £0.2m). This is included in other provisions (note 25).

Staff costs analysis
The pension costs in note 6 can be analysed thus:

2012 2011

£m £fm

Service costs 328 378
Defined contribution scherme payments . 191 16.8
) 56.9 546

Expected contributions in the year to 31 March 2013
The Group currently expects to make contributions of £47.7m and £75.2m to the Scottish Hydro-Electric Pension Scheme and the Southern
Electric Pension Scheme in the year to 31 March 2013, respectively. These include deficit repair contributions of £29.5m and £55.2m respectively.

30.

EMPLOYEE SHARE-BASED PAYMENTS

The Scottish and Southern Energy Group operates a number of share schemes for the benefit of its employees. Details of these schermes,
all of which are equity-settled, are as follows:

(i

(i)

Savings-related share option schemes (Sharesave)

This scheme gives employees the option to purchase shares in the Company at a discounted market price, subject to the employees remaining
in employment for the term of the agreement. Employees may opt to save between £5 and £250 per month for a period of three and/or
five 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.

Share Incentive Plan (SIP)

This scheme allows employees the epportunity to purchase shares in the Company on a monthly basis. Employees may nominate an amount
between £10 and £125 to be deducted from their gross salary. This is then used to purchase shares (Partnership shares) in the market each
month. These shares are held in trust and become free of liability to income tax and national insurance on their fifth anniversary, These shares
may be withdrawn at 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 behalf of the employee, the Company will also match the purchase up to a maximum of & {previously
5) shares ('"Matching' shares) per month. These shares are also held in trust and become free of liability to income tax and national insurance
on their fifth anniversary. If an employee leaves during the first three years, or removes his/her ‘partnership’ shares, these ‘matching’ shares
are forfeited.

Ir addition to the above, the following special awards of free shares have been made:

Award made 31 March 2007 31 March 2008
Free shares per employee 20 10
Date at which employee must still be employed to receive award

{in addition to 31 March} 30 May 2007 1 August 2008

These awards were made to all employees in recognition of their contribution to the success of the Group. Under the arrangements for the
awards, the shares are held in trust for five years and become free 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.
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(iii) Deferred Annual Incentive Scheme

This scheme {previously called deferred bonus scheme) applies to senior managers and Executive Directors. Under this scheme, 25% of
all eligible employees' annual incentive 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 incentive amount by the share price shortly after the announcement

of the results for the financial year to which the incentive relates.

{iv) Performance Share Plan

{v)

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 2 June 2009 2 June 2010 2 June 20N
Maximum value of award as a % of base salary 150 150 150

Performance conditions

Total shareholder return (i) Full vesting 2 75th percentile 2 75th percentile 2 75th percentile
25% vesting median median median
Eornings per share (i} : Full vesting RPL + 9% RPI + 8% RPI + 8%
25% vesting RPI + 3% RPT + 2% RPI + 2%
Dividend per share growth (i) Fuli vesting - RPI + 6% RPI + 6%
25% vesting - RPI + 2% RPI + 2%

These awards will vest after three years to the extent that the relevant performance conditions are met.

{I) Total Shareholder Return {TSR} target relative to other FTSE100 companies for the 2009 award and T5R target relative to other FTSE1G0 companles and MSCI Europe Utliities
{a dedicated peer group of UK and other European utilities) [ndex for all ether gwards 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.

(i) Under the EPS perfarmance condltion, pro rata vesting between the lower and upper level above RPL with no vesting If the minimum EPS growth target Is not achleved.

{ll) Under the Dividend per share growth performance conditlon, pro rota vesting between 2% and 6% above RPI, with no vesting if the minimuemn dividend per share growth target
1s not achieved.

Long Term Incentive Plan (LTIP)

This scheme applies to the Management Board (excluding Executive Directors}. Shares granted under this arrangement vest subject to the
attainment of performance conditions over the relevant performance period. The relevant performance period for this LTIP award is 1 April
2011 to 31 March 2016. The performance conditions are as set out below:

Performance conditions
Dividend per share growth (DPS) Full vesting RPI + 5%
40% vesting RPI + 2%

Where DPS growth is between 2 and 5% above RP, vesting will be calculated on a straight-line basis. Where DPS growth Is less than RPI + 2%
no vesting will occur.

Acharge of £13.5m (2011 —~ £9.9m) was recognised in the income statement in relation to these schemes, £1.4m (2011 - £3.1m) of this was inrelation
to the Directors of the Company.
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Notes on the financial statements (continued)
for the year ended 31 March

30. EMPLOYEE SHARE-BASED PAYMENTS {continued)

Details used in the calculation of the costs of these schemes are as follows:

(i) Savings-related share option scheme
The movement in savings related share option schemes in the year were as follows:

Consolidated
As at 31 March 2012

Optlon price Ouuwndlhg Gutstanding Date from which
Award date {pence) at start of year Granted Exercised Lapsed  at end of year exercisable Explry date (I}
14 July 2005 886 26,554 - (3.318) {23,236) = 10ctober 2010 31 March 2011
11 July 2006 999 517,837 - {485,772) (5,293) 26,772 1 October 2011 31 March 2012
10 July 2007 . 1306 190,752 - (216) {190,536) = 10ctober2010 31 March 2011
10 luly 2007 1,306 264,679 - (392) (16,676} 247,611 1 October 2012 31 March 2013
17 July 2008 1,274 178,681 - (74,697) (11,497) 92,487 1 October 2011 31 March 2012
17 July 2008 1,274 270,597 - (150) (24,775) 245,672 1 October 2013 31 March 2014
30 june 2009 1,042 308,351 - (7.382) (24,123) 276,846 1 October2012 31 March 2013
30 June 2009 1,042 562907 - {2,664) (46,839) 513,404 1 October 2014 31 March 2015
30 June 2010 871 771919 - (4,320) (65,287) 702,312 1 October 2013 31 March 2014
30 June 2010 871 2,946,250 - (5,222) (178,675) 2,762,353 1October2015 31 March 2016
29 June 201 1105 - 426,347 - (40,328) 386,019 1 October 2014 31 March 2015
29 June 2011 1,105 - 765,339 (45) {53,423) 711,871 1 October 2016 31 March 2017
6,038,527 1,191,686 (584,178} (680,688} 5,965,347
As at 31 March 2011
Optlon price Qutstanding Outstanding Date fram which
Award date {pence) at start of year Granted Exercised Lapsed ot end of year exerclsable Expiry date ()
16 July 2004 622 1,890 - (315} (1,575} — 1 0October 2009 37 March 2010
14 July 2005 886 1,066,454 - (1,031,131) (8.769) 26,554 1 Qctober 2010 31 March 2011
11 July 2006 999 16,155 - {1,066) (15089 - 10Qctober 2009 31 March 2010
11 July 2006 999 563,277 - (3,247) (42,193) 517,837 1 October 2011 31 March 2012
10 July 2007 1,306 214,493 - (476) {23,265) 190,752 1 October 2010 31 March 2011
10 July 2007 1.306 400,684 - - (136,005) 264,679 1 October 2092 31 March 2013
17 July 2008 1.274 252,498 - - (73.817) 178,681 1 0October 2011 31 March 2012
17 July 2008 1274 439,226 - - (168,629) 270,597 1 October 2013 31 March 2014
30 June 2009 1,042 539,099 - (2102} (228.646) 308,351 10ctober 2012 31 March 2013
30 June 2009 1,042 1,109,927 - (494} {546,526) 562,807 1 October 2014 31 March 2015
30 June 2010 871 - 823143 - (51,224) 771,919 1 Octeber 2013 31 March 2014
30 June 2010 87N - 3,073,329 - (127079) 2946,250 1 October 2015 31 March 2016
4,603,703 3,896,472 (1,038,831 (1.422.817) 6,038,527

() Options may remain exercisable beyond the published expiry dote due to individuals taking advantage of the right to a payment holiday during the terrm of the scheme.

As share options are exercised continuously throughout the period from 1 October to 31 March, the weigtited average share price during this
period of 1,291p (2011 - 1,177p) is considered representative of the weighted average share price at the date of exercise. The weighted average
share price of forfeitures is simply the option price to which the forfeit relates.

