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O Drax Group plcis the ultimate holding company of
Drax Power Limited, the owner of Drax Power Station,
situated at Selby, North Yorkshire. Drax Power Station is
the largest, cleanest and most efficient coal-fired power
station in the UK. The total output capacity of the
Station’s six generators is 3960MW. All units are fitted
with flue gas desulphurisation equipment, which
removes at least 90% of the sulphur dioxide from
emissions. Drax sells the electricity it generates into
the physical wholesale power market for Great Britain,
and at current output levels supplies some 7% of the
country’s electricity needs.

As well as being an important strategic asset nationally,
Drax Power Station is also vital to the local economy.
Drax Power employs some 620 people directly and,
through its use of local sub-contractors and outsourcing,
supports many other jobs indirectly in the Selby area.

It is also the major customer for a number of the UK's
remaining coal mines.
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Highlights

O Drax Group plc Following the delivery
of strong improvements in operational and financial
performance during 2005, Drax Group plc made its
debut on the London Stock Exchange on 15 December
2005. A fitting end to a successful year for the business
and the start of a new chapter in the history of Drax.

Highlights of 2005

o Refinancingand Listing of Drax Group plc successfully completed
on15 December 2005 :E 8 49m

Q
Revenue from generatron up 55% at £849m 0 Revenue from generation up by 5%

o Average capture prrce ofe\ectrroty up 51% to £33 9/M\Nh

o Net Saies Of23 2T\Nh an increase OfO3TWh I 33 9/
0 Gross margrn increased by 63% to £389rn . MWh

A ture price i d by 51%
° EBITD/—\ Increased by 166% to £239rn @ fiverags caplure price Increasecby

o Improvedtradrng counterparty interest followrng enhanced credit '
status ofthe Group 23 2 h

o Best full year performance in forced outage rate srnce 1997 o Netsales increased by 0.3TWh

° Total recordable injury rate down by 39%

. £389m

31 December © Gross margin increased by 63%

2005 2004

£'m £m
Revenue fom gereration” I s A .o
Total revenue .-~ . B4 m
Grossrnargln‘” 380 B9
ST o 30 50 © EBITDAincreased by 166%
EBITDA afterexceptionalfemg® T g gy

55
264 42)

(1} Revenue from generation exc\udes revenues assocrated with power purchases of£80m (2004 £?5m)

{2) Gross maigin is defined as total revenues less total fuel costs of £540m (2004; £385m).

(3) EBITDA is profit before intarest, tax, depreciation and amortisation, exceptional items and unrealised losses on
derivative contracts.

ProFt/(Ioss) b

{4) Exceptional iterns in 2005 comprise incorme of £19m due 1o the reversal of provisions relating to impairment of tangible
fixed assets and £311m as aresult of three distributions received from the Administrators of TXU, partially offset by a
charge under the Group's Long-Term Incentive Plan of £38m, and costs incurred with respect to the Refnancing and
Listing of £29m. Unrealised losses an derivative contracts were £117m in 2005. There were no exceptional itemns in 2004,

(5) EBITDA (after exceptional items) is profit before interest, tax, depreciation and amortisation.
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O more Drax Power Station is the largest,
cleanest and most efficient coal-fired power station
in the UK. The output capacity of our six generators is
3,960MW, and we currently provide enough power to
meet 7% of the UK’s electricity needs.

more
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Operations

"Running a power station the size of

Drax is a massive operation in terms
of the logistics of handling the variety
of materials used in the day-to-day
running of the plant, and controlling
and scheduling the many different
parts of the plant. We have a strong
team in place to ensure we deliver
high standards of reliability and
availability.”

Jason Shipstone

Materials Handling Manager
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Oless At Drax we are committed
to reducing the environmental impact of our
operations. Our flue gas desulphurisation (FGD)
equipment removes at least 90% of sulphur dioxide
(SOZ) emissions and our programme to reduce
emissions of oxides of nitrogen (NO,) is well under
way. We are also making important progress
in reducing our emissions of carbon dioxide (CO,)
through co-firing renewable biomass materials.

less
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Protecting the Environment

"We regard environmental issues

as key to our business. We are -
committed to continuous
improvement across our operations
and work with all stakeholders

to enhance our environmental
performance and reduce the
impact our operations have both
locally and nationally.”

Nigel Burdett
Head of Environment
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O internal The skills base of the workforce
is wide and varied, and has been developed further
over the last two years with an eye on the future
needs of the business. We take pride in our short lines
of communication between key areas of the business
which enable us to respond quickly to changing
market circumstances.

Health and Safety

"The nature and complexity of our
operations means that health and ,
safety at work is an absolute priority. '
Each member of our same 620 strong
workforce has the right to work in a
safe environment, and we work hard

L
to make that right a reality.”
Ernie Rowe

I I I ( ! I I Ia Safety Manager
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O external Drax has a significant presence in
the local community. We contribute to the local economy
both directly, through employment, and indirectly, through
the many goods and services that we source. We are
committed to being a good neighbour and work hard
to maintain close relations with our community.

Caring for the Community

“We see thousands of different faces
of all ages each year, all keen to learn
more about what we do at Drax.
Opening our doors to these people
is an important part of achieving our

aim to be a good neighbour.”
eX e r I I a Pauline Butler
Station Guide
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O focused In optimising our performance
we continually review work practices and procedures
with the aim of achieving "best in class” results. Only |
in this way can we enhance our position as a leading
power generator in the UK market and contribute
towards fulfilling our commitment to maximise and
deliver shareholder value.

Improving Business Performance

of power generation for many years,
we are always looking for ways

to improve our delivery and
effectivenass. Through reviewing
existing procedures and systems, and
ancouraging hew ideas, we are able
1o deliver practical solutions and

improve our business performance.”
John Grimes
Maintenance Manager

|
"Despite having been in the business ‘
|
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O expanding We seek to enhance revenue
and improve profitability through the use of alternative
fuels such as renewable biomass materials and petroleum
coke. We will continue to drive the business forward
through developing long-term contracts for our key
commodities of fuel, power and CO, emissions
allowances, and other long-term business enhancements.

Trading Floor

"We work closely with the operations
side of the business continually
seeking to optimise cur positions
in the three key commodities in
which we deal and deliver value to
the business. Keeping trained eyes
on all aspects oftﬁe markets in which
we trade enables us to take informed
decisions when it comes to hedging
our positions and delivering against
our corporate targets.”

expanding ==
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Chairman's Statement

O a year of transformation

As 3

result of a successful Refinancing and Listing the
Group now enjoys a robust and simple capital
structure appropriate to a business operating

within commodity markets.

Chairman’s Statement

Introduction

Through the ownershipof the largest, cleanestand
most efficient coal-fired power station in the country,
with anominal output capacity of 3960MW, the
Group provides power sufficient to meetaround

7% of the eleciricity needs of the UK,

The year 2005 was transformational: it saw the Group
refinanced and its shares listed for the first time on
the London Stock Exchange. Accordingly, this is the
first Annual Report and Accounts for DraxGroup plc
which became the holding company of the Drax
group of companies on 15 Decemnber 2005,

Refinancing and Listing

InMarch 2005, Drax Group Limited set out its proposals
torefinanceand istthe business by the end of the year.
Thereasons wetecleartothe Board. The prevailing
capital structurewas restricting the ability of
managementtodevelopitstrading and business
strateqy andin consequence rmanagementefforisto
enhance shareholdervalue were being inappropriately
constrained. Throughoutthe yearina series ofinvestor
roadshows, letters, meetings and discussions the Board
outlined and developedits proposals toalignthe
tradiing, operational, and finandal strategies to deliver
greatershareholder value, Much effortwas putinto
engaging withirvestors, seeking theirunderstanding
ofthe plans, and receiving their feedbackdirectly and
through theirrepresentatives, all of which helped shape
thefinal proposals. Whilst ccnceptually straightforward,
the Refinandng and Listing were tachnicalty difficult
oimplement, requirng very high levels of positive
sharcholderand lender approvals within what was
thenacomplexcapital structure,

During the Autumn of 2005 three separateindicative
offers were made for the business, The Board
assessed each of them against the same criteria:
value, deliverability and timeliness. Having regard (o
these criteria, and to the views expressed by investors
directly, indirectlythrough their representatives, and
significantly through their votes, the Board with the
support ofits advisers concluded that the Refinancing
and Listing was the best option and the bids were
either rejected or fellaway.

The Group now enjoys arobust and simple capital
structuse appropriate to 2 business operating within
commodity marketsand its shares tradeina
transparent and iquid market | am pleased tonote that
the Refinancing and Listing defivered the expected
investmentgrade ratings forthe Group debtandforthe
principal operating subsidiary, Drax Power Limited.The
resulting credit standing with trading counterparties,
togetherwith curenhanced ability to provide credit
supportwhere necessary, are already delivering
significant trading and operationat benefits.

Q- &8 DraxGroupplc

Resultsfor 2005

The Group produced a strong performancein 2005
delivering an operating profit (before exceptional
iterns and rnark-to-rmarket adjustrnents on derivative
contracts) of £208m, a substantial improvement on the
previousyear's performance. EBITDA of £239mwas
£19m betterthan the forecast £220m EBITDA (before
exceptional tems and mark-to-market adjustmentson
derivative contractsyincluded inourListing Particulars
whichwere published in October 2005 and updated
on 11 November 2005. Including exceptionatitems
and mark-to-market adjustments would increase both
operating profitand EBITDA by £146m.

Returnsto Shareholders

Inour 2005 Listing Particulars the Company put
forward Drax asa “cash conversion”story. ftlaid out its
intention to make distributions to shareholdersin the
form of anannual base dividend of £50m (payablein
line with normallisted company practice) and, in
addition, todistribute substaniially all ofany remaining
cash flowsubject to the availability of reserves and after
making provision for debt payments, debt service
requiremnents {if any), capital expenditure, and other
expected business requirements,

Inrespact of our base dividend, we intend to pay
aninterim dividend in respect of the sixmonths
1o 30June 2006 of 4 pence pershare being
approximately £16.3m, This will be paidin
Autumn 2006.

Asregards the additional distribution, work has
commenced toidentifythe most appropriate
method for returning surplus cash. We expectio
advise shareholders of the proposed method of
return at our Annual General Meetingin May,
followed by an indication of the likely range of
distribution, timing 2nd any shareholder approval
processinatrading update givenat theend of
June 2006.

Board Developments
In January 2005, Gordon Boyd joined the Board as
Finance Director, from British Energy.

in April 2005, Gerald Wingrove, who had joined Drax
with me in July 2003 and become Chief Executivein
December that year, left the business. | should like to
take this opportunity to acknowledge his contribution

and to thank him for all his hard work.

In Septermber 2005, we welcomed Dorothy
Thempson as our new Chief Executive. Corathy,
formerly head of InterGen's UK and European
business, brings to Drax herextensive knowledge
of the powerindustry in general and of gas-fired
generation in particular,
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Gordon Horsfield
Chairman

On 15 December 2005, CharlesBerry and Jamie
Dundas joined the Cornpany as additional non-
executive directors. Charles has extensive experience
in the UK power sector, joining Drax from
ScottishPower where he was appointed to the board
in 1999. Jamie brings excellent City experience and
experience from his current membership of the
Boards of two FTSE 100 companies.

Each of the above Board appointrnents was made
following a recruitment exercise cartied cut by
external search consultants.

Asforeshadowed in our Listing Particulars, my own
yole as executive Chairman cametoan end on

7 March 2006 and is now that of a non-executive
Chairman, The Board comprises eight directors: three
executives and five non-executives, of which four are
deemed to beindependent under The Combined
Code on Corporate Governance.

Investor Relations

Inthe course of the Refinancing and Listing process
during 2005, and 50 as to keepthe then current and
potential investors informed of the progress of the
business, we undertook fourinvestor roadshows

in both the UK and US, supplemented by formal
investor presentations and a number of written
communications. The benefits flowing fromthe
high quality relationships developed with curthen
investor base have not been lost on the Board.
Inevitably, since the Listing last December, there has
been amaterial change in the composition of our
shareholder register. We intend to maintain and
develop the high standards for investor relations that
wesetourselves in 2005. To this end wealready have
plans in place to meet our current major investors
during March 2006.

Our People

The sustained commitrnent and dedication of all our
employees has been a crucial part of our success over
the last three years. The old and new skills brought to
Drax combined as one team and their efforts against
the backdrop ofimproving markets has seen the
business develop strongly. Qur people at Drax rose to
the newchallenges and opportunities posed by the:
impending Refinancing and Listing. | should like to
thanka! of them for their contribution, flexibility and
enthusiasm inwhat proved to be an eventfuland
successful year,

At

Gordon Horgheld
Chairrnan
7 March 2006




Chief Executive's Statement

O early returns realised

Investment in

plant management and maintenance has delivered
improved plant performance which directly
translates into improved safety, availability and
reliability.

Chief Executive’s
Statement

"To increase cur flexibility to import
coal, we increased our contracted
port capacity in 2005. We have also
worked with our rail freight suppliers
to improve logistics between the
ports and mines from which our coal
is delivered.”

Lo

Drax Group plc

Introduction

In 2005, cormmuodity market developments
dominated the UK energy landscape. Energy
commadity prices have been strong, led by the
price of crude oil. Natural gas prices were
particularly high towards the end of the year,
influenced by oil and a tighter demand/supply
balance as the UKmoved to a greater reliance on
imported gas. High gas prices have meant that
gas-fired generation became the principal price-
setting plantinthe power market and had a strong
upward influence on the power price, The year
also saw the introduction of the EU Emissions
Trading Scheme with carbon becoming atraded
commadity and a new cost to fossil fuelled
power plant, so alse influencing the price of
power upwards.

Against this background of strong commodity
rmarkets, Drax began to realise scme early returns
framinvestments in plant management and
maintenance. The improvement of plant
performance compared to 2004 was very positive
and directly translated into improved safety,
availability and reliability.

Energy Sales and Cther Income

In the year, Drax Power made net sales of 23.2TWh
(2004: 22 9TWh) of electricity at an average capture
price of £33.9/MWh (2004; £22 5/MWh). The capture
price achieved reflects the impact of power sold
forward in 2003 and 2004 for delivery in 2005, as
well as market prices prevailing in 2005.

Power prices rose significantly during 2005 as
reflectedin the Drax capture price. For example, the
price of the forward contract for power delivered

in the six months starting October 2005 rose 49%
between the beginning of the year and the start

of deliveryin October.

Drax makes sales of other products and services as
well as contracted power. These include ancillary
services provided to the national grid, Renewables
Obligation Certificates (ROCs), Levy Exemption
Certificates (LECs), Suiphur Emissions Allowances
and marketable by-products from our generating
activities, namely ash and gypsurn. in 2005, these
activities generated net sales of £32m.

Fuel Procurement

COAL

Drax burnt approximately 9.3 million tonnes of coal
in 2005, with around 60% being sourced from the
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Dorothy Thompson
Chief Executive

UK and 40% internationally, During 2005, we paid
an average price of £37.3/tonne (2004: £32.7/tonnie)
for our coal, including the cost of delivery tothe
power station. International coal prices fell from

a peak of US$75/tonne early in the year to about
USS54/tonne at the close.

Toincrease our flexibility to import coal we
increased our contracted port capacity in 2005,
e have also worked with ourrail freight suppliers
toimprove logistics between the ports and mines
frormwhich our coal is delivered.

BIOMASS - NATURALLY GROWN FUEL

As well as coal, Drax burns renewable biorass
material which has the twin benefits of reducing
€O, emissions and providing an additional revenue
source through the sales of ROCs and LECs. During
2005 we burnt over 230000 tonnes of biomass
compared with 95,000 tonnes in 2004, We

made significant progress during the yearinthe
developrnent of energy crops to be grown by local
farmers. Contracts are belng arranged to grow and
o deliver energy crops over the next decade. Work
continues te source additional energy crops and
other cost effective biomass.

EMISSIONS

On 1 January 2005 the £U Emissions Trading
Schemein respect of CO, emissions allowances was
implemented. Phase | of the scheme covers 2005-
2007 and Phase I will cover 2008-2012. Draxhas an
annual allocation granted by the UK Government
of 14.55 million tonnes of allowances in Phase LIn
2005 we purchased a further 6.3 million tonnes of
allowances as power was generated at volumes
beyond those supported by the allocation. Carbon
prices rose through 2005, opening the year at
around €8/tonne and closing at aver £20/tonne.

inQctober 2005, new Integrated Pollution Prevertion
and Control regulations were implemented which
allowthe trading of allowances for certain ernissions
induding SO, and NO,. Drax’s allocation of 5O, and
NG, allowances for 2005 were sufficient to cover
generation. No purchases were required. Indeed, as
Drax s fully equipped with flue gas desulphurisation,
optimisation of emissions has resulted in tradeable
surplus SO- allowances. In 2005, Drax completed
the first SO, trade and continues to transactin

the rmarket.




Chief Executive’s Staternent

“Last year saw improvements in both
the planned and forced outage

rates, with a stroeng downward trend in
forced outage rate over the four
quarters of 2005, resulting in the best
full year performance since 1997."

8 ;. 2 A)
© The availability for 2005 was 87.2%
compared to 81.3% in 2004

O+ 10 Drax Group plc

Trading

Thetrading function coversall the commodity
aspects of our operations including power,

fuel, (O, emissions allowances, renewable
generationincentives, and grid services. The
principal chjectives of our trading strategy are to
optimise the physicalinputs and cutputs of the
plant, and to enhance the value of the business
while delivering some stability in value through
commaodity price cycles. Animportant aspect of
capturing value is exploiting the optionality of the
power plant through its flexibility.

Inthe short term, our trading strategy focuses

an ensuring that our output is sold, ina way that
adds value to market prices, for each period where
market prices exceed our marginal cost of
production, inthe liquid forward power market,
which generally trades over two Winter and two
Summer seasons, our ebjectiveis lo capture better
than market power prices whilst making steady
sales across arange of counterparties and hedging
the related coal and CO, emissions allowances
requirements of the power sales.

In the redium to long term our ohbjective is to
transact deals, at attractive prices, that provide a
hedge tothe business, We transacted several
structured deals in 2005 which combined sales
of power with purchases of coal and, insome
instances, carbon on aforward basis forup to
two years.

Drax’s access to commaodity markets was greatly
constrained during the year by the relatively poor
credit status of Drax Power Limited, the trading
counterparty. This was a result of the high leverage
of the Drax Group. On the Refinancing of the Group
on 15 Decernber 2005, the credit status of Drax
Power Limited was greatly improved as reflected in
the investment grade rating granted to the entity
by Standard & Poor's.

Operations

HEALTH AND SAFETY

Health and safety remains our highest priority.

The year 2005 was the first full year operating the
DuPont™ STOP™ behaviour based safety system
which we have implermented as a vehicle to deliver
astep change in safety cufture. In addition we have
focused on developing simple and clear systems,
improved communication, detailed safety incident
reporting and follow-up, and we have introduced
weekly safety meetings for all operational staff. The
contractorinterface has been strengthened witha
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We transacted several structured deais in 2005 which combined sales
of power with purchases of coal and, in some instances, carbenona
forward basis for up to two years

For planned cutages, a milestone planning process has
beenimplemented and has already resulted in some
performance improvemants.

dedicated team from Drax. Overall, recordable
personal injury rates have reduced by 39%
compared to 2004,

LOAD FACTOR AND AVAILABILITY

The plant load factor for the year was 73.9% before
net power purchases (2004: 69.1% after net power
purchases) with an availakility of 87.2% (2004
81.39%). We only seek to generate electricity when it
is profitable 1o do 5. Thus we target profitability
rather than production volumes. A key
performance metric for the plantis availabil ity. Last
year saw improvements in both the planned and
forced outage rates, with a strong downward trend
inforced outage rate over the four quarters of 2005,
resulting in the best full year performance since
1897.The forced outage reduction programme has
included the establishment of crass functional
reliability teams focused oin specific plant areas in
the first guarter of 2005 and the adoption of data
driven processes to analyse historic failures to
deliver improvements in reliability. For planned
outages, amilestone planning process has been
irnplemented and has already resulted insome
petformance improvernents. Anintegrated Drax/
contractor outage planning team was established
during the final quarter of 2005 with a view to
securing further perforrance improvements in
2006 and beyond.

INVESTMENT LN OPERATIONS

We continue toinvest in plant and equipment
with four main objectives in mind: to meet future
environmental and safety fegislative requirements;
1o facilitate fuel diversity; to suppart reductions

in the forced cutage rate;and to improve

plant efficiency.

Torneet the 2008 Large Combustion Plant Directive
{(‘LCPD) requirements for oxides of nitrogen
emissions standards we have a programme to
install Boosted Over Fire Alr {"BOFA") equipment on
each of the six units. During 2005, two units have
had BOFA installed: one of the units has been
commissioned and has successfully completed all
of its performance tests, meeting in full the design
specification. Construction will start in 2006 to
install BOFA systems on the remaining four units

in time for the 2008 change. New process

control systerns, together with BOFA and new
instrumentation, designed to deliver continuous
ernissions monitoring across the units, will ensure
compliance with LCPD limits for oxides of sulphur
and nitrogen, and particulates.




Chief Executive’s Statement

Co-firing renewable biomass materials with coal in our existing boilers
s already delivering significant savings inemissions of CO,,and, but,
given the right energy policy framewaork, it could deliver much more.

Fuel diversity projectsinclude petroleum coke
("petcoke) and biomass. Drax hasinvested in
petcoke handling and blending facilities during the
year and commenced an 18 month trial burn on
one unitin June 2005. Air guality monitoring, both
before and during the trial, has shown that there
has been no materialincrease in pollutants
measured. We expect toapply for a licence for
commercial bum commending in 2007, Although
the early results from the trials are encouraging,
there can be no guarantee that permission to burn
petcoke in some or all of the units willbe granted,
Abiornass “directinjection” system was instalied
onone unit during August 2005 and has proved
to be an effective way of delivering larger volumes
of prepared biomass to the bollerthan is possible
through the coalpulverising mills. Drax hasthe
potential toinstall, at modest cost, such a system

on each unit, should the investment ¢siteria be met.

Forced outage rate support has involved selective
investment in boller parts and tubes, milling
equipment, flue gas desulphurisation plant,
conveyors, comman plant equiprment and
infrastructure and strategic spares, as part ¢f the
programme 1o drive down forced outage rates

to the levels achieved inthe early 1990s,

Drax recognises the potential to improve cperating
and thermal efficiency leading to reduced fuel
costs and emission rates, Examples of work
undertaken in 2005 are investmentin the flue gas
desulphurisation facility to improve scrubbing
efficiency and a project toimprove boller heat
transfer when burning imported coal. Draxis also
exploring several turbine enhancernents and feed
system upgrades with the objective of fusther
improving efficiency and reducing consumption,

Regulatory Matters

ENERGY REVIEW

On 23 January 2006, the UX Government launched
its Energy Review (“the Review"). The Review
promises ta be broad in scope, considering both
energy supply and dermand and, importantly,
within that, all energy sources for power
generation, We welcome the Review asan
opportunity to increase awareness of the need for
coal-fired generation in the leng-term energy mix
of the country. Given the right policy framework,
we believe that coal-fired generation can
contribute 1o the Government’s key energy policy
objectives of delivering security of supply and

O 1
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affordability, and tackling climate change, We are
fully engaged with the Government on the Review,
We will be seeking clarity and consistency of policy
from the Government to support term investments
in the sector, the maintenance of an open

and competitive market for power generation and
equality for ali forms of renewable generation.

In particular, we will be seeking a relaxation of the
109 cap on co-fired biomass ROCs which presently
becomes effective on 1 April 2006.

LARGE COMBUSTION PLANT DIRECTIVE

On 3 February 2006, under LCPD regulations,
approximately 20GW of UK coal plant "opted in”
witha further 13GW “opted out”. Those opted in
will be required to comply with the emissions
requlations set downiin the LCPD. Those opted out
are limited to 20,000 operating hours post 2007,
Drax “optedin” under the National Emissions
Reduction Plan {"NERP"), the alternative being
Emission Limit Values (‘ELV"), on the basis that this
will serve toretain the optionality and flexibility of
the plant and therefore the opportunity to add
value, Under NERP, coal generators are subject to
annual emission limits relative to histeric generation
fevels, whilst under ELV there is a 48 hour emission
constraint.

EU EMISSIONS TRADING SCHEME

During the course of 2006, across the European
tnion each country’s Nationat Allocation Plan
{"NAP" for Phase | of the Emissions Trading Scheme
will be announced. Drax s active in the UK
Government's consultation process on the UK
Phase I NAP.

Outlook

The Refinancing of the Group together with the
Listing on 15 Decernber 2005 transformed the
capital structure of Drax. The new capital structure
enables usto align the operational, trading and
financial sirategies of the business to deliver greater
shareholder value. The focus going forward is 1o
deliver thisvalue,

Key to the success of the delivery will be the
sustained performance of the Drax team to
improve on the good results achieved in 2005, We
will continue to invest in the development of our
staff with a keen focus on the performance culture
thatis now well established.
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Within the business work will continue on
improving plant performance and seeking areas to
enhance the business by further developing fuel
and product optionality, There are a number of
EBITDA enhancement projects which we identified
in 2005 which we will aim to deliver in 2006 and
2007.In addition, the improvement in credit status
has significantly enhanced our ability to trade in the
power, coatand carbon markets. It has provided
access to greater depth and tenorin all of these
markets, Qur strategy is tc extend our forward
contracts whilst retaining a significant exposure to
the commodity markets in order to exploit the full
value of the optionality of the power plant and the
expertise of the Drax trading team.

Asat 3 March 2006, Drax had contracted 75%

of expected 2006 output atan average price of
£469/MWh, and 47% cf expected 2007 output
atan average price of £49.2/MWh. Corresponding
fixed price coal and carbon have been secured

to underpin these sales. Overall our volume of
forward power sales has grown by over 4% in
the 11 weeks from 15 December 2005 to 3 March
2006 reflecting both our increased credit capacity
and counterparty interest.

Given current trading expectations and the
continued development of our hedge position
coupled with effective cash management,

we expect during 2006 to start todeliver onour
commitment t¢ return surplus cash to our
shareholders.

We will remain active in the regulatory debate.

We believe coalis critical tothe UK energy mix
going forward if the Gavernment is to achieve

its objectives of delivering security of supply,
affordability and tackling climate change where
burning bicmass with coal has much to contribute,
We will be seeking clarity, coherence and
consistency of Government pelicy and an equal
treatment of biomass co-fired generation with
otherrenewable energy.

Dorothy Thompson

Chief Executive
7 March 2006




Qperating and Financial Review

O generation and trading

The principal

activity of Drax is the operation of the Power Station and
the trading of the electricity it produces. All electricity is
sold in the wholesale market, through the balancing
mechanism or used by the Power Station.

Operating and
Financial Review

Overview

Drax Group plc was introduced to the Official List
of the UK Listing Authority and its ordinary shares
commenced trading cn the London Stock
Exchange on 15 Decemnber 2005. Drax Group plc
is the ultimate holding company of Drax Power
Limited, the owner of Drax Power Station.

The principal activity of Drax s the operation of the
power station and the trading of the electricity it
praduces. Draxis the largest coat-fired power station
inthe UK, with a nominal capacity of 3960MW and
aregistered generating capacity of 3,870MW. Al
electricity generatedis sold inthe wholesale market,
through the balancing mechanismor used by the
power station. Fuelis purchased from a variety of UK
andinternaticnal sources. CQ, emissions allowances
required by the Groupin excess of its allocation
under the UK National Allocation Plan {the "UK NAP)
are also purchased froma variety of UKand
intermational sources.

Forthe year ended 31 December 2005, Drax
produced an EBITDA of £239m and an operating
profit of £354m (including exceptional iterms and
unrealised losses on derivative contracts which
together improved operating profit by £146m).
For the year ended 31 Decemnber 2004, EBITDA
was £90m and operating profitwas £55m.