Company
As at 31 March 2012
. Option price Qutstanding Outstanding Date from which
Award date {pence) ot start of year Granted Exercised  atend of year exercisable Expliry date
10 July 2007 1,306 144 - (144) - 10ctober 2010 31 March 2011
17 July 2008 1,274 442 - {442) = 1 0ctober 2011 31 March 2012
30 June 2009 1,042 1.253 - - 1,253 10ctober 2014 31 March 2015
30 June 2010 87 413 - - 413 1 Qctober 2013 31 March 2014
30 June 2010 871 283 - - 283  10ctober 2015 31 March 2016
2,535 - (586} 1,949
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As at 31 March 2011

Optlon price QOutstanding Cutstanding Date from which
Award date {pence) at start of year Granted Exesclsed at end of year exercisable Expiry date
14 July 2005 886 3,655 - (3,655) - 10ctober2010 31 March 2011
10 July 2007 1,306 144 - - 144 10Qctober 2010 31 Morch 2011
17 July 2008 1.274 442 - - 442  10ctober 2011 31 March 2012
30 June 2009 1.042 1,253 - - 1,253  10October 2014 31 March 2015
30 June 2010 871 - 413 - 413 1October 2013 31 March 2014
30 June 2010 871 - 283 - 283  10ctober 2015 31 March 2016
5494 696 (3,655} 2535

No options were forfeited in the year.

The fair value of these share options at the measurement date, calculated using the Black-Scholes model, and the assumptions made in that
model are as follows:

July 2610

July 2005 July 2006 luly 2007 luly 2008 July 2009 Juty 2011

3Year SYear 3Year SYear 3Year SYear 3Year SYear 3Year Syear 3year SYewr 3year 5Yeor
Fair value of option 126p" 137p 217p 227p 287p 33p 304p 339p 244p 269 231p 246p 171p  163p
Expected volatility 15%  15% 19%  19% 25% 25% 28% 28% 3%  35% 19% 19% 8% 18%
Risk free rate 41% 42% 47% 47% 58% S57% 49% 50% 27% 29% 14% 22% 1.2%  21%
Expected dividends 42% 42% 48% 48% S53% 52% 41% 42% 41% 42% 17% 22%  61%  6.1%
Term of the option 3yrs Syrs 3yrs Syrs 3yrs Syrs 3yrs Syrs 3yrs Syrs 3yrs Syrs 3yrs Syrs
Underlying price at grant date 867p 967p 1,180p 1,180p 1,460p 1,460p 1.397p 1397p 1,139p 1,39 1,089p 1,089p 1.393p 1,393p

Strike price 886p 886p 999 999p 1,306p 1,306p 1,274p 1,274p 1042p 1042p 871p 871p 1.105p 1.105p

Expected price volatility was determined by calculating the historical volatility of the Group's share price over the previous 12 months.
{ii} Share Incentive Plan

Matching Shares

Censolidated Company
2012 2eMm 2012 20M

Weightad Weighted Weighted Welghted
average average average average
price price price price
Shares (pance) Shares (pence) Shares (pance) Shares {pence)
Cutstanding at start of year 1,752,503 1,205 1,745,224 1,215 1,320 1135 - 1,588 1,130
Granted during the year 522,744 1,315 571,166 1,161 240 1,320 288 1,161
Forfeited during the year (92,419) 1,194 (68,670) 1,215 - - - -
Exercised during the year (98,585) 1,304 (138,696) 1149 {342) 1,287 - -
Transfer to pool during the year (185,234} 1,328  (356,521) 1,149 {210) 1,311 (556) 1.149
Qutstanding at end of year 1,899,009 1,219 1,752,503 1,205 1,008 1,091 1,320 1,135
Exercisable at end of year 802,911 1,581 781,271 1,396 192 1,260 1,040 1,096

When shares have been held for 5 years they are transferred to a pooled share account. At this point the holder has an unconditional right to the share.

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 satisfy awards made under the scheme.
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30. EMPLOYEE SHARE-BASED PAYMENTS (continued)

Free Shares

Consolidated Company

2012 2mm 2012 20m
Weighted Weighted Waeighted Weighted
avarage average average average
prica price . price price
Sharas {pence) Shares (pence} Shares {pence) Shores (pence)
QOutstanding at start of year 308,163 1,224 673,999 1,210 120 1,151 320 1,151
Forfeited during the year (1,860) 1,225 (7.080) 1,210 - - - -
Exercised during the year (43,976) 1,310 (126,298) 1,149 (30) 1,310 - -
Transfer to pool during the year (50) 1,000 (232458) 1,000 - - (200) 1,000
Outstanding at end of year 262,277 1,187 308,163 1,224 90 1,098 120 1151
Exercisable at end of year 262,277 1,187 308,163 1,076 90 1,098 120 113

As shares are exercised continuously throughout the year, the weighted average share price during the period of 1,310p (2011 - 1,149p) is considered
representative of the weighted average share price at the date of exercise.

The fair value of these shares 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 satisfy awards made under the scheme.

(iif) Deferred Annual Incentive Scheme Consolidated Company

2012 20m 2012 201
Weightad Weighted Waighted Weighted
average average avurﬂgc average
price price price price
Shares {pence) Shares {pence) Shares (pence) Shares {pence)
Qutstanding at start of year 463,855 1,270 322905 1.367 92,165 1,251 58,867 1,349
Granted during the year 134,328 1,342 166,426 1.079 20,454 1,342 33,298 1,079
Forfeited during the year {14,403} 1,144 (22,722) 1,367 - - - -
Exercised during the year (188,025} 1,484 (2,754) 1054 (44,411) 1,545 - -
Qutstanding at end of year 365,755 1,198 463,855 1,270 68,208 1177 92,165 1,251
Exercisable at end of year 1,867 1,277 868 1,072 - - - -

The fair value of the annual incentive scheme shares 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 satisfy awards made under the scheme.

{iv) Performance Share Plan

Consclidated Company

2012 20Mm 2012 201
Welghtad Weighted Waeighted Weighted
average average average average
prica price price price
Shares {pence) Shares (pence) Shares {pence) Shares {pence)
Outstanding at start of year 1,992,484 1,226 1592479 1,353 875,064 1,233 752945 1,360
Granted during the year 580,614 1,342 840,095 1079 204,561 1,342 338,645 1079
Forfeited during the year (476,916) 1,505 (379,500} 1,353 (225,245) 1,545 (181,449) 1,360
Exercised during the year {55,759) 1,545 (60,590} 1.076 - - (335071 1,076

Qutstanding at end of year 2,040,423 1,185 1,992,484 1,226 854,380 1177 875,064 1,233

Of the outstanding options at the end of the year, none were exercisable.

The fair value of the performance share plan sl’_mres is not subject to valuation using the Black-Scholes model. The fair value of shares granted
in the year is equal to the closing market price on the date of grant.
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(v) Long Term Incentive Plan

2012
Weighted
averags price
Shares {pence)
Outstanding at start of year - -
Granted during year 225,687 1,342
Qutstanding ot end of year 225,687 1,342

Of the outstanding optlons at the end of the year, none were exerciseable. The Company has no employees in the LTIP.

The fair value of the long term incentive pian shares is not subject ta valuation using the Black-Scholes model. The fair value of shares granted
In the year is equal to closing market price on the dote of grant,

31, FINANCIAL INSTRUMENTS AND RISK

This note presents Information about the fair value of the Group's financial Instruments, the Group's exposure 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 exposure to the following risks from its use of financial instruments:

=+ Credit risk

-+ Liquidity risk

=+ Commodity risk
+ Currency risk

4+ Interest rate risk

The Board has overall responsibility for the establishment and oversight of the Group's risk management frarmework. The Board established
the Risk and Trading Committee, a standing committee of the Management Board comprising three Executive Directors and senior managers
from the Energy Portfolio Management and Finance functions, to oversee the control of these activities. This committee is discussed further
in the Directors Report.

The Group's policies for risk management are established 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 manitor 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
instrumnents are entered into to hedge exposure to these risks, The objectives and policies for holding or issuing financial instruments and similar
contracts, and the strategies for achleving those objectives that have been followed during the year are explained below.

The Company is requlred te disclose information on Its financial Instruments and has adopted policies identical to that of the Group, where
applicable. Separate disclosure is provided where necessary.