Results of Operations

Drax Group's revenues from generation during
the year ended 31 Decernber 2005 were £849m,
compared to £549m during the corresponding
period in 2004, an increase of £300m {or 55%). This
increase was mainly due to increases in average
electricity capture prices over the period. Power
soldin the year ended 31 Decernber 2005

was 23.2TWh, compared 1o 22.9TWhin the
corresponding period in 2004. included within
revenues fromgeneration are revenues from the
sale of by-products ash and gypsum), the provision
of ancillary services, the sale of ROCs, LECs and SO,
ermissions allowances. In 2005 these revenues
totalled £32m compared with £26rn in 2004,

Drax purchases power inthe rnarket when the cost
of power in the market is below Drax's marginal
costs of production inrespect of power previously
contracted by the Group and to cover any shortfall
in generation. The cost of purchased power has
remained relatively constant between each of the
two years. Under IFRS, the cost of power purchased
is treated as fuel costs, and revenue has been
adjusted accordingly.
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Year ended 31 December 2005 compared
1o year ended 31 December 2004

Years ended

31 Decemnber
2005 2004
£m £m

Revenue
Revenue from generation 8488 5493
Revenue associated with
power purchases 798 74.8

928.6 5241
Fuelcosts®
Fuel costsin respect of generation 4597) (30235)
(Costs of power purchases (79.8) {74.8)

{539.5) {384.7}
Gross margin 3891 2394
Othet operating expenses
excluding depreciation, amartisation
and exceptionaliterns {149.7) (1519
Otherincome - 25
EBITDA® 235.4 90.0
Depreciation and amottisation (31.2) {3500
Other operating income -
netexceptional credit 2633 -
Unrealised lesses on
derivative contracts (1t7.0}) -
Cperating profit 354.5 550
Interest receivable 235 46
Interest payable and similar charges (114.4) (101.2)
Profit/(loss) before tax 2636 4.8)
Tax credit 18.8 351
Profit/{loss) for the period
attributable to equity shareholders
from continuing cperations 2324 {6.5)

(1) Fuel costs comprise the fuel costs incurred in the
generation pracess, predaminantly coal, together with
oll and, since 2003, biomass casts. Since 1 January 2005,
CO, emissions allowances costs have also become a
substantial component of fuel costs. Fuel costs also
include the cost of power purchased 1o meet power
sale commitments.

(2) Other operating expenses excluding depreciation,
amartisation and exceptional items principally include
salaries, raintenance £osts, connection charges
{BSUoS, TNUGS} and business rates.

{3) EBITDA is defined as profit hefore interest, tax,
depreciation and amartisation, exceptional items and
unrealised losses on derivative contracts {as defined
in1AS 39)
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Drax’s fuef costs in respect of generation during
theyearended 31 December 2005 were £460m,
compared to £310m during the cornparable period
in 2004, an increase of £150m (or 48%). This increase
was primarily due to the cost of CO, emissions
allowances (£87min 2005) and an increase inthe
cost of coal and otherfuels.

Reflecting the above factors, Drax's gross margin,
being revenues less fuei costs, increased from
£239rm in the year ended 31 December 2004 to
£389min the year ended 31 December 2005, an
increase of £150m {or 63%).

Drax’s other operating expenses excluding
depreciation, amortisation and exceptional iterms,
were broadly flatat £152min the year ended 31
Decernber 2004 and £150m in the corresponding
periodin 2005,

EBITDA (defined as profit before interest, tax,
depreciation, amartisation, exceptional items
and unrealised losses on derivative contracts) was
£239min 2005 which was £149rm higher than for
2004. The improvement in EBITDA reflected the
Improvemeant ingross margin.

Depreciation and amortisation in the year ended
31 Decernber 2005 was £4rm lower at £31m
compared with the same period in 2004. The
depreciation and amortisation charge for 2004
included £2min respect of losses ondisposal of
property, plant and equipment.

Exceptional ooerating income for the year ended
31 December 2005 of £263m, comprised credits of
£19m due to the reversal of provisions relating to
impairment of tangible fixed assetsand £311mas a
result of three distributions recelved by Draxunder
the TXU Claim. These iterns were partially offset

by a charge for cash and share-based payment
transactions under the Drax Group Limited Long-
Term incentive Plan ("LTIP") of £38m), as well as costs
incurred with respect to the Refinancing and
Listing of £ 29m. Additional information relating to
these exceptional itemns is included in the Notes to
the Consolidated Financial Statements. Drax had no
exceptional operating income or expensesinthe
year ended 31 December 2004,
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£33.9/mwh

0 Average capture price increased
by 51% on 2004

1AS 32 and 1AS 39, the international Financial
Reporting Standards in respect of derivatives and
financial instruments, are applicable ta Drax for the
period from 1 January 2005. As aresult of applying
these standards, unrealised losses of £223m and
unrealised gains of £8rm on derivative contracts
were recognised within liabifities and assets
respectively at 31 December 2005 (as comparedto
unrealised losses of £20m and unrealised qains of
£15m at 1 January 2005). The unrealised losses
principally relate to the mark-to-rnarket of Drax’s
forward contracts for power yet to be delivered and
sorne coak contracts, which meet the definition of
derivatives under|AS 39.The out-of-the-money
position mainly reflects prices in Drax's forward
sales contracts for power against rising market
prices for power.

Forthe period from 1 January 2005 to 30 June 2005,
rmark-to-market movements on these contracts
were reflected directly in the income statement,

as appropriate hedge accounting docurmentation
had not been putin place. This resulted inan
expense of £117mrelating to unrealised Iosses

on derivative contracts being recognised in the
income statement for 2005.

Forthe purposes of IAS 39, frorn 1 July 2005,

the Group has put in place appropriate hedge
accounting documentation to enable it to achieve
hedge accounting for alarge proportion of its
commodity contracts. As a result, mark-to-rmarket
movemenits on contracts which are now
considered to be effective hedges are recognised
through the hedge reserve in the balance sheet.

Reflecting the above factors, Drax's operating
profitincreased from £55m in the year ended
31 Decernber 200410 £354min the year ended
31 December 2005, an increase of £299m,
Operating profit for 2005 includes exceptional
operating income of £263m and unrealised
losses onderivative contracts of £117m as
described above.

Interest payable and simiflar charges in the year
ended 31 Decernber 2005 were £114m, compared
o £101m inthe same period in 2004, anincrease of
£13mi{or 13%). The increase reflects areductionin
interest payable on borrowings, principally as a
result of repaymenits of the Group's B Debt prior to
15 Gecember 2005 following receipts under the
TXL Clairmn, offset by a charge of £23m resulting from
the termination of interest rate swap contracts on
Refinancing and Listing.
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Interest receivable of £ 24min the year ended

31 December 2005 includes a creditof £18min
respect of previously recognised unreaiised losses
on terminated swap contracts, accounted for under
145 39 from 1 January 2005.

Drax’s tax credit during the year ended 3t December
2005 was £19m, compared to a tax credit of £35m
for the comparable period in 2004. The tax credit
in 2005 reflects the utilisation of tax losses brought
forward from earlier years, which more than offsets
the profit befare tax for the year. The tax credit for
2004 reflects the loss for the year and the tax effect
of the financing structure,

Reflecting the above factors, Drax had a profit
for the year from continuing operations of
£282min the year ended 31 Decernber 2005,
comparad to aloss of £7min the year ended
31 December 2004,

Key Factors Affecting the Business

The profitability of Drax is determined by certain
primary drivers: the difference between the price
of electricity available in the market and the cost

of generation; and the availability of the six
independent generating units which comprise the
powver station, The cost of generation includes the
cost of coal {or other fuel), the cost of CO, emissions
allowances, and operating and maintenance costs.

During the period under review, the Group's
financial condition and results of operations were
significantlyimpacted by a inancial restructuring
effective on 15 December 2005 (the "Refinancing
and Listing”) and receipt of distributions from the
Adrrinistrators of TXU Europe Energy Trading
Limited and TXU Europe Group plc.

PRICE OF ELECTRICITY

The price that Drax realises when it sells electricity is
criticaltoits results from operations. Drax sells all of
the electricity it generates into the physical power
rnarket for Great Britain. Drax trades mainly in the
wholesale market, through a mixture of deals
consistent with Drax’s hedging strategy, including
medium-term bilateral power sales (6-12 moenths),
structured deals and short-term deals. The hedging
strategy recognises market limitations, alongside
balance of certainty and returns.
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The table below illustrates the average capture
price Orax realised on a calendar year basis together
with the market closing price for each seasor:

Years ended

31 December

2005 2004

Average caprure price (E/MWh) © 33.9 225
2005 2004

Surnmet miarket close (£/MWh) 29.0 185
2005/ 2004/

2006 2005

Winter market close (£/MWH) 48.2 367

{1) Capture price is the average price achieved for
power soid.

Electricity prices are volatile, for example the
whalesale electricity price forpowerto be
delivered in Winter 2005/06 ranged from
£18.1/MWhin April 2002 to £670/MWhin July 2005,
driven principally by increases in fuel costs for gas-
fired generators, a narrowing of the UK's generation
margin and upward pressure from the introduction
of the EU Ermissions Trading Scherne (the "EU ETS")
in January 2005, which requires that fossit fuelled
generators purchase sufficient CO, emissions
allowances to meet any excess over their allocation
under the UK NAP.

Drax's average capture price rose from £22.5/MWh
forthe yearended 31 December 2004 to £339/MWh
for the year ended 31 December 2005. The forward
base load power prices far Summer 2006, Winter
2006/07 and Summer 2007 were approximately
£42.1/MWh, £59.7/MWh and £42.9/MwWh
respectively asat 3 March 2006, Peak and extended
pezk prices are generally significantly higher than
baseload prices in the UK market, whilst off- peak
prices are generally significantly lower.

PRICE OF COAL

Coal costs make up the majority of Drax's fuel costs
and significantly impact its resuits frorm operations.
Drax burnt approximately @3 million tonnes of coal
in 2005 and approximately 9.2 million tonnes in
2004, purchased from avariety of domestic and
international sources on either fixed or variable
priced contracts with different maturities, Currently
the mix is broadly as follows: 4 million tonnes from
UK Coal Mining Limited ("UK Coal™), 1.5 to 2 million
tonnes of Scottish coal and 3.5 10 4 million tonnes
from international suppliers.
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Drax expertences less volatility in the UK coal
market than inthe power market as Drax typically
entersintolong-term supply contracts with UK
suppliers, including UK Coal, and can leverage its
buying power. Internationally sourced coal comes
fror a variety of countries including Russia, South
Africa and Colombia and requires shipping, port
and rail transport. Spot prices for internationally
traded coal delivered into North-West Europe (as
reflected by the TFS API Zindex] are volatile. For
example, prices per tonne rose from USSES at the
end of March 2004 to US579 at the end of June
2004, but had fallen back 1o US$54 at the end of
December 2005.

Afive-year fixed price supply contract with UK

Coal, the First Coal Supply Agreement, expires on

31 March 2006. Drax signed heads of terms on

16 July 2004 for a Second Coal Supply Agreement,
afive-year, semi-fixed price contract effective from
January 2005 to Decernber 2000 for 500,000 tonnes
in 2005 and 3 to 4 million tonnes perannum
thereafter, to run concurrently with the First Coal
Supply Agreement until its expiry on 31 March
2006,

Adispute arose between Draxand UK Coal
concerning its difficutties in satisfying the terms

of the First Coal Supply Agreement, which was
subsequently settled on 11 August 2005 by way
of anamendment agreement. The terms of the
amendment include that UK Coal will deliver any
shortfalisin supply of coal to Drax under either the
Firstor Second Cozl Supply Agreement by certain
agreed dates at agreed prices, which are below the
irkernational coal price,

OUTAGES AND PLANT UTILISATION LEVELS

The maximum theoretical amount of electricity

that Drax can sell is directly related to the output
of the plant; the principal limitation to the plant’s
outputis the number and duration of outages.

Electrical cutput is measured by means of reference
tothe load factor of the power station, which is the
ratic of the actual cutput to the maximurn pessible
outputover a period of time. In general, the plant
willgenerateif available and if the market price for
electricity in the running period is greater than the
marginal cost of production. Thus, the load factor
of the plant will be constrained by plant availability
{for example, there would be lower availability if
there were higher plant forced outages) and
rnarginal costs of generation compared with
market prices for electricity.
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The following table illustrates Drax’s load factor and
etectrical output for 2005 and 2004:

Years ended

31 December

2005 2004

Load factor ™ % 73.9 £9.1
Electrical cutput fnetsales)  TwWin ) 232 229

{1) The load factor far 2005 represents gross merchant
sales before net power purchases in the balancing
mechanism divided by the maximum theoretical
generation of the plant. The load factorfor 2004
represents gross merchant saes after net power
purchases in the balancing mechanism divided by the
maximum thearetical generation of the plant. The load
factor for 2005 after net power purchases was 70.1%.

The forced outage rate relates to the ime taken to
repair equipment failures which have caused loss
of availability or a decrease in output of a process
plantitem, The planned cutage rate covers
planned events for outages and major repairs
and renewals,

Thefollowing table illustrates Drax's outage rates
and availability for 2005 and 2004:

Years ended
31 December

2005 2004
Planned outage rate™ % FA 78
Forced outage rate ™ w e
Totalourage rate w8187
Availability % 87.2 81.3

(1) The planned ocutage rate is expressed as a percentage
of registered capacity. Therefore, the aggregate cf the
farced outage rate and planned outage rate will nat
equate 1o the total cutage rate.

(2} The forced outage rate is expressed as a percentage
of planned capacity available (that is, this includes a
reduction for planned losses).

Drax’s maintenance regime includes a major
planned outage for each unit every four years.
Consequently, there is an irregular pattern of
planned cutages and associated expenditure, since
intwo of the four years, two units willundergoa
major outage. During 2005, although interim
header replacernent outages on two units were
completed ten days ahead of schedule, the major
planned outage onunit 6 overran by 17 days due to
bearing failures on start-up. 2004 included two
major planned outages.

The lost generation opportunity in 2005 from

forced outages was 1.9Twh, compared to 3.6TWh
in 2004, resulting in a forced outage rate of 6.1%
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Orax buent 3.3 million tonnes of coal in 2005, purchased
from 3 variety of domestic and international sources,

comparad tc 11.8%in 2004. Management have
targeted further improvements inforced outage
rates byfocusing on preventing minor predictable
failures and seeking to aveid major failures using
historical Drax operating data together with
original equiprment manufacturer and industry
experience. In 2005, progress was made in both
areas with miner predictable failures falling from
6.7%in 2004 to 5.2% and major failures from 5.1%to
0.9%. Drax management believe further progress
can be made and will continue the programmes
initiated at the end of 2004. These pregrammes
include:improved inspection and equipment
mionitoring; better quality repairs; equipment
upgrades; and the improved provision of critical
spares. In addition, Drax aims to achieve stable
operations through improved maintenance
practices and by seeking whenever possible to
reduce the amount of operating unit thermal
¢ycling, Tube leaks have historically beenthe
single largest source of forced outages. In 2005
there were 20 tube leaks, compared to an average
of 38 for each of the five years 2000t 2004. The
2005 tube leak performance was the best the
station has ever achieved.

INTRODUCTION OF EU EMISSIONS

TRADING SCHEME

Under the EU ETS, which came inte effecton

1 January 2005, companies are free to buy and

sell CO, emissions allowances which have been
allocated to the installations covered by the
scheme. Drax has been allocated (at no cost)
43,662,561 tonnes of CO, emissions allowances
{equivalent to approximately 14.55 million tonnes
per annum) under the UKNAP for Phase | of the
scheme (2005-2007). This CO, emissions allowancas
allocationis equivalent to the amount of CO, that
the Power Staticn would be expected to emitin
order to selt approximately 16.1TwWh of electricity
per annurn, For generation above this level,

Crax needs to purchase further CO, emissions
allowances in the market, save to the extent that

it is able to increase the proportion of biomass
{deemed to be carbon free for the purposes of the
EUETSYinits fued mix.

Drax has putin place certain contracts to purchase
additional CQ, emissions allowances and expects
to purchase further CO, emissions allowances in the
market. The Group will, therefore, incur additional
costs to the extent that the plant generatesin
excess of the level of generation supported by
Drax’s allacation of CO, emissions allowances under
the UKNAP (161 TWh per annumj, and this will have
adirect bearing on Drax's costs of operation.
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£311m

0 Receipts from the TXU Claim {net)

During the year ended 31 December 2005, the
price for CO, emissions allowances was volatile,
with alow oFE?/tonne and a high of more than
£25/tonne. The significant rise in CO, emissions
allowances prices since the introduction of

the EUETS has, in part, been linked to record
high oil, gas and power prices in Europe which
has resulted in the increased use of fuels such as
coal in European power generation.

Drax's CO, emissions allowances reguirement

for theyear ended 31 December 2005, in excess
ofthose allocated under the UKNAE was
approximately 6.3 million tornes, based on CO,
emissions for 2005 estimated at 209 million tonnes
and onnet generation of approximately 23.2TWh.
Asat 31 December 2005,6.3 million tonnes had
been acquired atan average cost of £13.79/tonne
via a number of CO, emissions allowances
purchases, and structured deals which include
the provision of CO, emissions aliowances as
partof the transaction.

The market for CO, emissions allowance trading

is relatively new, and therefore Drax, like al!
companies affected by EU ETS, Is continuing to
developits knowledge of this market. Currently,
Drax has a policy of generally ensuring its electricity
sales are matched with sufficient CO, emissions
allowances. Drax expects to participate more
activelyin the CC, market asit develops and this
may provide opportumtles to add value

to Drax’s business.

REFINANCING AND LISTING

The Refinancing and Listing took place on

15 Decemnber 2005, resulting in the creation of a
new holding cornpany, Drax Group plc. Pursuant
io the schemes of arrangementunder which the
Refinancing and Listing was implernented, the
axisting debit of the Group was settled, partially
through the issue of new debt, and partially
through the issue of ordinary shares in Drax Group
plc. Also on 15 Decernber 2005, Drax Group plc was
intraduced to the Official List of the UK Listing
Authority and its ordinary shares commenced
trading on the London Stock Exchange.
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The Refinancing and Listing invalved a cash
payrent of £112mto A2 Debt holders in respect of
an equalamount of A2 Debt, and an exchange of
the balance of A2 and A3 Debt of £433mfornew
ordinary shares in Drax Group plc. in addition, the
existing ordinary shares of Drax Group Limited, the
previous holding companty, were exchanged for
new ordinary shares in Drax Group plc. The
outstanding A1 Debtof £388mand B Debt of £82m
was repaid at par, and previously deferred interest
on BDebtand accrued interest on each of the
tranches of debt of £63mwas repaid in full. Interest
rate swap contracts with a notional value of £400m,
principally related to the AT Celbt, were also
cancelled, resufting in a termination payrnent

of £23m.

The new ordinary sharesin Drax Group plc issued
to A2/A3 Debt holders and existing shareholders of
Drax Group Limited were issued by way of schemes
of arrangement, and therefore did not constitute an
offer of securities 1o the public. Conseguently,
Listing took place by way of an intreduction.

At the same time, the Group entered into new debt
facilities, which included a Term loan of £500m and
aBridge loan of £77m, as welias aletter of credit
facility of £200rm and a revolving credit facility

of £100m. The Term loan is subject to a fixed
amartisation profile beginning on 30 June 2006
and ending on 31 December 2010. The Bridge loan
has first pricrity over the TXU claim and the
proceeds thereof.

The total costs of the Refinancing and Listing
amounted to £45m, of which £29m has been
included within exceptional other operating
expenses in the income statement. The remaining
amount of £16m has been deducted from debt
and is being amortised to interest payable over
the duration of the Group's new debt facilities.
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TXUCLAIM

I 1999, whilst owned by AES Corperation, Drax
entered into the TXU Hedging Contract, a 15-year
power purchase agreernent with TXU Eurcpe
Energy Trading Limited ("TXU"). TXU defaulted
onthe contractin 2002, and togetherwith
certain other members of the TXU Group, filed
for administration inthe UK, On terminating the
contract, Draxissued a claim (the *TXU Clairm),
ultimately agreed by the Administrators of TXU at
approximately £348m {including VAT), in respect
of unpaid power purchased by TXU and liquidated
damages for default under the contract.

On 30 March 2005, the Group received a first
distribution of £ 205m (net of VAT and a payrnent
by the Group to TXU Europe Limited) under the
TXU Clairm. This amount was subsequently paid to
BOebt holders on 15 April 2005.On 2 August 2005,
the Group received a second distribution of £51m
{net of VAT) under the TXU Claim. This amount
was subsequently paid to B Debt holders on

17 August 2005,

On 18 January 2006, the Group received a third
distribution of £55m (net of VAT) under the TXU
Claim. The third distributicn has been recognised
inthe income statement for the year ended

31 December 2005, and together with the firsg
and second distributions, resulted in exceptional
operating inceme of £311m for the year. The third
distribution s included as a receivable balance

at 31 December 2005 and was used to make a
prepayment of the Grougy's Bridge loan facility
on 23 January 2006.

At the time of approving the financial staternents
the Group had a further £26m ({including VAT)
outstanding under the TXU Claim. The directors
have reasonable expectations that the Group will
receive repayment of this amount broadlyin full
by early 2007.

Liguidity and Capital Resources

Net debt reduced to £462m in 2005 from £1,208min
2004, The main reasons for the reduc tion were the
improvernent in gross margin, receipt of distributions
fromthe TXU Claim and the exchange of debt for
equity as part of the Refinancing and Listing.
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Cashand cash equivalents stood at £88mon

31 December 2005 cormnpared with £38m on

31 Decernber 2004, The increase in cash and cash
equivalents is analysed in the table below:

ANALYSIS OF CASH FLOWS

Years ended
31 December
2005 2004
£m £'m
Net cash generated from
operating aclivities 3485 171
Net cash used ininvesting activities 25.0) 13.7)
Netcash {used in)/generated from
financing activities (273.2) 2.5
Netincreaseincash and cash
equivalents " 50.3 33

(1) For the purposes of the cash flovs statements, cash
and cash equivalents exclude amounts held in escrow
as at 31 Decermnber 2005 andin debt service reserve
accounts as at 31 December 2004. The movernentsin
these accounts are included as a component of net
cash generated from operating activities.

Net cash generated from operating activities

was £349m in the year ended 31 December 2005,
compared to £17m for the corresponding period in
2004, anincrease of £332m. Theincrease includes
the first and second distributions received in 2005
under the TXU Claim of £256m, as well as the
impact of improved business performance, gross
margin having increased by £150min 2005, These
items were partially offset by anincreasein interest
paid of £66m, which includes payment of
previously deferred interest of £25m as well as
£23m related te the termination of interestrate
swap contracts on Refinancing and Listing.

Net cash used in investing activities was £25min
the yearended 31 Decernber 2005, compared to
£14m for the corresponding period in 2004. This

reflected higher levels of capital expenditure

in 2005,

Net cash used in financing activities was £273min
theyearended 31 Decernber 2005, compared o
net cash generated from financing activities for

the corresponding peried in 2004 of £0.5m. 2005
includes repayment of borrowings prior to the
Refinancing and Listing of £268m, which comprises
repayment of B Debt of £256m funded out of the
first and second distributions under the TXU Claim,
aswell as a prepayment of £12m of Al Debton
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© Five year amortising Term loan facility

£200m

O Letter of credit facility

© Bridge loan facility

30 June 2005. Also included in 2005 is repayment
of borrowings on Refinancing and Listing of £583m,
which comprises Al and B Debt repayrment at par
of £388m and £82m respectively, as well as A2 cash
consideration of £112m. These debt repayments
were partially met by new debt issued on
Refinancing and Listing of £577m.

Reflecting the above factors, cash and cash
equivalents increased by £50m in the year ended
31 Decemnber 2005, compared 1o £4m for the
corresponding period in 2004. Cash and cash
equivalents were £88m at 31 December 2005,
compared to £38m at 31 Decernber 2004. Drax’s
policy is to invest available cash in short-term
bank depasits.

CAPITAL RESOURCES

On 15 Decernber 2005, the Group's existing detxt
was replaced by new debit facilities comprising a
£500m five year amartising Term loan facility, a
£200m letter of credit facility, a £100m revolving
credit facility, and a £77rm Bridge loan facility. The
Termiican facility is secured on a pari passu basis
with the letter of credit facility and the revolving
credit facility and any other permitted secured
indebtedness, The Group's debt is guaranteed
and secured directly by each of the principal
subsidiaries of the Company and also by the
Company. Standard & Poor's Ratings Group {(“S&P")
assigned a BBB senicr secured debt rating witha
recovery rating of “1” to the Term loan facility, the
letter of creditfacility and the revalving credit
facility. Drax s required to fund a debt service
reserve account if it does not meet the specified
historic annual debt service cover ratio on any of
the six-monthly calculation dates, with the first
calculation date being on 31 December 2006,

The letter of credit facifity can be used to provide
letters of credit to counterparties or exchanges
inrelation ¢ Drax's trading business, The final
rmaturity date of the letter of credit facility is

15 December 2012, The Group guarantees the
ckligations of a number of banks in respect of
the letters of creditissued by those banks to
counterparties of the Group. As at 31 December
2005 the Group’s contingent liability in respect
of these guarantees amounted to £77m

(2004: £27m).
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£100m

0 Revclving credit facility

The revolving credit facility can be used to finance
working capital requirements. It may also be used
to provide letters of credit up to a maximum of
£100m or provide cash collateral, to the extent that
counterparties do not accept letters of credit,

up to a maximum of £20r. The final maturity date
is 15 December 2010.

The Bridge loan facility must be repaid in full by

31 December 2008. Proceeds under the TXU Claim
must be applied to repay the Bridge loan facility.
Following a third distribution under the TXU Claim
on 19 January 2006, £55mof the Bridge loan was
repaid on 23 January 2006 leaving a balance of
£22rn outstanding. The third distribution has been
recognised in the income statement for the year
ended 31 Cecember 2005 and has beenincluded
as areceivable balance at 31 Decemizer 2005.

The debt which was repaid on 23 January 2006
has been shown as repayable within one year at

31 December 2005,

Under the new debt facilities, the Group canincur
further financial indebtedness up to an aggregate
of £100rm so long as S&P provides wiitten
confirrmation that the Term loan facility will
rmaintain an investment grade credit rating of at
least BBB- following the incurrence of the further
secured indebtedness. In addition, Drax can enter
into additional finance leases up to an aggregate
value of £10m, The Group can also incur overdraft
and other short-term borrowings or facilities not to
exceed £15m and subject to certain other
restrictions. The new debt facilities may be prepaid
without penalty.

SEASONALITY OF BORROWING

Drax faces seasonality in its business with higher
demand in the Winter period and lower demand in
the Summer moniths, Accordingly, cash flow during
the Summer pericd is materially reduced due to
the combined effect of lower prices and output,
while maintenance expenditures are increased
during this period due to planned outages, The
£100m revolving credit facility will assist the Group
inrnanaging the cash low points in the cycle,
where required.

CONTRACTUAL COMMITMENTS

The following table illustrates Drax’s contractual
obligations, excluding interest, as they fall due as
at 31 December 2005:
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Capital expenditure in 2005 was in support of fuel
diversification, environmental compliance and meeting
improved reliability and safety targets

Payments due by period

Teral 2006 2007 2008 2008-2015
£'m £'m £m E'm
Debt 1053 350 519 3850
Coal purchases %Y sy 1261 1050
Contracted capital expenditure g7 35 59 e
SUppCIt Contract payments T R T S N
Total 1.358.0 4227 259.0 185.0 491.3
CAPITALEXPENDITURE
Payments due by pericd
2004 20057 2006
£'m £m £'m
Low NO, retrolfit equipment LA BT

Process control system refurbishment project
Boiler efficiency

Biomass handling and starage

Plant spares

Strategic spares

Other

Total

18 14 14
- 39 T2
e e
13.7 25.1 29.9

1) Capital expenditure for 2005 excludes an accounting adjustment of £1.9m inrelation to the estimated
decommissioning, demolition and site remediation costs at the end of the useful economic life of the Group’s

generating assets on a discounted basis.

Capital expenditure was £25min 2005
compared with £14min 2004, The increase
in capital expenditure in 2005 was in support
of fuel diversification (biomass and petcoke),
environmental corpliance and meeting
improved reliability and safety targets.