Before detailing the relevant qualitative and quantitative disciosures in relation to the potential risks faced by the Group. details on the different
categories of financial Instrument and the carrylng and fair values of each of those categorles is provided below.
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Notes on the financial statements (continued)
for the year ended 31 March

31. FINANCIAL INSTRUMENTS AND RISK {continued)

A. CATEGORIES OF FINANCIAL INSTRUMENTS AND FAIR VALUES OF THOSE ASSETS AND LIABILITIES

The falr values of the primary financlal assets and liabilities of the Group together with their carrylng values are as follows:

2012 201 201
2012 2012 Total Amortised cost 20m Total 2011
Amortised cost Classified as carrying 2012 orother{} Classifiedas carrying value Fair value
orother(i)  trading {l}) value  Fairvalue Restated trading (li) Restated Restated
£m £m £m £m £m Em Im fm
Financial assets
Current
Trade receivables 3,345 - 3,345 3,3451 33317 - 3,331.7 13Nz
Other receivables 218 - 218 21.8 93.4 - 934 93.4
Cash collateral 119.9 - 119.9 119.9 - - - -
Cash and cash equivalents 189.2 - 189.2 189.2 476.9 - 476.9 4769
Derivative financial assets - 851.2 851.2 851.2 - 25255 2,525.5 2.525.5
3,676.0 851.2 4,527.2 4,527.2 39020 2,5255 64275 6,u4275
Non-current
Loans to associates and jointly
controlled entities 1,1919 - 1,191.9 11919 11246 - 1,124.6 1124,6
Derivative financial assets - 348.0 3480 3480 - 9901 3901 9901
11919 3480 1,5399 15399 11246 990.1 21147 21147
4,867.9 1,199.2 6,0671 6,067 5,026.2 31,5156 8,542.2 8,542.2
Financial linbilities .
Current
Trade payables (3,212.5) - (3,212.5) (3,212.5) (3,197.2) - (3197.2y  (3197.2)
Bank loans and overdrafts (696.8) - (696.8) (700.2) (433.7) - (433.7) (434.7)
Finance lease liabilities (11.8) - (11.8) {11.8) (12.8) - {12.8) (12.8)
Derivative financial liobilities - {817.6} (817.6) {817.6) - (2,3075) {2,3075) (23079
(3,921.1) (817.6) (4,738.7) (4,7421) {3,643.7) (2,3075) (5951.2) (5952.2)
Non-current .
Loans and borrowings (iii) {5,175.5) {31.2) (5,206.7) (5,807.6) (4,829.1) 28.6  (4,8005) (5133.7)
Finance lease liabilities {330.3) - (330.3) (330.3) (359.0) - (359.4) (359.4)
Derivative financial liabilities - (399.2) (399.2) {399.2) - (769.3) (769.3) (769.3)
(5,505.8) (430.4) (5,936.2) (6,537.1) {5,188.5) (740.7) (5929.2) (6,282.4)
(9,426.9) (1,248.0) (10,674.9) (11,279.2) (8.832.2) (3.048.2) (11.880.4) (12,234.6)
Net financial liabilities (4,559.0) (48.8) (4,607.8) (5,212.1) {3,806.0) 4674 (3,338.6) (3,692.4)

() Recorded at amortised cost or loans ond recelvables.

() 1A5 39 fingnciql instruments.
() Includes non-recourse borrowings.
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The fair values of the primary financial assets and liabilities of the Company together with their carrying values are as follows:

7
2012 2011 2011 §
2012 2012 Total Amortised cost 201 Total 20N
Amortised cost Classified as carrying 2012 otother () Classifed os carmying value Fair value
orother (i) trading (i) value Falr value Restated trading (il) Restated Restated
- £m £m Em £m Em Em fm Em
Financial assets
Current
Cash and cash equivalents 143 - 14.3 14.3 3191 - 3191 3193
Amounts owed by subsidiary undertakings 2,917.8 - 29178 29178 22209 - 22208 2.220.9 'é"
Devivative financial assets - 12.2 12.2 12.2 - 300 300 300 3
2,9321 12.2 29443 29643 25400 300 25700 2,570.0 b
Non-current :
Armourits owed by subsidiary undertakings 3,790.6 ~ 3,7906 3,7906 3,661.2 - 3,661.2 3.661.2
Loans to associotes and jointly
cantrolled entities ) 1,140.0 - 1,140.0 1,140.0 1029.5 - 1,029.5 1,029.5
Derivative financial assets - 94.7 94.7 94.7 - 480 480 480
4,930.6 94,7 50253 50253 4,690.7 48.0 4,738.7 4,738.7 g'
7.862.7 106.9 79696 79696 7.230.7 78.0 7.308.7 7.308.7 E
Financial liabilities :
Current i
Bark loans and overdrafts (440.1) - (440.1) {391.7) {106.8) - {106.8) {106.9) 2
Amounts owed to subsidiary undertakings (2,463.2) - {2,463.2) (2,463.2) (2,757.0} - (2,757.0)  (2,757.0)
Derivative financial liabilities - (8.5) (B.5) {8.5) - (15.5)- (15.9) (15.5)
(2,903.3) (8.5) (2,911.8) (2,863.4) (2,863.8) (15.5) {2,879.3) (2,879.4)
Non-current E
Eurcbonds ' {3,126.7) - (3,126.7} (3,611.1) (2,857.1) - (2.8570) (3167.2) 3
Bank loans (797.3) (31.2) {828.5) (861.9) (671.0) 28.6 (642.4) {676.9) ]
Arncunts owed to subsidiary undertakings (268.2) - (268.2) (268.2) {257.4) - {257.4) {257.4) F.T
Derivative financial liabilities - (206.3) {206.3) (206.3) - (136.7) (136.7) (136.7) >
{4,192.2) (237.5) (4,429.7) (4,947.5) {3,785.5) (108.9)  (3,893.6) (4,238.2) g
(7,095.5) (246.0) (7,341.5) (7,810.9) {6,649.3) (123.6} (6,772.9) (7117.6) R
Net financial assets/{liabilities) 767.2 (139.9) 6281 158.7 (581.4) {45.6) {535.8) 1911 g
o
(i} Recorded at amortised cost. available for sale, or loans ond receivables, %
(i) [AS 39 financial instruments. 2
Basis of determining falr value ?,

Certain gssets and Yiabilities designated and carried at amortised cost are loans and receivables. For certaln cument assets and liabilities their

carrying value is equivalent to fair value due to short term maturity.

Assets and liabilities designated at fair value and the fair value of other financial assets and liobilities have been determined by reference to
closing rate market values. This basis has been used in valuing Interest rate instrurnents, foreign currency hedge contracts and denominated
long-term fixed rate debt. Commodity contracts fair values are based on published price quotations.

The fair values are stated at a specific date and may be different from the amounts which wilk actually be paid or recelved on settlement of
the instruments. The fair value of items such as property, plant and equipment, brands or the Group's customer base are not Included as these

are not financial instruments,
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Notes on the financial statements (continued)
for the year ended 31 March

31. FINANCIAL INSTRUMENTS AND RISK {continued)
B. RISKS FROM USE OF FINANCIAL INSTRUMENTS

(i} Creditrisk
Credit risk Is the risk of financial loss to the Group if a customer or counterparty fails to meet its contractual obiigations.

Credit risk arising from the Group's hermal commercial operations is controlled by individual business units operating in accordance with Group
policies and procedures. Generally, for significant contracts, individual business units enter inio contracts or agreements with counterparties
having investment grade credit ratings only, or where suitable collateral or ather security has been provided. Counterparty credit validation

Is undertaken prior to contractual commitment.

Credit risk management for the Group's Networks businesses is performed In accordance with industry standards as set out by the Regulator and
is controlled by the individual business units. The Group's greatest credit risks lie with the operations of the Energy Supply business and the Energy
Portfolio Manogement-function and the activities carried out by the Group’s Treasury function, for which spedific credit risk controls that match
the risk profile of these activities are applied.

Exposure to credit risk in the suppty of efectricity and gas arises from the potential of a customer defaulting on their invoiced payables.
The fingncial strength and creditworthiness of business customers is assessed prior to commencing, and for the duration of, their contract
of supply. Domestic customers’ creditworthiness is reviewed from a variety of internal and external information.

Exposure to credit risk in the procurement of wholesale energy and fuel is managed by reference to agreed transaction credit limits which
are determined by whether the counterparty: .