Drax expects to incur capital expenditure of
approximately £100m in the plant over the next
three years in support of current operations. The
investment programeme beyond 2C08 s expecied
10 be more in line with 2004 levels where the
annual spend on capital expenditure was
approximately £14m, although itis expected that
additional expenditure will be incurred ahead of
the requirements of the Large Combustion Plant
Directive from 2016. The higher capital expenditure
programme includes investrment in fow NO, retrofit
equipment such as Boosted Over Fire Air ('BOFA)
systems (£7min 2006) and the completion of the
upgrade of unit control systems (E5min 2006). Drax
also intends to evaluate other opportunities which
may result in additional expenditure. Drax expects
to fund future capital expenditure from cash from
continuing cperations.
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The above table illustrates both past and projected
capital expenditure for the years indicated,

The projections reflect various estimates and
assumptions by management refating to the
implementation of the business strategy, which
rmay not be accurate, may notbe realised, and are
inherently subject to uncertainties that are difficult
10 predict and may be beyond Drax’s control,

OFF-BALANCE SHEET ARRANGEMENTS

Other than the letters of credit referred to above,
no member of the Group has entered into any
transactions with unconsolidated entities
concerning financial guarantees, subordinated
retained interests, derivative instruments or other
contingent arrangements that expase Drax to
material continuing risks, contingent liabilities, or
any other obligation under avariable interest in an
unconsolidated entity that provides financing,
liguidity, rarket risk or credit risk support to Drax.
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Critical Accounting Policies

Note 3(D) to Drax’s Consolidated Financial
Statements on page 48 of this Annual Report
includes a surmary of the significant accounting
principles and policies used in the preparation

of Drax Group pic’s financial statements. The
preparation of financial staterments, in conformity
with generally accepted IFRS accounting principles,
requires managernent to make estimates and
assumptions that affect the amounts reported in
the financial staternents and notes to the financial
staternents. Actual results could differ from these
estimates. Certain accounting pelicies have been
identified as the most critical accounting policies by
considering which policies involve particularly
complex or subjective decisions or assessments
and these are discussed below:

FIXED ASSETS AND DEPRECIATION

Estimated remaining useful lives and residual values
are reviewed annually, taking into account prices
prevailing at each balance sheet date. The carrying
values of fixed assets are also reviewed for
Impairment where there has been a trigger event
by assessing the present value of estimated future
cash flows and net realisable value compared with
net hook value. The calculation of estirated future
cash flows and residual values is based on the
directors'reasonable estimates of future prices,
outputand costsand is, therefore, subjective.

PENSIONS

Within the UK, Drax operates an approved defined
benefit scheme. Drax accounts for thisschemein
accordance with IAS 19" Employee Benefits” with
the cost of providing benefits determined using
the projected unit credit method, and actuarial
valuations being carried out at each balance
sheetdate. Inherentin these valuations are key
assumptions, including discount rates, expected
returns on plan assets, and salary and pension
increases. These actuarnial assumptions are
reviewed annually and moedified as appropriate.
Drax helieves that the assumptions utilised
inrecording obligations under the scherne

are reasonable based on prior experience,
market conditions and the advice of scherne
actuaries. However, actual results may differ

from such assumptions.
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EMISSIONS ALLOWANCES

Liabilities in respect of obligations to deliver
emissions allowances are recognised asincurred by
reference to generation for the periad. Any liabilities
recognised are measured based on the current
estimates of the amounts that will be required to
satisfy the net obligation, taking into account the
rnarket price of emissions allowances at the balance
sheetdate. The actual cost of those allowances not
already acquired may be different and the number
of allowances may be different as actual generation
may not be the same as expected generation.

DEFERRED TAXATION

Full provision is made for deferred taxation, as
required under 1AS 12 “Income Taxes’, at the rates of
tax prevailing at the period end dates unless future
rates have been substantively enacted. Deferred tax
assets are recognised where it is more likely than
net that they will be recovered.

DERIVATIVES

Drax has applied 1AS 32 "Financial Instruments:
Presentation and Disclosure” and IAS 39 “Financial
Instruments: Recognition and ieasurernent” from
1 January 2005.1AS 39 requires derivative financial
instruments to be recorded on the balance sheet
at their fair value. Changes in the fair value of
derivatives are recorded each period in eamings
unless specific hedge accounting criteria are met.
The fairvalues of derivative instruments for
commaodities are determined using forward price
curves, Forward price curves represent Drax's
estimates of the prices at which a buyer cr seller
could contract today for delivery or settlernert

of acommodity atfuture dates. Drax generaily
bases its forward price curves upon readily
obtainable market price quotations, as Drax's
commodity contracts do not generally extend
beyond the actively traded portion of these curves.
However, the forward price curves used are only an
estimate of how future prices will move and are,
therefore, subjective.

Market Risks and Treasury Policies

Drax manages the commercial risks faced by the
Groupin accordance with policies approved

by the Board.
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COMMODITY RISK

Draxisexposad to the effect of fluctuationsin
commiodity prices, particularty the price of
electricity, whichis the commaodity produced by
Drax, in addition to the price of coal (and other fuels),
which s essenitial to the producticn of electricity,
and since 1 January 2005, the price of CO, emnissions
allowances. Price vaniations and market cycles have
historically influenced Drax’s financial results and are
expected to continueto do so.

Drax has a policy of making forward sales of power
when profitable compared with marginal costs of
fueland CO, emissions allowances.

Drax purchases coal on either fixed or variable
priced contracts with different maturities froma
variety of domestic and international sources, Drax
purchases CO, emissions allowances on fixed price
contracts with different maturity dates from a
variety of domestic and international sources,

COUNTERPARTY RISK

As Drax relies on third-party suppliers for the
delivery of coal and other goods and setvices, itis
exposed to the risk of non-perfermance by these
third-party suppliers,

Drax purchases a significant rmajority of its coal
under contracts with UK Coal. There is a risk

that if UK Coal falls into financial difficulty and/or
fails to deliver against the contracts, there would
be additicnal costs associated with securing coal
from cther suppliers. Should UK Coal fall into
administration, Drax could be subject o
temporary loss of deliveries, higher coal prices
and accelerated payments.

Drax enters into ixed price contracts for the sale of
electricity to a number of counterparties. The failure
of one or more of these counterparties to perform
their contractual obligations may cause Drax
financial distrass orincrease the risk profile of Drax.

The investment of surplus cashiis undertaken to
maximise the return within Board approved
policies. These policies set out minimum rating
requirernents, maxirmurn investrnent with any one
counterparty and the maturity profile.
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Drax manages the commercial risks
faced by the Graup in accordance
with policies approved by the Board

INTEREST RATE RISK

Drax is exposed to interest rate risk principally in
relation toits outstanding bank debt. In particular,
itis exposed to changes in the LIBOR interest rate
of sterling-dencminated debt, as substantially all
ofits debtis both denominated in sterling and has
avartable LIBOR rate. Drax partially manages this
risk with interest rate hedges an a proportion of
its debt facilities.

FOREIGN CURRENCY RISK

Foreign cunency exchange contracts are principally
entered into to hedge Drax’s requirement to purchase
coal from international sources in US dollars, and to
purchase CO, emissions allowances in euros. Drax
also purchases coal and CO, emissions allowances
from a range of dornestic and international suppliers.

Profit Forecast forthe Year Ended

31 December 2005

The prospectus, dated 28 October 2005, prepared
in connection with the Refinancing and Listing
included a forecast of profithefore interest, tax,
depreciation and amortisation ("EBITDA"), profit
before interest and tax ("operating proft”), and net
profit before interest expense and tax (together
“the Forecast”) for the year ended

31 December 2005.

The basis of preparation and principal assumptions
forthe Forecast are set out on pages 154 and 155 of
the prospectus. The assumptions included that the
Forecast was based on average prices of electricity
and coal prevailing over the five days up to and
including 21 October 2005 and it was assumed
that there would be no change in the future prices
of electricity and coal. In addition, following the
completion of a structured contract with EDF
Trading Lirmited in October 2005, the prospectus
noted that the Group had substantially ixed the
cost of CO, emissions allowances for 2005.

The following table provides a comparison of the
Forecast to the actual results for the year ended
31 December 2005 and also compares forecast
and actual EBITDA excluding exceptional items
and unrealised losses on derivative contracts.
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“All of any remaining cash flow,
subject to the availability of reserves
and after debt payment and other
expected business requirements,
will be distributed to shareholders.
A significant cash surplus is
expected to arise in 2006.”

£50m

© Base dividend each year

Year ended

31 December

Forecast Actual  Variance
fmillion £ million £ million

EBITDA -before

exceptionalitems

and unrealised [osses

onderivative contracts 220 239 19

Exceptional credit

related to termination

of TXU Contractand

financial restructuring 275 330 55

ITPexpensesarising

fromcashand

share-based payment

transactions (38 {38}
Estirnated fees and

expenses ofthe

Refinancing and

Listing e B @ @
Unrealisedlosseson

derivative contracts
EBITDA - after
exceptionalitems and
uprealised losses on
derivativecontracts Mmoo 385 .
Depreciationand

amortisation 132) (31} '

Operating profit 279 354 75
Interestincome 5 6 |

Net profit before
interest expense
andtax 284 360 76

{1 Interestincome excludes a credit of £18mincluded in
interest receivable in respect of previously recognised
unrealised losses oninterest rate swap contracts
tarminated on Refinancing and Listing. This creditis
offset by a charge of £23m included ininterest payable
representing the cash cost of terminating the swap
contracts.

ERITDA before exceptional items and unrealised
losses on derivative contracts was £19m higher
than forecast largely due to an improvement of
approximately £17m in gross margin, principally
reflecting higher electricity prices captured for
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November and December compared to market
prices on 21 October 2005, and increased
generation as a result of lower than forecast forced
outages for the final quarter of 2005. The significant
increase in EBITDA after exceptional items and
unrealised losses on derivative contracts is largely
dueto the improvementin gross margin noted
above and £55m of exceptional operating income
arising from the third distribution under the TXU
Claim, received on 19 January 2006, As previously
noted, the thid distribution has been recognised
in the income statement for the year ended

31 Decermnber 2005,

Contracted Position for 2006 and 2007

As at 3 March 2006, the Group had contracted for
around 75% of expected output for 2006 atan
average price of £46.9/MWh and had secured
around 75% of its expected 20060, emissions
allowances requirements through a combination
of allowances allocated 1o Drax under the UK NAP,
market purchases and structured contracts. Coal
had been contracted at fixed prices for around 75%
of expected output,

As at 3 March 2006, the Group had contracted for
around 47% of expected output for 2007 atan
average price of £49.2/MWh and had secured
around 68% of its expected 2006 CO, emissions
allowances requirements through a combination
of allowances allocated to Drax under the UK NAP,
market purchases and structured contracts. Coal
had been contracted at fixed prices for around 50%
of expected output.

Distribution Policy

The Board has established a distribution policy
which recognises Drax’s exposure to commodity
rnarkets and comprises two elerments.

The Boardintends that Drax will pay a stable

amount (£50m) by way of ordinary dividends each
year (the "base dividend"). The base dividend will
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comprise aninterim dividend and afinal dividend
anditis expected that the interim dividend will
represent approximately one third of the total
anticipated base dividend for each year. Drax
expectsic pay afirstinterim dividend of 4 pence
per share (being approximately £16.3m) for the half
year ending 30 June 2006 in Autumn 2006.

In addition to the base dividend, substantiafly all of
any remaining cash flow subject to the availability
of reserves and after making provisicn for debt
payments, debt service requirements (if any),
capital expenditure, and other expected business
requirements will be distributed to sharehoiders. A
significant cash surplus is expected to arise in 2006.
The amount will be dependent on a number of
factors,including commodity prices and plant
performance, Work has commenced to identify
the most appropriate method for returning surplus
cash to shareholders and it is expected that the
proposed method of return will be advised at the
Cempany's Annual General Meeting in May 2006
and that this will be followed by an indication of the
likely range of distribution, timing and shareholder
approval process in a Trading Update given at the
endof June 2006.

This review was approved by the Board cn
7 March 2006,

Y

Gaordon Boyd
Finance Girector
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Corporate and

Social Responsibility

Qverarching Corporate and Social
Responsibility Policy

The Group recognises that its operations (which are
allconducted by its subsidiary, Drax Power Limited)
have to be conducted within a framework that
reflects legislative and regulatory requirements,
and is also based upon a set of volunitary policies
which reflect society’s expectations of alarge and
highly visible power station. We believe that
corporate responsibility makes good business
sense and we strive to balance both commercial
rigours and regulatory demands of the competitive
commodity market in which we operate with a
commitment 1o cur wider stakehalder group. As
aresponsible and resporsive business with long-
term armnbitions, we continue to invest to comply
with increasingly stringent environmental, and
health and safety requirements, and cornmunicate
with the wider stakeholder groug, both locat and
national, through being open and transparentin
altthat we do.

Corporate Accountability

Themanagement and organisation of the Group

is not only substantially compliant with the
governance requirernents of the London Stock
Exchange butalso sensitive to the expectations of
society generally, The Board has control of the
Group's policies, bothin respect of its wider
corporate and social responsibility, and in particular
inrelation 1o environmental, health and safety, and
socialissues. The Group's employees include
specialists who spend all or most of their time
ensuring that the Board's pelicies are implemented
and that the established procedures foridentifying
and reporting on risks and opportunities and
assuring compliance in these areas continue tobe
effective. Internal processes have been established
which enable Board rnembers and managers 1o
review performance regularly, to set appropriate
targets, and to monitor progress against them.

Interaction with Stakeholders

The Group has a wide-ranging external audience,
fromshareholders and lenders, through
Government and the media to suppliers, non-
Governmental organisations, opinion formers
and the local comrmunity. We endeavour to
communicate fuliy with each of these stakeholders
through both an investor relations programime
and a public affairs and community relations
programme aimed at building the reputation
ofthe Group.

INVESTOR RELATIONS

During 2005, Drax Group Limited (the holding
company of the Drax group of companies until
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Listing) sharpened its focus on Investor Relations
and supplemented its results presentations with
fourinvestor roadshows in both the UK and US.

We believe the success of the programme showed
through in the 97% vote infavour of the schermes of
arrangemnent and the consequent Listing of the
Company on the Londen Steck Exchange.

PUBLIC AFFAIRS ACTIVITIES

Economic and environmental legislation and
regulations, both national and Eurcpean, have a
major influence on UK electricity industry market
participants.Indeed, the changes to the UK
electricity market effected by legislationin the
shape of the Utilities Act 2000 and the Energy Act
2004, the introduction of the New Electricity
Trading Arrangements in March 2001 and the
British Electricity Trading and Transmissicn
Arrangements in April 2005, the implermnentation
of the Renewables Cbligation in April 2002, the
progressive development of the EU Large
Combusticn Plant Directive and, at the start of 2005,
the introduction of the EU Emissions Trading
Scheme are examples of legislative and regulatory
changes which,in a pericd of less than five years,
have had a significantimpact on the economics
and dynarmics of the industry.

Against this backdrop, the Group attaches
importance to monitoring policy development by
the UK Government and the European institutions
and to analysing and assessing planned and
prospective legislative and regulatory change.