{) holds an investment grade credit rating; or
{i) can be assessed as adequately creditworthy in accordance with internal credit rules using information from other external credit agencies; or

(i) 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

{iv) can be allocated a non-standard credit limit approved by the Risk Committee within its authorised limits as delegated by the Group Board,

Credit support clauses or side ogreements are typically included or entered into to protect the Group against counterparty failure or non-delivery.
Within the Energy Portfolic Management business, significantly increasing volumes of gas, electricity and other commadities products are now
traded through cleared exchanges to further mitigate credit risk. Such exchanges are subject to strict requlation by the UK Financial Services
Authority (FSA) and participants in these exchanges are cbliged to meet rigorous capitel adequacy requirements.

Individual counterparty credit exposures are menitored by category of credit risk and are subject to approved limits. At 31 March 2012, the Group’s
Energy Portfolio Management activities business had pledged £254.4m (2011 - £201.1m) of cash collateral and letters of credit and had received
£54,3m (2011 — £38.7m) of cash collateral and letters of credit principally to reduce exposures on credit risk.

Bank credit exposures, which are menitored and reported on daily, are calculated on a mark-to-market basis and adjusted for future volatility and
probability of default. Any issues relating to 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 value or credit risk. Derivative financial instruments are entered into to cover the Group’s market risks — commodity risk, intesest rate
risk, currency risk — and are consequently covered elsewhere in this note.

Trade recelvables represent the most significant exposure to credit risk and are stated net of collateral held, letters of credit or other credit
enhancements. The trade receivables total includes an allowance for impaiment.
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Concentrations of risk
Trade receivables recorded by reported segment held at the 31 March were:

2012 20m
im £m
Networks
Electricity Distribution ) 801 63.4
Electricity Transmission 0.8 0.2
Other Networks 113.4 929
1943 156.5
Retall
Energy Supply 5791 7338
Energy-related Services 18.2 127
’ 597.3 751.5
Wholesale '
Energy Portfolio Management and Electricity Generation 2,551.0 24108
Gas Storage 2.3 12.3
Gas Production = -
2,553.3 24231
Corporate unallocated 0.2 0.6
Total 3,345 3.331.7

The Retail segment accounts for 17.8% (2011 — 22.6%) of the Group's trade receivables. Trade receivables associated with the Group's 9.55 million
electricity and gas 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 customers totalling »10% of trade receivabtes. The biggest customer balance, due from a wholesale customer (also a
wholesale supplier), is less than 9% (2011 — less than 10%) of the total trade receivables.

The ageing of trade recelvables at the reporting date was:

2012 2011

£m £m

Not past due 37211 3,053.7

Past due but not individually impaired:

0~ 30 days 140.5 181.7
31 -90days 539 69.0
Cver 90 days ) 166.9 171.5
34824 34759
Less; allowonice for impairment {137.3) (144.2)
Net trade receivables 3,3451 3,331.7

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 to pursue customers in significant arrears and believes its impairment policy in relation to such balances is opproprlate Those debts
which are neither past due nor impaired are considered to be good and are expected to be recoverable,

The Group has other recelvables which are financial assets totalling £21.8m (2017 ~ £93.4m). The Company does not have trade receivables.

The movement in the allowance for impairment of trade receivables was:

2012 20M
£m £m
Balance at 1 April 144.2 1489
[ncrease in allowance for impairment 46.7 50.7
Impairment losses recognised . (57.0) (61.7)
Recovery of impairment loss previously recognised 4.2 6.3
Foreign exchange movements (0.8) -
Balance at 31 March 137.3 144.2
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Notes on the financial statements (continued)
for the year ended 31 March

31. FINANCIAL INSTRUMENTS AND RISK {continued)
B. RISKS FROM USE OF FINANCIAL INSTRUMENTS (continued)

At the end of each reporting period a review of the provision for bad and doubtful debts is performed. 1t is an assessment of the potential amount
of trade recelvables which will not be paid by customers after the halance sheet date. This amount is calculated by reference to the age, status
and risk of each receivable.

(i) Liquidity risk and Going Cancern

Liquidity risk, the risk that the Group will have Insufficient funds to meet its liabilities, is managed by the Group's Treasury department. The Group
can have significant moverments in its liquidity position due to movement 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 liguidity 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. Short term liquidity is reviewed
daily by Treasury, while the longer term liquidity position is reviewed on a regular basis by the Board. The department’s operations are govemned
by policies determined by the Board and any breaches of these policies are reported to the Risk and Trading Committee and 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 liquidity to meet Its liabilities
when due, under both normal and stressed conditions, without incurring unacceptable losses or risking damage to the Company’s reputation.

During the year, the Group’s approach to managing liquidity was to seek to ensure that the Group has availabie committed borrowings and
facilities equal to at least 105% of forecast borrowings over a rolling 12 month pericd. In May 2012, the Board revised this policy to cover ot least
105% of forecast borrowings over a rolling 6 month period.

The Group uses a cash flow forecast to monitor its ongoing borrowing requirements. Typically, the Group will fund any short term borrowing
positions by issuing commaercial paper or borrowing frem uncommitted bank lines and will invest in money market funds when it has a cash
surplus. In addition to the borrowing fadilities listed at note 23, the Group has £100m of uncommitted bank lines and a £15m overdraft facility.

During the year the Group (through SSE plc) successfully re-opened the European corporate bond market after the summer break by issuing a
£300m ten year bond with a £4.25% coupon as well as manoging to secure a JP¥15bn (equivalent to £126.7m) seven year loan with an effective
interest rate of 3.52% through a reserve enquiry on its EMTN programrne, In addition during February 2012 the Group also undertook a US
private placement for a total consideration of $700m {equivalent to £446.4m) with proceeds being received in April 2012. The senior notes were
issued over four tranches at an average maturity of 10.3 years and an average all-in-cost of around 4.25%. This follows on from the previous year
when the Group extended its existing £900m revolving credit facility and its £100m bilateral facility on reduced terms to August 2015, borrowed
£400m from the European Investment Bank for a period of 10 years and fssued hybrid capital of £1,161.4m.

Under the going concern principle, the Group does not need to issue medium to long term debt but does expect to do so during the year ended
31 March 2013, Taking this and the current liquidity in the commercial paper market and the availability of undrawn committed bank facllities
into account, the Directors have concluded that the Group has sufficient headroom to continue as a going concern. In coming to this conclusion
the Directors have taken into account the successful issuance of £5.0bn of medium to lang 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 statement of going
concern is included in the Directors’ Corporate Governance report on page 87.

Treasury alse 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 lending facilities that are maintained by the Group). These are each allocated financial
lirnits, subject to the maintenance of an investment grade credit rating allocated by a recognised major ratings group. In respect of short-term
cash management, counterparties are subject to review and approval according to defined criteria.

As at 31 March 2012, the value of outstanding cash collateral in respect of mark-to-market related margin calls on exchange traded positions
was £119.9m (2011 — Enil).

The contractual cash flows shown in the following tables are the contractual undiscounted cash flows under the relevant financial instruments,
Where the contractual cash flows are variable based on a price, foreign exchange rate orindex in the future, the contractual cash flows in the
following tables have been determined with reference to the relevant price, foreign exchange rate, interest rate or 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 te the length of interest calculation
periods and the interest rate that applies varies with the period selected, the contractual cash flows have been calculated assuming the Group
selects the shortest available interest calculation periods, Where the holder of an instrument has a choice of when to 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 forecasts for the purposes of considering Liquidity Risk
as noted above.
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The foltowing are the undiscounted contractual maturities of financial liabilities, iInduding interest and excluding the impact of netting agreements:

Liquidity risk

2012 2012 2012 2012 2012 2012 2011 201 20m 20m 201 2011
Carrying Controctual 012 1.2 2-5 »5 Carrying Contractuol 012 12 25 >5
value cash flows months years years years value cash flows months yeors yeors years
£m £m £m Em £m £m Em Em Em Em Em Em
Financial liabilities '
Loans and borrowings
Bank overdrafts 3.7 (3.7} (3.7) - - - 53 (5.3) {5.3) - - - -
Commercial paper and :
cash advances 4401 {441.0) (441.0) - - - 1067 (106.8) {1068)° - - -
Bank loans - floating 411.5 (457.4) (32.0) (6.8) (103.3) (315.3) 515 (5645) (1073} (315 (103.7) (322.0)
Bank loans - fixed 836.8 (1,237.9) (246.4) (307.9) (40.7) (642.9) 7789 (1,189.5) (2399 (106.8) (3229} (519.9)
Unsecured bonds - fixed 3,918.2 {7,036.6) (226.0) (1,426.3) (465.8) (4,918.5) 3643.5 (6.833.0) (2153} (215.3) (1,803.4) (4,599.0)
Non-recourse funding 262.0 (262.5) (140) {14.0) (45.6) (188.9) 2169 (2176} (125} (11.9) (433) {149.9)
Fair value odjustment 1.2 - - - - - {28.6) - - - - -
59035 (9,439.1) (963.1)(1,755.0) (655.4)(6,065.6) 5.234.2 (8916.7) (6871} {(365.5)(2,273.3){5,590.8)
Finance lease obligations 3421  (671.8) (48.8) (51.2) (148.7) (423.1) 3722 (743.0) (521 (50.2) (152.4) (488.4)
6,245.6 (10,110.9) (1,011.9)(1,806.2) (804.1)(6,48BB.7) 5606.4 (9,659.7) (739.2) (415.7}{2,425.7) (6,079.2)
Derivative financial liabilities
Operating derivatives ]
designated at fairvafue  983.3  1,974.3 1,489.6 1027 393.3 (11.3) 2571.8 126233 93635 24134 8464 -
Interest rate swops used
for hedging 25.4 (25.4) (9.9) 6.1} (2.5} (6.9} 333 {33.2) 8.5} (7.6} (8.8} (8.3)
Interest rate swaps
designoted at fairvalue  191.5  (191.5) (9.6) {9.5) (24.6) (147.8) 1157 (1156} (7.1} (5.3} (159 (823
Forward exchange
contracts held for
hedging 81 (620.6) (490.5) (101.6) (28.5) - 0.6 (10.2) (55 (4.7} - -
Forward exchange
contracts deslgnated
at fair value 8.5 (866.8) (736.) (130.5) - - 154  (960.5) (488.3) (363.3) (1089 -
1,216.8 2702 2435 (145.0) 3377 (166.0) 30768 115038 88541 20325 7128 {95.6)
Other financial liabilities
Trade payables 3,212.5 (3,212.5)(3,212.5) - - ~ 31972 (3.1972) (3197.2) - - -
3,292.5 (3,212.5)(3,212.5) - - = 37972 (31972) (3197.2) - - -
Total 10,674.9 (13,053.2)(3,980.9) (1,951.2) (466.4)(6,654.7)11.880.4 (1,353.%) 49177 1,616.8 (1.7129) {(6174.8)
Derivative financial assets
Financing derivatives (101.7) (169.2) (50.9) (41.2) (555) (21.6) (819 (7772) (8601) MNM39 (10.7)  (20.3)
Operating derivatives :
designated at fair value (1,097.5) (4,847.9){3,559.0) (682.7) (574.1) (32.1)(3.433.7) (15,189.2) (10945.1) (2,832.5) (1,359.2)y  (52.4)
(1,199.2) (5,017.1)(3,609.9) (723.9) (629.6) (53.7) (3,515.6) (15,966.4) (11,805.2) {(2,718.6) (1,3699) (72.7)

Net total ()

9,475.7 (18,070.3) (7,590.8)(2,675.1)(1,096.0)(6,708.4) 8,364.8

(17.319.5) (6,887.5) (1,101.8) (3,082.8) (6.247.5)

(it The Group believes the liquidity sisk associated with out-of-the-money operating derivative contracts needs to be considered in conjunction with the prafile of poyments of receipts
arising frem derivative financial assets. It should be noted that cash Rows assaclated with future energy sales and commoadity contracts which are not LAS 39 fingncial Instruments
are not includad in this analysls, which [s prepared In accordance with IFRS 7, *
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Notes on the financial statements (ontinued)
for the year ended 31 Maich

31. FINANCIAL INSTRUMENTS AND RISK (continued)
B. RISKS FROM USE OF FINANCIAL INSTRUMENTS (continued)

The Company hos the following liquidity maturity profile:

Liquidity risk )
2012 2012 2012 2012 2012 2012 20m 20M 20m 201 20m 2011
Carrylng Contractual 012 1-2 2-5 »5 Cnerying Contractual 012 1-2 25 >5
valus cash flows menths yaars years years value cosh flaws months years years years
£m £m £m im £im £&m im Em £m Em tm Em
Financial liabilities
Loans and borrowings
Commercial paper and
cash advances 4401 (441.0) (441.0) - - - 1068 (1068} (106.8) - - -
Bank loans - fleating 3615  (406.3) (6.4) (6.4 (78.2) (3153} 3615 (4123 (60) (60 (78.4) (3219)
Bank loans — fixed 435.8 (516.9) (20.7) (2231) (24.6) (2485) 3095 (3753) 6.2y (16.2) (226) (116.8)

Unsecured bonds —fixed 3,126.7 (5,172.3) (190.0) (1,390.3) (357.4) (3,234.6) 2.8571 (4949.8) {(179.4) (179.4) (1,695.1) (2,895.9)
Fair value adjustment - 312 - - - - - (28.6) - - -

4,395.3 (6,536.5) (658.1) {1,619.8) (460.2) (3,798.4) 3,606.2 (5844.2) (308.4) (201.6) {1,999.6) (3,334.6)
Derivative financial liabilities

Interest rate swaps used

for hedging 25.2 {25.2) {8.4) (5.5} (2.5) (8.8 291 (29.1 6.3} (6.3) 8.2) (8.3)
Interest rate swaps

designated at fairvalue  173.0 (173.0) {8.7) 8.7) (221) (133.5) 1068 (106.8) (5.8) 4.8 (15.4) (80.8)
Forward exchange

contracts held for

hedging 81 (620.6) (490.5) (101.6) (28.5) - 0.6 (10.2} (55 @7 - -
Forward exchange

contracts desighated

at fair value 8.5 (866.6) (736.1) (130.5) - - 157  (960.5) (488.3) (363.3) (1089) -

214.8 (1,685.4) (1,243.7) (246.3) (53.1) (142.3) 1522 (11066} (505.9) (379.1) (1325) (89.1)
Other financial liabilities

Amounts due to

subsidiary undertokings 2,731.4 (2,731.4) (2,463.2) (268.2) - - 30144 (3,0144) (2,7570) (257.4) - -
2,731.4 (2,731.4) (2,463.2) (268.2) - - 30144 (3,014.4) (2757.0) (257.4) - -

Total 7,341.5 (10,953.3) (4,365.0) (2,134.3) (513.3) (3,940.7) 67729 (9.965.2) (3.571.3) (838.1) (21321) (3,423.7)

Derivative financial assets )
Financing derivatives (106.9) (169.2) (50.9) {41.2} (55.5) (21.6) (78.0y (7773) (860.3) 1137 (10.4) (20,3
Net total 7.234.6 {11,922.5) (4,415.9) (2,75.5) (568.8) {3,962.3) (6.694.9} {10,742.5) (4,431.6) (724.4) (2,42.5) (3,444,0)

(iii) Commodity risk

The Group’s Energy Portfolio Management function manages the Group's exposure to energy commadity price movements and also to physical
commodity volume requirements as part of its normat course of business. This arises from the Group's requirement to source gas or electricity for
the Energy Supply business, or to procure fuel to produce electricity from its generation assets. Insofar as the contracts refate to Energy Supply,
the impact of delivered commodities will be passed through to the newly established segment.

The Group'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
{VaR) model. The exposure is subject to financial limits established by the Board and managed by the Risk and Trading Committee. The expasure
Is reported to the Committee on a monthly basis and to the Board when certain trigger levels are exceeded. Within this approach, only ceriain of
the Group’s energy commodity contracts are deerned to constitute financial instruments under IAS 39. As a result, while the Group manages the
commodity price risk associated with both financial and non-financial cormmodity controcts, it is only the fair value of IAS 39 financialinstruments
which represents the exposure of the Group's cormmodity price risk under IFRS 7. This is a consequence of the accounting policy which requires that
commedity contracts which are deslgnated as finandial instruments under IAS 39 should be accounted for on a fair value basis with changes in fair
value reflected in profit or equity. Conversely, commodity contracts that are not financial instruments undes [AS 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 with the Energy Portfolio Management activity is monitored for internal risk management
purposes and is outside the scope of IAS 39, these measures are not required to comply with IFRS 7.
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Operationally, the economic risks associated with this exposure are managed through a selection of longer and shorter term contracts for
commedities such as gas, electricity, coal and carbon emisstons allowances, through the gas production assets and through flexibility from
the Group's fleet of generation assets.