T help it with this task the Group hasretained

the services of Lord Taylor of Blackburn as
Parliamentary Adviser.

Ouring 2005, good working relations were
maintained within Parliamentary and
Governmental arenas, inchuding Government
officials and agents of Government. Facused
briefings were used as a vehicle for raising issues of
concern and presenting potential sclutions to
industry-wide issues. In addition, Drax took full
advantage of engaging in public consultations
emanating from Government departments and
inquiries launched by select committees and other
Government agents. During the year, two
Government Ministers and the Member of
Parliament for Selby, John Grogan MP, visited Drax
Powver Station, as did two prospective parliarmentary
candidates. Briefing meetings were also held in
London with one further Government Minister and
Government officials of both the Bepartment of
Trade and Industry, and the Department for the
Environment, Food and Rural Affairs.
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Ne political donations were made in the UK or
elsewhere during 2005 and the Groug's contact
with those active in the political arena hasbeen and
will continue to be aimed only at the promotion of
the Group's business interests. However, given the
widespread doubt about the types of expenditure
falling within the scope of the legislation controfling
political donations, the Board wishes there to be

no question of modest expenditure incidental io
advocating the Group's business interests to those
in government, or active in the politicai arena, being
alleged to bein contravention of the legislation.
Accordingly, shareholders will be asked toapprove a
resolution authorising annual expenditureup to a
limit of £100,000 In respect of each of the Company
and Drax Power Limited for a period of four years.

SUPPLIERS

As in previous years, we encouraged local and
rational companies to bid for contracts 1 supply
themany goads and services required by the Power
Station. Most of what we purchase on the contract
and spares replenishrment side tends to be mainly
frorn a UK source or within the European Union. Very
occasionally we go further afield. In making the
various purchases, we are mindful that some
companies or indeed countries may operate pocr
standards as far as profiteering at the expense of
others, or humanrights issues, are concermned. We
recognise thatin covering a varied marketplace,
witha number of indirect manufacturers
suppaorting the end product, itis difficult to state
with some certainty that we do not trade with
certain cornpanies or countries whose standards are
poor. However, we make allreasonable endeavours
to ensure that we do not knowingly support or trade
with such companies or countries,

COMMUNITY RELATIONS

We are committed to being a good neighbour to
our focal community and our “caring for the
community” philosophy involves being part of
local, county and business cornmunities.

Throughout 2005, we raintained close relations
with the local community through formal and
informal discussions with representatives of parish,
district and county councils. As a major employer,
we scught to take an active role in business
community organisations, such as the Selby
Industrial Association and the Selby Communities
and District Industrial Mission.

SPONSORSHIP

We furthered our cormmurity invalverent through
sponsorship activities, site visits and dedicated
inforrnation. During 2005, we made charitable
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A new charity initiative was launched in 2004 fogusing en good
safety performance during the majoroutage onunit 6. The
Yorkshire Air Ambulance and Cancer Research UK charities both
received donations.

Thousands afvisitors are welcomed o the Power Station each year;
last yearwe played host to some 3,500

denations of £37,500in total, Some £12,000 was
donated under the direction of our Sponsorship
Team across arange of community and
envirenmenial interasts, and sporting activities
within a 20 mile radius of the Power Station.
Amongst the good causes supported were The
Green Tearn, a project which aims to provide a low
cost practical gardening service for elderly people
and people with disabilities; and Selby District
Nightstop, a group devoted to tackling the
problers of youth homelessness in the local district.

Sponsorship of youth sports proved popular during
the year, with football, rughy and cricket clubs all
benefiting. in particular, the Summer saw the
launch of the Drax Village Cricket Club's youth
section and we were pleased to sponscr the shirts
and encourage this initiative foryoung people in
the area.

Anew initiative was launched in 2005 to focus on
good safety performance during the major outage
orrunit 6. During the 12 week outage, £500 was
donated for every seven days that went by without
an accident that did not require more than first aid
treatrent. Employees and outage contractor,
Mitsui Babcock, were each asked to nominate a
charity and Cancer Research UK and the Yorkshire
Air Ambulance charities each received a donation
of £2,250.

Some £15,000 of the remaining donations were
made through the Group's "£ for £” matching
scherme, underwhich we match, £ for £, any monies
raised for charity or good causes by employees at
the Power Station. We were particularly pleasedto
be able to match £ for £ monies raised by one of our
emplovees who took part in a Bikeathon toraise
meney for Leukaemia Research, helping himto
raise the most money in the ten year history of the
event,

VISITORS

Thousands of visitors are welcomed to the Power
Station every year, The appeal of discovering more
about how power is produced and the sheer scale
of the site and its associated aclivities attracts
schools and colleges as well as business
organisations. During 2005, we hosted some 3,500
visitors which included a total of 64 schools.

Members of the public are also welcome to visit
Barlow Mound, which has been developed over
time through careful and imaginative managerment
of the Barlow Mound ash disposal scheme.
Formerly an old munitions site, extensive
landscaping and tree planting that is now well
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established has transformed this areainto
woodland and wetland features, picnic spots and
artificial hills, This nature centre provides a complete
contrast to the industrial workings of the Power
Station and is specially designed to help visitors
understand more about the natural habitat and
ecology ofthearea.

Protecting the Environment

ENVIRONMENTAL POLICY

The size and characteristics of Drax Power Station
mean that it has a significantimpact on the
environment. We recognise this and have put the
management of the ervironment at the heart of our
decision-making process. Our policy is as follows:

“Drax Power Limited recognises its responsibilities
to society and the environmment and is committed
10 being an innovative leader in the management
of the environment across all its activities and in all
its businass decisions,

We regard compliance with legisiation as a
minimurm level of achievement. Furthermore,

we are committed to managing, meonitoring and
reducing, where practicable, the environmental
impacts caused by our business through continual
improvement of our operations, in particular
ernissions to air, discharges to water, disposal of
waste and the use of natural resources.

We will maintain a reputation for effective
environmental management, in part by
certification to the internationat ervironmental
management system standard, 150 14001:1996. This
systern will be used to set and pericdically review
environmental objectives and targets.

We will discuss our activities with our stakeholders,
engaging with them to help refine and broaden
ourunderstanding, taking note of their views and
investigating any concerns promptly.

We will prormote environmental awareness
amongst our staff, business partners and
contractors, ensuring that they understand the
environmental aspects of their activities, that they
actresponsibly and are competent to carry out
theirjobs.”

ENVIRONMENTAL MANAGEMENT SYSTEM

Drax manages its environmental compliance under
an Environmental Management System ("EMS”)
certified to the international standard 150 14001, Its
purpose is to ensure that the Group rmeets its legal
and policy commitments to protect and improve the
environmentin the course of carrying outits business.
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The EMS covers all activities of the Group's
operations. The Chief Executive has overall
responsibility for the implementation of the
EMS and for environmental compliance and
performance of the business, with other staff
allocated specific responsibilities as determined
by the nature of the environmental irnpacts for
which they are responsible.

The EMS contains documented procedurss for
each significant environmental issue and staff are
trained to recogrise the legal and operational
requirements contained within thern.

ENVIROMNMENTAL COMPLIANCE

Drax operates within the conditions of its
Integrated Pollution Control ("IPC") authorisation,
granted by the Environment Agency and we aimto
maintain compliance with no significant breaches
of the regulatory limits. We recognise that emission
limits wilt become tighter in the future and our goal
is to be ahead of legal requirements for emissicn
reductions whilst recognising the need to mairnitain
our competitive market position.

We maintaininvestment in our emission abatement
equiprnent and consider this to be a high priority.
Qur FGD plant airezdy complies with known future
emission limits to 2016 and we have initiated a
programme of retrofitting all units with low NQ,
technology {Boosted Over Fire Airtechnology) in
orderto ensure compliance with the requirernents
of the Large Combustion Plant Directive (LCPD}
from 2008,

In addition to erissions to air, the operation of the
Station results in other environmental effects, such
asdischarges to water, waste material production,
and noise. We maintain an up-to-date
understanding of the science underlying our
impacts in order to contribute to the development
of cost-effective control measures.

KEY ENVIRONMENTAL IMPACTS: EMISSIONS TO AIR
The principal emissions from burning coal are
carbon dioxide ((0), hydrogen chloride (HCD,
sulphur dioxide (50,), oxides of nitrogen (NO,) and
particulates (dust). Drax’s generating units have all
beenretrofitted with FGD equipment and low NO,
burners to reduce emissions 1o the atmosphere.
The FGD equiprnent rermnaoves, on average, at least
909 of SG, and HCl emissions before the flue gasis
released via the chimney into the atmosphere.
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KEY ENVIRONMENTAL IMPACTS:

DISCHARGES TO WATER

Procedures are in place to ensure that all discharges
and drainage to water are monitored and treated
where necessary to meet our discharge consent
limits. There are a number of sources of discharge
and drainage as part of the electricity generation
process, These sources include the cooling water
used to cool the condensers, which as part of the
stearn cycle condense steam towater after itleaves
the turbines and before returning o the boilers.
Cooling water is abstrac ted mainly from the River
QOuse and boiler feedwater originates from two
boreholes on site, Approximately half of the water is
returned to the River Ouse at a few degrees warmer
than the river water.

Also, the FGD process produces effluent water
which is treated in a specially designed plant
beforeitis discharged to the river, and thereis also
drainage from the main plant, coal plant and roads.

KEY ENVIRONMENTAL IMPACTS: DISPOSALSTOLAND
When coalis burnt, ash is left as a residue. The finer
particles of ash, pulverised fuel ash (PFA), are
collected from the flue gas by electrostatic
precipitators; the heavier ash, furnace bottom ash
(FBA}Mfalls to the bottom of the bailer, The majority
of ashis sold to the construction industry with the
rernainder sent for landfill at the Station's adjacent
Barlow Mound.

Drax pays landfili tax on the PFAdisposed of to the
Barlow Mound, Through the Landfill Tax Credit
Scheme, Draxis able to claim a tax credit against its
donations o recognised Environmental Bodies.
Drax has worked with Groundwork Selby since
2001 on projects designed to help mitigate the
effects of landfill upon our local community. During
2005, we contributed approximately £126,000
towards seven projects, including the Selby Town
Cormmunity Pond and the Airmyn Playing Fields.

Alternative Fuels

To help maintain our vital role in the UK economy
and safeguard cost effective power productionour
fuel strategy recognises the need to sustain a ready
supply of traditional quality coaland how best to
incorporate alternative fuels including different
fossil fuels and renewable materials. The choice of
fuels has to be balanced with availability and
flexibility of supply.
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Emissions per unit of electricity generated

2001 2002 2003 2004 2005
Carban dioxide (t/kwh) 0.84 0.83 084 0.83"
Sulphur dioxide (16-"t/KWH) ! i w17 o
Gxides of nitrogen (10 “t/kwWh) 262 2ss T ay T im T am
Hydrogen chloride (18-51/kWh) Tois o6 003 oo ool
Particulates (10-1/4Wh) T3as 1542 iss 1633 1844

(1} Accounting for the carbon free status of bicmass.

Through the provision of dedicated information
and focused site tours we continue our policy of
being open, transparent and informative about our
operations. In November and Decernber of 2005,
we organised tours of the Power Station specifically
forlocal residents to enable them 1o see for
themselves how alternative fuels such as bicmass
and petroleum coke {"petcoke”) are handled on site.

PETROLEUM COKE

The 18 month trial burn of petcoke from June 2005
is anintegral part of our strategy of developing
alternative fuels. Itinvclves burning a blend of coal
and up to 15% petcoke on one of our six generating
units. Petcoke is derived from the petrochemical
industry and is produced from oil.

Petcoke contains higher fevels of sulphur than coal
but the FGD plant at Drax ensures that, on average,
at least 90% of the 50, is removed before gases
created during cornbustion are emitted w the
atmosphere, Thus, Drax has the capability to bum
petcoke within the permitted levels already set for
the Power Station by the Erwironment Agency.

Studies indicate that burning petcoke produces
lower total emissions of trace metals {other than
nickel and vanadium) and particulates than coal,
boiler efficiency improves and therefore potertially
less oxides of nitregen (NO,) gases will be produced
during combustion.

There are inherent properties in petcoke that make
it a beneficial fuel source, environmentally and
econamically. It contains roughly 30% more heat
per tonne than coal, meaning that less has to be
burnt to achieve the sarme electricity output. The
amount of ash preduced s considerably less,
under 1% of the original welght compared with
10-18% in the case of coal, so ash disposal is
significantly reduced.

With the use of petcoke we have taken

our stringent monitoring procedures even further.
Aprogramme of detailed testing to measure
emissions during the trial was approved by the
Environment Agency, and they receive monthly
reports on the results of the trial. These are also
published on ourwebsite as part of our policy

to be open and transparent about the trial results.
In addition, we work closely with both the
Environment Agency and Selby District Council
to ensure that the impact of the coal/peicoke
trial is fully understood.
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The sixmenths of independent testing and
measurement prior to the start of the trial has
shown extremely low ambient levels of both nicke)
andvanadium in the lacality surrounding the
Power Station. These data reflect regional effects
rather than effects from the power stations inthe
area and the levels are well below safety limits set
by the Environment Agency. This monitoring will
run continuously during the trial.

BIOMASS

We are aware of the requirerments to reduce €O,
eissions, and we have continued toidentify and
use, where commercially viable, CO.-neutral fuels,
such as renewable biomass materiaﬂs, to replace
fossil fuels, such as heavy fuel oil and coal. in 2005,a
(0O, saving of over 450,000 tonnes was achieved
through our biomass activities.

Tall off, an oil which is derived frormwood pulp, is
an environmentally-friendly substitute for heavy
fue! oil and marks an important developrment
inestablishing the effective use of alternative
renewable fuels. Tall il replaces heavy grade fuel
cil and is burnt during 2 number of processes
atthe Powey Station, for example, during the
start-up cycle foreach of the bodlers.

We were the first power station in the UK to use

tall cil, which made an important contribution to
reducing our erissions during 2005. Around half
of the CO, savings made came from buming tall oil,
and emissions of SO were also reduced. We will
continue to burn talloil when commercially viable.

Overthe last twe years we have also developed the
capability to co-fire solid biomass materials with
coal, Trials on a variety of biomass materials were
conducted throughout the year, with the emphasis
ondeveloping the capatility to burn wood and
other energy crops.