Short-term exposures arise from the requirernent to match volumes of procured gas, electricity and power station fuel with demand for gas
and electricity by the Energy Supply business customers or from Generation power plants, which can vary from expectations and result in a
requirement to close the resulting positions at unfavourable prices. This aspect of commedity 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 longer term contracts {including forwards, futures contracts
and other financial instruments). These, in turn, are used 1o reduce short-term market exposures.

Certain commedity contracts are entered Into primarily for own use purposes to supply to customers or to provide fuel to power stations.
However, as noted, a number of these contracts do not qualify for own use treatment under IAS 39 and are subject to fair value measurement
through the income statement. In addition te this, the Group enters into certain contracts te manage commodity price and volume risk. These
are also subject to fair value measurement through the income statement. Finally, other physical contracts can be treated as the hedging
instrument in docurmented cash flow hedging relationships where the hedged item is the forecast future purchase requirement to meet
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) model which considers
exposures in all commodities and provides an estimate of the potential change to the Groups forecast profits over a given period and 1o a given
confidence level. The calculated finandal risk is controlled through the imposition of a number of risk limits approved by the Board and monitored
and managed by the Risk and Trading Committee. The Group's exposure to Commadity risk Is subsequently reported to and monitored by the
Risk and Trading Committee and to the Management Board by exception.

The Group's exposure to commodity price risk according to IFRS 7 is measured by reference to the Group's IAS 39 commodit.y contracts. IFRS 7
requlres disclosure of a sensitivity analysis for market risks that is intended to illustrote the sensitivity of the Group’s financial position and
performance to changes in market variables impacting upon the fair value or cash flows associated with the Group’s financial instruments.

Therefore, the sensitivity analysis provided discloses the effect on profit of loss and equity at the balance sheet date assuming that a regsonably
possible change in the relevant commedity price had eccurred, and been applied to the risk exposures in existence at that date. The reasonably
possible changes in commeodity prices used in the sensitivity analysis were determined based on cafculated or implied votatilities where available,
or historical data.

The sensitivity analysis has been calculated on the basis that the proportion of commodity contracts that are TAS 39 financial instruments remains
consistent with those at that paint. Excluded from this analysis are all commodity contracts that are not finarcial instruments under [AS 39.

2012 201

Reasonably Recsonably
possible possible
incrense/ Increase/
decrease in decrease In
Base prica (i) variable Base price () varlable

Commodity prices
UK gas (p/therm) 69 +-6 72 +-10
UK power (£/MWh) 57 +-6 63 +/-9
UK coal (US$/tonne) 221 + 7 132 +/-13
UK carbon emissions allowances {€/tonng) 8 +-3 19 +-3
UK ail (US$/bbl) 105 +/-11 ©109 +-12

() The base price represents the average forward market price over the durction of the active merket curve used to calculate the sensitivity analysis.
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Notes on the financial statements (continued)
for the year ended 31 March

31, FINANCIAL INSTRUMENTS AND RISK (continued)
B. RISKS FROM USE OF FINANCIAL INSTRUMENTS (continued)

The impacts of reasonably possible changes in commodity prices on profit after taxation based on the rationale described are as follows:

2012 201
Impact an Impact on Impacton impact
profit squity prefit an equity
Em ) £m fm Em
Incremental profit/{loss)
Commodity prices combined — increase 2276 - 2573 -
Commodity prices combined — decrease (227.6) - (257.3) -

The sensitivity analysis provided is hypothetical and is based on the Group's commadity contracts under IAS 39. This is analysis only and 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 impacts provided are indicatlve only and are based on caleulations which do not consider all interrelationships,
consequences and effects of such a change in those prices.

{iv) Currency risk )

The Group publishes its consolidated financial statements in Sterling but also conducts business in foreign currencies. As a result, it is subject to
foreign currency exchange risk arising from exchange rate movements which will be reflected in the Group's transaction costs or in the underlying
foreign currency assets of its foreign operations.

The Group’s policy is to use forward contracts, swaps and options to manage its exposures to foreign exchange risk. All such exposures are
transactional in nature, and relate primarily to pracurement contracts, commedity purchasing and related freight requirements, cammodity
hedging, long term plant servicing and maintenance agreements, and the purchase and sale of carbon emission allowances. The palicy is to seek
to hedge 100% of its currency requirements arising under all committed contracts excepting commodity hedge transactions, the requirements
for which are significantly less predictable. The policy for these latter transactions is to assess the Group's requirements on a rolling 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 investment in its
foreign operations by ensuring the net assets whose functional currency cash flows are denominated in Euros are matched by borrowings in Euras.

Significant exposures are reported to, and discussed by, the Risk and Trading Committee on an angoing basis and additionally form part of the
bi-annual Treasury report to the Audit Committee.

At the balance sheet date, the total nominal value of outstanding forward foreign exchange contracts that the Group has committed to is:

2012 2011

£m £m

Forward foreign exchange contracts 21195 2,074.4
The Group's exposure to foreign currency risk was as follows:

2012 201t

DKK CHF DKK CHF

IP¥m  (million) €m USSm  (million) JP¥m mihion) €m ussm {milllon}

Loans and borrowings 46,000.0 - 9236 2483 10.0 28,0000 - 664.8 150.0 20.0

Purchase and commodity
contract commitments - 106.7 578.8 2,019 448 - 10368 4150 1.859.7 -
Gross exposure 46,000.0 106.7 1,502.4 2,267.4 548 280000 10368 10798 20097 20.0

Forward exchange/swap contracts 46,0000 106.7 8939 11,5591 54,8 28,0000 .1,03638 7700 1,682.3 20.0
Net exposure (in currency) - - 6085 708.8 - - - 309.8 3274 -
Net exposure (in £m} - - 507.4 4429 - - - 2737 203.8 -
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This represents the net exposure to foreign currencies, reported in pounds Sterling, and arising from afl Group activities. All sensitlvity analysis *
has been prepared on the basis of the relative proportions of instruments In foreign currencies being consistent os 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 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 extrapolations of rate changes which may not reflect the actual result which would impact upon the Group.

A 10% change in foreign currency exchange rates would have had the following Impact on profit after taxation, based on the assumptions
presented above:

Equity Income staterment.
At 31 March At 31 March At 31 March At 21 March
2012 20 2012 20N
Em Em £m £m
US Dollars - - 36.4 16.5
Euro 411 22.2 ' 0.6 -
DKK - - - -
PY - - - -
CHF . - - - -
LR 22.2 37.0 16.5

The impact of a decrease in rates would be an identical reduction in the annual charge.

(v) Interest rate risk
Interest rate risk derives from the Group’s exposure to changes in the value of an asset or liability or future cash flows through changes in
Interest rates.

The Group's palicy Is to manage this risk by stipulating that a minimum of 50% of Group borrowings be subject to 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 ogreements 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.

Although interest rate derivatives are primarily used to hedge risk relating to current borrowings, under certain circumstances they may also be
used to hedge future borowings. Any such pre-hedging is unwound at the time of pricing the underlying debt, either through cash settlement on
a net present value basis or by transacting offsetting trades. The floating rate borrowings mainly comprise commercial paper issued at interest
rates of LIROR plus a variable margin and cash advances frorm the European Investment Bank (EIB).

The impact of a change in Interest rates is dependent on the specific detalls of the financial asset or liability in question. Changes in fixed rate
financial assets and liabilities, which account for the majority of cash, loans and borrowings, are not measured at fair value through the income
staternent. In addition to this, changes te fixed-to-floating hedging instrurments which are recorded under cash flow hedge accounting alse do
not impact the income 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 therefore based on variable rate debt and instruments.

The net exposure to interest rates at the balance sheet date can be summarised thus:

2012 2071
Carrying Carrying
amount amount
£€m Em
Interest bearing/earning assets and liabilities:
- Fixed {4,815.8) {4,258.4)
- Floating (1,336.7) (1,016.2)
(6,152.5) (5,274.6)
Represented by:
Cash and cash equivalents 189.2 476.9
Derivative financial liobilities (127.3) (116.5)
Loans and borrowings (5,872.3) (5,262.8)
Finance lease obligations {342.1) (372.2)
(6,152.5) {5,274.6)
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Notes on the financial statements (continued)
for the year ended 31 March

31. FINANCIAL INSTRUMENTS AND RISK (continued)
B. RISKS FROM USE OF FINANCIAL INSTRUMENTS (continued)

Following from this, the table below represents the expected impact of an increase in 100 basis paints in short term interest rates at the reporting
date in relation to the income statement. 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. The analysis assumes that all other
variables, in particular foreign currency rates, remain constant. The assessment is based on a revision of the fair value assumptions 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 instruments being consistent as at the balance sheet
date and is stated after the effect of taxation.

The sensitivity analysis is indtcative 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 extrapolations of rate changes which may not reflect the actual result which would impact upon the Group.

2012 20Mm

£m £m

Income statement 11.9 104
1.9 10.4

The impact of an identified decrease in basis points would be an equal reduction in the annual charge.

(vi) Primary statement disclosures

For financial reporting purposes, the Group has classified derivative financial instruments into two categories, operating derivatives and financing
derivatives, Operating derivatives include all quallfying 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 (mark-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 refiected in the incorne statement can be summarised thus;

2012 2m
£m £m
Operating derivatives
Total result on operating derivatives {i) 142.0 8879
Less; Amounts settled: (i) (575.7) 5739
Movement in unrealised derivatives (433.7) 14618
Financing derivatives (and hedged items)
Total result on financing derivatives (i) (1,288.7) (935.9)
Less: Amounts settled (i} 1,199.2 8915
Movement in unrealised derivatives (89.5) (44.4)
Net income statement impact (523.2) 14174

() Taotal result on derivatives in the income statement represents the total amounts (charged) or credited to the income statement in respect of operating and financlal derivatives.

(i) Amounts settled In the year represent the result on derivatives transacted which have matured or been delivered and have been included within the total result on derlvatives.
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The net derivative financial (liabilities) and assets are represented as follows: -
Consolidated Company

2012 o1 2012 201
£m fm £m £m
Derivative financial assets
Nen-current 3480 930.1 94.7 48.0
Current 851.2 2,525.5 12.2 300
1,199.2 3,515.6 106.9 78.0
Derivative Habilities
Non-current . (399.2) (769.3) {206.3) (136.7)
Current 817.6) (2,307.5) (8.5) (15.5})
Total desivative liabilities : {1,216.8) (3,076.8) {214.8) (152.2)
Net liability (172.6) 438.8 (107.9) (74.2)

Fair Value Hierarchy
The following table provides an analysis of financial instruments that are measured subsequent to 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 those derived from unadjusted queted market prices for identical assets or ligbilities.

+ Level 2 fair value measurements are those derived from inputs other than guoted prices included within tevel 1 that are observable for the
asset or liability, either directly (ie as prices) or indirectly (ie derived from prices).

+ Level 3 falr value measurements are those derived from valuation techniques that include inputs for the asset or fiability that are not based
on observable market data.

Level 1 . Level 2 Level 3 Total
Financial assets
Energy derivatives 59.8 10377 - 1,097.5
Interest rate derivatives - 69.6 - 69.6
Foreign exchange derivatives - 321 . - 321
598 1,139.4 - 1,199.2
Financial liabilities '
Energy derivatives : (110.2) (873.2) - (983.4)
Interest rate derivatives - (196.8) - {196.8)
Foreign exchange derivatives - {36.6) - (36.6)
Loans and borrowings - (31.2) - {31.2)
{110.2) (1137.8) - (1,248.0)

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 2012,

(vil) Cash flow hedges

The Group designates contracts which qualify as hedges for accounting purposes 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 foreign currency exchange
rates and which meet the effectiveness ariteria prescribed by IAS 39. The Group's accounting policy on cash flow hedges is explained in note 1.

The following table indicates the contractual maturities of the expected transactions and the qualifying cash flow hedges associated:

Cash flow hedges
2012 2012 2012 2012 2012 2012 20N 20Mm 2011 201 20m 2011
Carrying  Expectad 0-12 1-2 2-5 »5 Corrylng  Expected 012 12 25 >3
amount cosh flows months years yaars years amount  cash flaws menths years years years
£m £m £m £m £m im £m £m im £m Em fm
Interest rate swaps:
Liabilities (2.2) {2.2) (1.6) {0.6) - - (4.0} (4.0 (2.2) (1.3) (0.5} -
Forward exchange
contracts:
Assets 9.0 (257.9) (64.6) (48.9) (849) (59.5) 18.5 (237.8) (186.2) (M.8) (195 (20.3)
Liabilities {8.1) (620.6) (490.5) (101.6) (28.5) - {0.8) {10.2) {5.5} @7 - -

09 (878.5) (555.1) (150.5) (113.4) (59.5) 179 (2480) (191.7) (165 (195 (203

[ETIVELY)

Abajong

2juowiopad dnoig

aaunwioyiad jowawbag

aoupwaaob aymodioy

o
5
a
Fl
o
N
“
4
a
S
Y
El
a2
El
-
=

UORDWIOJU) JAP|CYBIDYS




1 6L| SSE Annual Report 2012

Notes on the financial statements (continued)
for the year ended 31 March

31, FINANCIAL INSTRUMENTS AND RISK (continued)

B. RISKS FROM USE OF FINANCIAL INSTRUMENTS {(continued)

Net investment hedge -
The Group's net investment hedge covers debt issued in the same currency (€) as the net investment in foreign subsidiaries with € denominated
functional currencies, these being the Airtricity Supply business and the Ireland and European wind farm portfolios. The hedge compares the
elernent of the net assets whose functional cash flows are denominated in € to the matching portion of the € borrowings held by the Group.
This provides protection against mevements in foreign exchange rates.

Gains and losses in the hedge are recognised In equity and will be transferred to the income statement on disposal of the foreign operation
{2012 — £29.8m gain, 2011 — £4.3m gain). Gains and losses on the ineffective portion of the hedge are recognised immediately in the income
statement (2012 - £nil, 2011 = Enil).

(viii) Capital management

The Board's policy is to maintain a strong balance sheet and credit rating so 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
tequirernents throughout the Group. As at 31 March 2012, the Group's long term credit rating was A3 stable outlook for Moody's and A- stable
outlook for Standard & Poors, These remain unchanged in the year to 31 March 2012, Further detail of the capital management objectives, policles
and procedures are included in the ‘Financial management and balance sheet’ section of the Financial Overview at pages 21 to 23 of this report.

The maintenance of a medium-term corporate model is a key controf 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 Board and include the ratios
used by the rating agencies in assessing the Group’s credit ratings.

From time to time the Group purchases its own shares on the market. The timing of these purchases will depend on market prices and economic
conditions. The use of share buy-backs is the Group's benchmark for investment decisions and is utilised at times when management believe the
Group's shares are undervalued. No share buy-back was made during the year.

The Group's debt requirements are principally met through issuing bonds denominated in Sterling, US dollars and Euros as well as medium term
bank loans predeminately with the European [nvestment Bank. In addition the Group Issued hybrid capital bonds which bring together features
of both debt and equity, are perpetual and subordinate to alf senior creditors. During February 2012 the Group alse undertook a US private
placement for a total consideration of $700m {equivalent to £446.4m). The Group also maintains £1bn of committed bank facilities that act
as o backstop to the Group's commercial paper programme and these remain undrawn for the majority of the time.

In surnmary, the Group's intent is to balance returns to shareholders between current retumns thiough dividends and long-term capitof investment
for growth. In doing so, the Group will maintain its capital discipline and will continue to operate within the correct economic environment
prudently, In these respects, there were no changes to the Group's capital managerment approach during the year.
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32. RELATED PARTY TRANSACTIONS
The immediate parent and ultimate controlling party of the Group is SSE plc (incorporated in Scotland).

Balances and transactions between the Company and its subsidiaries, which are related parties of the Company, have been eliminated
on consolidation and are not disclosed in this note, Details of transactions between the Group and other related parties are disclosed below,

{i) Trading transactions
The following transactions took place during the year between the Group and entities which are related to the Group but which are nat members
of the Group. Related parties are defined as those in which the Group has contral, joint contral or significant influence.