We are able to add bicrmass to the ccal before

the coalis pulverised into a fine powder in the
pulverising fuel mills, a process known as “through
the mill". This operation has worked well during
2005, although there are limits to the amount of
biornass that can be successfully blended with the
coalin this way.

During the second half of 2005 a “directinjection”
systemwas cormmissioned on one unit allowing
greater and mare reliable throughput of

biomass materials.
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39%

© Reduction intotal recordable injury rate

By the end of the year, biormass was being co-fired
throughboth “directinjection” and “through the
mill” systerns at the equivalent rate of 250,000
tonnes peryear.

Looking ahead, we are developing a long-term
strategy invalving energy crops inpartnership with
local farmers which has the potential to significantly
reduce CO, emissions from the Station and make a
valuable contribution to the Government's target
for 2010 of 109% of electricity supplied coming from
renewable fuels.

Health and Safety

Health and safety is at the heart of Drax’s corporate
responsibility and protecting curemployees and
contractors frorilt-health orinjury and promoting
employee well-being is fundamental 1o our
business philosophy. We are committed to
developing and maintaining a positive health and
safety culture inwhich statutory requirements are
viewed as a minimurm standard and "world class”
performance our goal.

Personal safety statistics 2005 2004
Fatality o ol
Losttime accident 7 Tg
Resticted work accident TR e
Madical treatment accident ' 1 ' ) 5
Firstaid e
RIDDOR * reportable -
{1} Reporting of Injuties, Diseases and Dangerous
QOccurrences Regulations.

Accident frequency rates 2005 2004
Lost Time Accident Rate (LTAR) 0.35 042
Total Recordable Injury Rate (TRIR) 060 099
AllInjury Rate (AIR) AL 9.67

(1) Frequency rates are calculated on the following basis
{number of accidents x 100,000} hours worked.

The total recordable injury rate dropped frorn 099
in 20040 0.6in 2005, a 39% reduction. This
improvement has been delivered thiough visible
leadership, simple systems and clear expectations.
These three core objectives will continue to fuel cur
drive for “world class” safety performance.
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By the end of 2005, biomass was being co-firzdat the equivalent rate
of 250,000 tonnes per year.

The new incident investigation and review process
launched in 2004 continues to provide a firm
platform for the identification of health and safety
learning opportunities, The weekly Safety Bulletin
briefing process provides a fast track for safety
communicationto all staff.

The safety representatives and management team
members of the Health and Safety Advisory
Committee (HESAC) continue to play a vital role
through facilitating staff consultation on health and
safetyissues.

The twinning arrangerment between Drax and
ScottishPower’s Longannet Power Station
continues to produce real safety benefits for both
parties. In an effort to accelerate the improvement
of our safety performance, exchange visits have
recently taken place with EON’s Ratcliffe-on-Soar
Power Station and Corus.

“Spotlight on Safety” is the Group's implementation
of the internationally proven DuPont™ STOP™
programme. This behavioural safety prograrnme,
introduced in Novernber 2004, will continue as the
main vehicle for safety improvernent over the next
two to three years.

Employment

CULTURE

We have established a performance culture work
ethic, where staff feel valued and want 1o come to
work and perform for the good of the business, We
are working towards an industrial relations climate
at Drax Power that is positive, with employment
policies which respect human rights and equal
opportunities as well as facilitating training to
develop staff and enhance competence. The Group
is committed to the principles of faimess and
dignity atwork.

Applications foremployment by disabled persons
are always fully considered, bearing in mind the
aptitudes of the applicants concerned. In the event
of amember of staff becoming disabled, every
effortis made to ensure that their employment
continues and that appropriate training is arranged.
Itis the policy of the Group that the training, career
development and promotion of disabled persons
should, as far as possitle, be identical to that of
other employees.
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RECRUITMENT

Our apprenticeship programme was re-introduced
in September 2003 amidst a growing realisation
of a potential future shortfallin skiflad workers,
particularlyin the more traditional craft disciplines,
With the long-term future of the business inmind,
we decided to take steps to secure the right level of
human rescurce and the programime now forms a
major cormpanent of our pelicy of investing in our
staff. This practice was continued in 2004 and again
in 2005, with a further six apprentices joining us.

More immediate measures were necessary during
2005 to address the skills and knowledge gap

that was presented by a significant reduction in
specialist skills effected by the previous owner

and to ensure the business was equipped with
sufficient corporate skills as we made the transition
1o alisted company. Areas of particular focus for
this recruitrnent activity were finance, trading

and engineering.

INTERNAL COMMUNICATIONS
We use a wide variety of communication methods
in order to keep people as informed as possible and
eradicate confusion, conflict and raisinterpretation
of messages. For exarmple, team briefings are held
once amenth where wide-ranging information is
communicated throughout the organisation, in
addition, plantwide meetings are held on a regular
basis. We have also introduced an [T-based internal
feedback system, Drax Talk, allowing employees to
anonymously raise concerns or make comments
onany work-related issue and receive a publicly
accessible response from the leadership team.

UNION REPRESENTATION

Theterms and conditions of ermnployment for the
majority of staff within the Grou, that is, those
notemployed under a personal contract, are
incorporated into the Collective Agreement.
Thisis a joint agreement between the Group
and the trades unions. Staff are represented by
either AMICUS, TGWU, GMB, Prospect or Unison
trades unions. A positive relationship between
rnanagementand trades unions has been
established over a number of years and is based
ondear guidelines, a consultative approach and
good communication of the relevant business
objectives of the Group.
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Board of Directors

01 Gordon Horsfield {59}

Chairman

Appointed to the Board in October 2005,
having firstjoined Drax in July 2003.He
retired from PricewaterhouseCoopersin
January 2003 after 34 years with thefirm.
Much of his professional career was spent
as a corporate recovery specialistrising to
became head of corporate finance and
recovery at Price Waterhouse UK (as it was
beforeits merger with Coopers and Lybrand
in 1998 and a member of the UK firm’s
executive board. Following the merger
with Coopers & Lybrand he was appointed
tothe newmanagementboard as the

first director of operations of the UK firm
PricewaterhouseCoopers, responsible for the
new firm's finances and for pulling together
and rationalising the organisational and
support functions of the UK business
following the merger. Subsequently he

led the team dealing with the sale of its
management consulting business to IBM.
Gordenis alseinvolved ina number of
community activities as chatr of the Council
of theUniversity of York, and as amember
of the Advisory Committee to the Abbot of
Ampleforth Abbey. Gordon halds a degree
inEconornics from the University of
Norttingham andisa Chartered Accountant.

02 Dorothy Thompson (45)

Chief Executive

Appoirted to the Board in October 2005,
having joined Draxin September 2005,
Before joining Drax, Dorothy was head of the
European business of InterGen NV, the power
generation subsidiary of Shell N and Bechtel
Inc.Inthis role, she had responsibility for the
management and operation of four gas-fired
power plants, totalling some 3166MW of
capacity across the UK and the Netherlands.
Prior 1o joining InterGen in 1998, Dorathy
was initially in banking and subsequently was
assistant group treasurer for Powergen PLC.
Dorathy holds bothaBachelorsanda
tAaster’s Degreein Economics fram the
London School of Economics and Political
Stience, London University.
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03 Gordon Boyd (46)

Finance Director

Appointed 1o the Board in Cctober 2005,
having first joined Draxin January 2005.
Gordan previcusly held a number of 1oles
within British Energy ple including director of
corporate restiucturing, generation finance
directar and group treasurer. Priar ta this he
waorked for a number of other companies
including Raychem, Mothereare and
Cadbury Schweppes. Gordon graduated
from Edinburgh University in 1982 with a
BCom (Hons) He holds an MB8A and has
completed the Advanced Marnagerment
Pragrarn at Harvard Business School. He also
holds professional accountancy (FCMAY and
treasury (MCT) qualifications.

04 Peter Emery (43)

Production Director

Appointed tothe Board in October 2005,
having first joined Drax in June 2004.Peter
achieved a First Class BSc (Hons} degree in
Mining Engineering at the University of
Nottingham. After leaving university, Peter
joined Esso Petroleum and held a number of
analyst and managerial roles in the UK before
moving 1o Esse’s parent, Exxon inthe US to
co-crdinateits downstrearn marketing and
distribution investments cutside Narth
America and Canada. He returned to Esso

in 1992 as planttechnical services manager
at Fawley Refinery. He then undertock

roles managing various operational areas
atthe refinery before moving to refinery
maintenzance manager in 1597 Hewas
appointed operations manager at Fawley
Qil Refineryin 2002, having full iesponsibility
forthe management and operation of

the UK's largest refinery and a member

of Exxon Mobil's European leadership

earn forrefining,

05 Tim Barker (65)

Senior Independent

Non-Executive Director

Appointed to the Board in Gctober 2005 and
was appointed as the Senior Independent
Directer following admission te the Official
List of the UK Listing Authorityon 15
December 2005.He first joined Draxin June
2004 Tirmis a non-executive director of
Electrocomponents ple, chairman of Robert
Walters pic and a member of the Prafessional
Oversight Board for Accountancy. From 1993
hewas vice chairman of Kleinwort Benson
Group ple and frorm 1998, until his retirerment
in 2000, he was vice chairman of Dresdner
Kleinwort Benson. Notably, he wasinvolved
with anumber of clients in the energy sector
and was an adviser to the UK Government on
the privatisation of the electricity sector.In
the mid-19803, he was director general of the
City Panel on Takeovers and Mergers.

06 Mike Grasby (62}

Independent Non-Executive Directer
Appointed tothe Board in October 2005,
having first joined Drax in December 2003,
Mike is a Chartered Engineer, FIEE and
FiechE. Heretired from International Power
in February 2002 after 36 years in the power
inclustry. During his career he held anumber
of seniar positions inthe UK and international
power industry with the CEGE and National
Power. He was ranager of Drax Power
Staticn between 1991 and 1995, and director
of operations for National Power's portfalic,
with responsibilities for over 16,000MW of
generating capacity, until 1998 He was also a
director of power companiesin Portugal,
Turkey and Pakistan. Following the demerger
of National Power, he joined International
Power as senior vice-president, continuing
with his international directorships and
leading a major consortiumin the Czech
Republic. He is an adviser to Manx Electricity
Authority, amember of the British Energy
Association {and the World Energy Council}
andadirector of an executive recruitment
business.
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07 Charles Berry (53}

Independent Non-Executive Director
Appointed tathe Board following admission
to the Official List of the UK Listing Authority
on 15 December 2005. Charles has extensive
experience within the UK power sector. He
Jeined ScottishPower in 1991 and was
appointed to the board in 1999 From 2000
to 2005, Charles was chief executive of the
cormpany’s UK Cperations, with responsibility
for over§,200MW of generating capacity as
well as the trading business, energyretailing
and strategic transactions, such as
renewatdes development. Charlesis
currently a non-executive director and
chairman of Eaga Group and a nan-executive
director of Securities Trust of Scatland plc and
aformer non-executive director and
chairman of THUS Group plc. He holds a 85c
{First Class Hons) in Electrical Engineering
from the University of Glasgow and a Masters
Degree inManagement from the
Massachusetis Institute of Technology.

08 Jamie Dundas (55)

Independent Non-Executive Director
Appainted to the Board fallowing admission
to the Official List of the UK Listing Authority
on 15 Decernber 2005. Jarnie’s career has
beeninmerchant banking, finance and the
property sector. Jamie spent 19 years with
Morgan Grenfell Group, including ten years
as a director of Mergan Grenfell & Co Limited.
He was finance director of the Airport
Authority, Hong Kang between 1992-96
before joining MEPC plc in 1997, initially as
finance director and from 1599-2003 as chief
executive. Jamie is currently anon-executive
director of Standard Chartered PLC and of
JSainsbury plc and chairman of Macmillan
Cancer Relief.
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Directors’ Report

The directors present their first report and accounts for Drax Group plc,
together with the consolidated accounts of the Drax group of companies,
for the year ended 31 December 2005. The directors’ corporate governance
and remuneration reports are set out on pages 27 tc 41,

Incorporation and Admission to the Official List

Drax Group pic was incorperated on 13 September 2005 and became the
holding company for the Drax group of cornpanies on 15 December 2005
upon two schermes of arrangement (the “Schemes’) taking effect. On the
same day the issued share capital of Drax Group plc was admitted to the
Official List of the UK Listing Authority and the Company’s shares began
trading on the London Stack Exchange.

Review of Operations, Current Position and Future Prospects
Details of the Group’s operations for the year ended 31 December 2005,
its current position and future prospects are contained in the Chairman’s
Staiement, Chief Executive's Statement, and the Operating and Financial
Review setout onpages 810 19,

Principal Activities

Drax Group plc is the helding company of the Drax group of companies. The
principal activities of the Group are the generation and sale of electricity at
the Drax Power Station, Selby, North Yorkshire and the sale of by-products of
the electricity generation process. No acquisitions or dispasals have been
made by the Group during the year.

Going Concern

After making enquiries, the directors have a reasonable expectation that
the Company and the Group as a whole will continue in operation for the
foreseeable future. The directors are therefore content to adopt the going
concern basis in preparing the accounts.

Results
The Group results for the year are shown in the Consolidated Income
Staternents on page 43.

Dividend
The directors do notrecommend a final dividend for the year ended
31 December 2005.

Share Capital
During the year 406,927,661 ordinary shares each of 10 pence and 498,980
redeemable shares each of 10 pence in the Company were issued 25 follows:

(1} Two ordinary shares each of £1 were issued on formation of the Company.

(2) On 200ctober 2003, the two ordinary shares each of £1 were sub-
divided into 20 ordinary shares each of 10 pence,

(3} On 200ctober 2005, 499930 redeemable shares of 10 pence each were
issued to Drax Group Limited.

{4) On 15 December 2005, upon the Schemes taking effect, 406,927,641
ordinary shares each of 10 pence were issued and the 20 ordinary shares
each of 10 pence were transferred in accordance with the Schemes.