Purchase of Purchase of

Saleof goods  goods and Amounts Amounts Sale of goods goods and Amounts Amounts
and sarvices services  owed from owad to and services services owed from owed to
2012 2012 2012 2012 20M 2011 20M 2
£m £m £m Em fm £m fm Em

Jaintly controlled entitles:
Seabank Power Ltd 34.7 {94.8) 01 91 79 (121.3) 03 259
Marchwood Power Ltd 46.8 {(80.5) 0.2 4.0 - 82.7) 01 73
Greater Gabbard Offshore Winds Ltd : - (24.4) - 15.4 6.3 0.2 - -
Scotia Gas Networks Ltd 59.2 (154.3) 73 139 61.8 (131.2) 15.7 121
Other loint Ventures 42.0 - 0.2 0.3 39.7 - 0.3 0.6
Associates 42.4 (44.5) 1.8 214 399 (104.3) 83 37

The transactions with Seabank Power Limited, Marchwood Power Limited and Greater Gabbard Offshore Winds Limited relate to the contracts
for the provision of energy or the tolling of energy under power purchase arrangements. Scotia Gas Networks Limited has operated the gas
distribution networks in Scotland and the South of England from 1 June 2005, The Group's gas supply activity incurs gas distribution charges
while the Group also provides services to Scotia Gas Networks in the form of a management service agreement for corporate services and stock
procurement services. Other transactions include those with PriDE (SERP) Limited, which operates a fong-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 SSE
Contracting Limited.

The amounts cutstanding are trading balances, are unsecured and will be settied In cash. No guarantees have been given or received. No
provisions have been made for doubtful debts in respect of the amounts owed by related porties. Aggregate capita! loans to jointly controlled
entities and associates are shown in note 14,

Remuneration of key management personnel
The remuneration of the key management personnel of the Group, is set out below in aggregate.

2012 2011
£m £m

Short-term employment benefits
Executive Directors 2.8 37
Other Management Board members (from 1 January 2011) 20 03
4.8 4.0

Key management persennel are responsible for planning, directing and controlling the operations of the Group. From 1 January 2011 these
personnel were identified as the Management Board, which Is made up of the Executive Directors, seven (2011 - slx} senior managers and
the Chief Executive Officer of Scatia Gas Networks Limited (who is not remunerated by the Group). ’

In addition, the key management personnel receive share-based remuneration, details of which are found at note 30. Further information about
the remuneration of individual Directars is provided in the audited part of the Directors’ Remuneration Report. The Executive Directors are
emplayed by the Company.

Information regarding transactions with post-retirement benefit plans is included in note 29.
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Notes on the financial statements (continued)
for the year ended 31 March

33, COMMITMENTS AND CONTINGENCIES

(i) Capital commitments

2012 2011
£im fm

Capital expenditure: )
Contracted for but not provided 828.0 1146.9

Contracted for but not provided capital commitments includes the fixed contracted costs of the Group's major capital projects. In practice
contractual variations may arise on the final settlemnent of these contractual costs.

{ii) Operating lease commitments

{a) Leases as lessee:

2012 2011
£m Em

Amount included in the income statement relating to the current year leasing arrangements
Minimum lease payments -~ power purchase agreement 116.0 182.0
Other fease payments . 53.9 533
' 169.9 235.3

At the balance sheet date, the Group had outstanding commitments for future minimum lease payments under non-cancellable operating
leases, which fall due as follows:

2012 2011
£m Em
Power purchase agreements
Within one year 134.2 1208
In second te fifth years inclusive 336.4 358.0
After five years 82.2 156.5
' ' 552.8 6353
Other leases
Within one year 55.3 51.6
In second to fifth years inclusive 1031 933
After five years 206.5 139.4
364.9 284.3
Total
Within one year ) 189.5 1724
In second to fifth years inclusive 439.5 4513
After five years 288.7 2859
917.7 919.6

The average power purchase agreement lease term is & years (2011 - 5 years).

Certaln obligations under power purchase agreements with various power generating cornpanies are not deemed to qualify as finance leases
as the lease term is not judged to be substantially all of the econemic life of the power station and the present value of the minimum lease
payments at the inception of the agreements did not amount to substantially all of the fair value of the power stations at that time.

The Company has no operating lease commitments os a lessee.

(b} Leases aslessor:
The Group and Company have no operating lease commitments as a lessor,
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(iil) Guarantees and indemnities
SSE plc has provided guarantees on behalf of subsidiary, joint venture and assoclated undertakings as follows:

2012 20n

£m £m

8ank borrowing ’ 400.0 4000
Performance of contracts 1127.4 18519
Purchase of gas 40.5 50.5

The Group has drawn down £400m from its European Investment Bank facility. SSE Renewables Holdings Limited and SSE Generation Lirmnited,
both wholly owned subsidiaries of the Company, have entered into guarantee and Indemnity agreements with the European Investment Bank
for the amounts drawn down,

The guarantees provided in respect of 50% of the major contracts for Greater Gabbard Offshore Winds Jolnt venture project and certain other
renewable capitai developments reduced significantly during the year which is reflected in the above guarantees.

In addition, untimited guarantees have been provided on behalf of subsidiary undertakings in relation to six contracts In respect of performance
of work and any liabilities arising. Southern Electric Power Distribution pic and the Company have provided guarantees to the Southern Group
of the ESPS in respect of the funding required by the scheme, Scottish Hydro Electric Power Distribution ple and the Company have provided
guarantees to the Scottish Hydro-Electric Pension Schemne 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.

Where the Company enters into financial guarantee contracts to guarantee the indebtedness of other companies within Its group, the Company
considers these to be insurance arrangements, and accounts for them as such. In this respect, the Company treqts the guarantee contract
as a contingent fiability 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 16 Aprit 2012, the Group received proceeds of US$700.0m (£446.4m) from the US private placement undertaken in February 2012 (note 31).
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Shareholder information

Shareholder enquiries

Share Registrar:

Capita Registrars, The Registry,
34 Beckenham Road, Beckenham,
Kent BR3 4TU

Telephone: 0845 143 4005
Email: sse@capitaregistars.com

Financiat calendar

Annual General Meeting/
Interim Management Statement
26 July 2012

Ex-dividend date
25 July 2012

Record date
27 July 2012

Fina! date for receipt of Scrip Elections
{In respect of the 2011/12 final dividend)
24 August 2012

Payment date
21 September 2012

Half-year results announcement”
14 November 2012

Website

The Company's website, www.sse.com,
contains a wide range of information including
a dedicated Investors section where you can
find further information about shareholder
services including:

< share price Information;

-+ dividend history and trading graphs;

+ the Scrip Dividend Scheme;,

<+ telephone and internet share dealing; and
=+ downloadable shareholder forms.

Twitter

We use popular social networking site Twitter
to keep shareholders, investors, journalists,
employees and other interested parties
up-to-date with news from the Company.
You can follow SSE on Twitter at
www.twitter.com/sse.

Mobile 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
maobile 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 Company's website,

* Provisional date.

eCommunications programme

Sign up to our eCommunlcations
Programme at www.sse.com/investors/
ecommsprogramme and receive shareholder
documentation via e-delivery, As a thank
you we will donate £2 on your behalf to the
World Wildlife Fund's (WWF) International
Conservation Pregrammes. In 2011/12, 55E
made a donation of over £6,000 on behalf
of Its shareholders.

Keep us informed

Keep us informed of changes to your
emoil address by visiting www.sse.coml
investors/fecommsprogramme and follow
the instructions under ‘how to register’
or 'update your emall address’

Copy reports

You can ebtain coples of the Annual Report
2012, free of charge, from the Company
Secretary., SSE plc, Inveralmond House, 200
Dunkeld Road, Perth PH1 3AQ or by accessing
the Company's webslte at www.sse.com.
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For further information about SSE,
please contact:

SSE plc

Corporate Affairs
Inveralmond House
200 Dunkeld Road
Perth PH1 3AQ

UK

Tel: +44 (0)1738 £56000
Email: Infe@sse.com
WWW.558,C0m

Follow the latest news
from S5E on Twitter at:
www.twitter.com/sse

Registered in Scetiand No. 117119

STOCK CODE 008236

In producing this repart we hove chosen production methods
that alm ta misimise the Impact on our environment. The
papers used - Revive 50 White Silk and Revive 100 Premium
Whits Uncaated - contaln 50% and 100% recovered waste
respectively and conform 1o government requirements for
recycled paper. They are also certifled as FSC mixed sources
grades. Both the paper mills and printet involved In this
production are environmentally occredited with 150 14001,
The printer is alse registered as o Carbon Neutrol company.