Details of the share capital as at 31 December 2005, and shares issued during
the year, are given innote 5 on page 78.
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Authority to Purchase Own Shares

At an Extraordinary General Meeting of the Company held on 20 October
2005, sharehclders resclved to authorise the Company to make market
purchases of up to 109% of the issued ordinary share capital. The authority
was not used during the financial year ended on 31 December 2005. At the
forthcoming Annual General Meeting, shareholders will be asked to renew
this authority, Details are contained in the Notice of Meeting, The Company
held no Treasury shares during the year,

Directors

The names of the present members of the Board and their bicgraphical
notes appear on page 24. The names of sthers who served as directors at
any time in the period following incorporation and before the end of

31 Decernber 2005 are detailed below,

Dateof Dateof

appointment resignation

Luciene James Limited 135ep 2005 13 5ep 2005
The Company Registration Agents Limited 135ep 2005 13 5ep 2005
Norton Rose Limited 135ep 2005 20 Cct 2005
NoRose Company Secretarial Services Limited  135ep 2005 200ct 2005
Timothy Gwynne Barker 20 0ct 2005 -
Charles Andrew Berry 15 Dec 2005 -
Gordon Alexander Boyd 20 0ct 2005 -
James Frederick Trevor Dundas 15 Dec 2005 -
Peter Richard Emery 200ct 2005 -
Patrick Michael Grasby 20 0ct 2005 -
Gorden Christopher Horshield 20 0ct 2005 -
Dorothy Carrington Thomjpsan 200ct 2005 -

The Company’s articles of association require that, following appointrnent
by the Board, directors submit themselves for election by shareholders
atthe next Annual General Meeting, Each of the present directors was
appointed to the Board of the Company on or after 20 October 2005 and
therefore retires and offers himself or herself for re-election at the Annual
General Meeting.

The articles aiso provide that one-third of directors shall retire by rotation
sach year but are eligible to submit themselves for re-election by
shareholders and that directors shall not serve longer than the third Annual
General Meeting following their election without being re-elected by
shareholders. However, in view of the dates upon which all directors were
first appointed, this provision of the articles has no practical effectin

relation to the forthcoming Annual General Meeting, but it will be applied in
future years.

Directors’ Interests

Other than a deed of indemnity between each director and the Company
inrespect of claims made and personal liability incurred as a result of

the bona fide discharge of their responsibilities and service contracis
between the executive directors and a Group company, or as noted inthe
Remuneration Report, no director had a material interest at any time during
the year in any contract of significance with the Company or any of its
subsidiary undertakings.
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Directors’ Report continued

Details of directors’ remuneration, service contracts and interests in the
shares of the Company are set cut in the Remuneration Report on
pages 34to 41,

Substantial Shareholdings

Asat 7 March 2006, the Cornpany's register of substantial shareholdings
maaintained in accordance with the provisions of Section 211 of the
Companles Act 1985 showed that the foliowing shareholders exceeded
the 3% disciosure threshold.

Numberof %ofthe issued
ordinary  ordinary share

shares held capital held
The Capital Group Companies Inc 21,872,165 537
Brian J Stark 19995,202 49
Legal & General Group plc 16,508,427 405
Deutsche Bank AG 15,048,149 370
Zurich Financial Services 12,306,512 3,02

Employees

Drax uses a wide variety of communication methods in order to keep
employees as informed as possible. For example, team briefings are
held once a month where wide-ranging information is communicated
throughout the organisation. In addition, plant-wide meetings are held
on aregular basis and cover, inter alia, the financial and economic
factors affecting the performance of the Company,

Details of employee involvement through share participation are contained
in the Remuneration Report on pages 341041,

It is the Group’s policy to give full consideration to suitable applications for
employment from people with disabilities. In the event of 2 member of staff
becoming disabled every effortis made to ensure that their employment
with the Group continues and that appropriate training and rehabilitation s
provided. It is the pelicy of the Group that the training, career development
and promotion of disabled persons should, as far as possible, be identical
with that of cther employees.

The Group is committed to a policy of equal opportunities and ensures
that country of origin, colour, gender, religious belief, sexual crientation
or disability, are not barriers to working at Drax.

Corporate Social Responsibility
Details of the Group's Corporate Social Responsibility ("CSR™) policy and
operations are set out on pages 20 to 23.

Charitable Donations

Drax Group has continued to support community initiatives and charitable
causes and the total Group commitment during the year was £37,500
(2004; £22,750). Details of the charitable donations made are contained
within the CSRreport.
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Political Donations

No political donations were made in the UK or elsewhere during the
year (2004: £nil). Itis the Board's policy not to make donations to political
organisations or for political causes.

Inthe CSR report there is an explanation of the nature and extent of the
Group's intended activities aimed only at the promotion of its business
interests. The definitions attributed to £ political expenditure are broad
and there is widespread doubt of the extent to which normal business
activities, which might not be thought to be poiitical expenditure in the
usual sense, could be caughit. In view of this the Board wishes to avoid any
inadvertentinfringement of the legisfation by incurring unautherised EU
political expenditure and as such, is seeking the authority to incur annual
expenditure, for each of the Company and its subsidiary Drax Power Limited,
for such purposes of £100,000 for a period of four years, The Board does riot
believe that the Group has incurred any such political expenditure in the
past year.

Creditor Payment Policy and Practice

Terms of payment are agreed with suppliers when negotiating each
transaction and the policy is to abide by those terms and pay creditors
when sums owing fall due for payment, provided that the suppliers also
comply with all relevant terms and conditions. Drax Group plc, the holding
company of the Group, has no trade creditors. In respect of Group activities,
the amounts due to trade creditors at 31 December 2005 represented
approximately 32 days of average daily purchases through the year

(2004: 32 days).

Auditors

in accordance with Section 385 of the Companies Act 1985, a resolution

is to be proposed at the Annual General Meeting for the reappointment of
Deloitte & Touche LLP as auditors of the Company, A resolution will also be
proposed authorising the directors to determine the auditors remuneration.
The Audit Committee reviews the appointrent of the auditors, the auditors’
effectiveness and relationship with the Group, including the levej of audit
and non-audit fees paid to the auditor. Further details on the work of the
auditors and the Audit Committee are set out in the Audit Committee
Reporton pages 31 and 32,

Annual General Meeting

The first Annual General Meeting of the Company will be held on 12 May
2006 at The City Presentation Centre, 4 Chiswell Street, London ECTY 4UP
at 11am, A separate document accompanying the Directors’ Report and
Annual Accounts contains the notice convening the Annual General
Meeting and a description of the business to be conducted.

By order gf the Board

well

Peter Rothwell
Company Secretary
7 March 2006
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Corporate Governance

Application of the Combined Code

The Listing Rules require listed companies to disclose, in relation to Section 1
of the Combined Code on Corporate Governance (the “Code’), how they have
applied its principles and whether they have complied with its provisions
throughout the Group's financial year, No member of the Group was obliged
& comply with the Cede until 15 December 2005 when Drax Group plc (the
“Company”) was admitted to the Official List of the UK Listing Authority and
its shares began trading on the London Stock Exchange (“Listing™). This report
explains the arrangements made to ensure compliance with the Code with
effect from Listing but alse includes refarences to circumstances pricr o

15 December 2005. Those are references to arrangements made by the Board
of Drax Graup Limited, a company incorporated in the Cayman lslands and
the holding company for the group until that date.

Compliance with the Combined Code

As stated above, the requirements of the Combined Code first applied

to the Group on 15 December 2005. Prior to that date and from 1 January
2005, the board of Orax Group Limited applied such of the principles of the
Code as it was permitted to do by virtue of the terms of the shareholders’
agreernent binding upanit and as the board considered both appropriate
and reasonably practicable, given the financial structure and other
circumstances of the group during that period. As part of its preparations
for admission to the Official List of the UK Listing Authority, the Board
adopted arrangements which it believes wili enable it to comply
throughout 2006 with substantially all of the requirernents of the Cede.

Itis the Beard's view that, throughout the period starting with Listing on
15 December and ending with the date of this report, there has been full
compliance with the provisions of Section 1 of the Combined Cede, with
the exception that:

{1} Inthe 16 day period from Listing on 15 December 2005 to the end of the
year, it was not practicable for the Chairman to hold meetings with the
non-executive directors as required by code provision A.1.3. However,
prior to Listing, the Chairman met the non-executive directors inthe
absence of the executive directors ona number of occasions in relation
to specificiterns of Board business.

(2) Asthe former holder of executive office, upon appointment as
Chairrnan, Gordon Horsfield was notindependent within the meaning
cfcodeprovision A.2.2,

(3] TheBoard has not undertaken an evaluation of its own and of its
Committees performance as required by code provision A6.

{4y Whilstthe Board has not conducted a review of the effectivenass of
the Group's systems of internal control as required by code provision
C.2.1,as part of the Listing process, the Board and its advisers formally
considered those systems and their adequacy for the purposes of
fulfilling the Company’s obligations under the reporting requirements
of the UK Listing Authority.

The Board of Directors
As at 7 March 2006 the Board comprises the non-executive Chairman, four
independent non-executive directors and three executive directors.

The diractors are named and their principal commitments cutside the
Group are described on page 24.
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Gordon Horsheald is the Chairman. Between 19 April 2005 and 26 September
2005, he also undertook the role of acting Chief Executive. On 7 March 2006,
upon the completion of a hand-over period following the arrival of Dorothy
Thompson, he relinquished his executive responsibilities and now serves as
non-executive Chalrman. Gorden has held an executive position within the
Comgpany and is therefore not deemed independent within the meaning of
the Combined Code, However, the Board considers it appropriate that Gordon
Horsfield continues as Chairmanin view of his experience and knowledge of
the Company, the industry and commerce generally. The Board also considers
that the short period during which he acted as Chief Executive has not
adversely affected his independence of judgement.

Dorothy Thompson is the Chief Executive and is responsible for all aspects
of the management of the Group and its business, including developing
an appropriate business strategy for Board approval and securing its timely
and effective implernentation. She provides leadership to the executive
team and takes responsibility for the important external relationships

with customers, suppliers, regulatory agencies and governrment bodies.
She and the Chairman maintain high quality relationships with Brax
shareholders. The division of responsibilities between the Chairman and
the Chief Executive is set out in writing and was agreed by the Board

on 14 December 2005.

Gordon Boyd joined the Group as the Finance Director on 10 January 2005
andis responsible far the financial management of the Group, its risk
management systems and systems of internal control, and for relationships
with the Group's bankers.

Peter Emeryis the Praduction Director and responsible for the operation,
repair and maintenance of the electricity generation plant at Selby,
North Yorkshire.

Firn Barker and Mike Grasby have served the Group as independent non-
executive directors throughout the year ended 31 December 2005. The
Board reviewed their position prior to the Listing and reiterated its previous
conclusion that each of them is independent within the meaning of the
Combined Code. On 30 November 2005, in anticipation of Listing, the Board
appointed Tirm Barker as senicr independent director. Charles Berry and
Jamie Dundas joined the Board as independent non-executive directors

on 15 December 2005.

The Company's articles of association require that, following appointment
by the Board, directors submit thernselves for election by shareholders

at the next Annual General Meeting, Each of the present directors was
appointed to the Board of the Cormpany on or after 20 October 2005 and
therefore retires and offers himself or herself for re-election at the Annual
General Meeting.

The articles also provide that one-third of directors shall retire by rotation
eachyear but are eligible to submit thernselves for re-election by
shareholders and that directors shall not serve longer than the third Annual
General Meeting following their election without being re-elected by
shareholiders. However, in view of the date upon which all directors were
first appointed, this provision of the articles has no practical effect in
relation to the forthcoming Annual General Meeting, but it will be applied
in future years.

Annual Report and Accounts 2005




——"—'

Corporate Gaovetnance

Corporate Governance continued

gachofthe pon-exeaJmive directors, with the exception of the Chalrman,
currently noldsa letter of appointment which provides forthe appointment
o continue indefinitely subject 1o one month's notice of ermination.

The Chalrman's tatrer of appointment provides for a fxed three yod! term.

It is the Board’s policy that eath pon-executive director will serve tor a fed
rerm not exceeding threg yaars which, subject to the Board being satished
astothe director’s performance and commitment and a resclution 2
re-electatihe appropriate Annual Ceneral Meeting, may e fenawed Y
routual agreermnent, However,in the case of the independent "o n-executive
directors, itisthe Board's policy noto extend the agaregate peried o
service including service 252 non-executive director of Drax Group Lirnited)
of any incependent pon-executive Hrectoy beyond ning years and, as
required by the ornined Cogde, subject o figoraus review any propesal 1o
extend 2 Pon-8XeCUtive directors aggregate pericd of office hayond sit
years.The Roard expecisto developa programme of rotational retirement
of non-executive directorsasa rasult of which the chills and axpenente
available to the goard will be refresned penod‘lcany.

The Board has adopted 3 schedule of matters reserved forits decision
ang formal terms of reference for its committess whiich are available on
e Grou's website (www.draxgroup.plc.uk).T'ne poard dete rines.the
Croup's stiategy: rick management policies, the anrual planan key
performance indicators; scquisitions and disposals and othel rransactions
outside detegated nits material changes 10 accouwnting policies Of
practices; sigmﬁcantﬁnancia\ decisians capial structure and dividend
policys snareholder COMMUTICAtons: prosecution, defence ot sertlemant
ofmateral itigation; Group rernunetation poficy; the terms of reference

of Board committees;and Roard structure. composition and successian.
pMatters which are notSpeciﬁcaUy reserved o the Board and it commitiess
under their E&rms of reference, o710 sharehotders in General Meetnd,

are delegated 10 the Chizf Exequtive of otherwise delegated in accordance
with a schame of gelegation approved by the Board.

The Board receives regular reports on performantce against the Rusiness
Plan and periadic pusiness reports from senic? management. Via

5 cornmittee, the Roard monitars risk EXPOSMIES against rigk managemant
policies. Directors are briefed on mattérs tobe discussed at meetings by
papers distributed in acvance of Board and commiTiee rneetings.

The Roard 1§ satishied that all the directors aré apleto devote sufficient time
1o their duties as directors.

The Board has adopteda policy whereby direclors may, inthe furtherance
of their duties, seek independent profess'lona'l advice atthe Company’s
expensa. NO director obstained any quch agvice during 2005

During the year ended 3 December 2005, eachofthe appointrments of
Chagles Berry. Jarmie Dundas, Dorothy Thompson and Gordon Boyd was
made on rneqit 2nd after a selection Process, conducted withthe aid of
recritment consultants, which assessed candidates against obiective

criteria determinedin advance.

Ag mentioned it the Direciors’ Peport, each director hasthe beneficof 2
deed of indemnity frorm the Campany and its subsidiaries in respect o
clainns rhade and liabilities incuread, in either case arising Out of the bana
fida discharge Y the director of hig or her duties. The Company has alse
arranged appropriate insurance COVET inrespect oftegal action against
its direciors.
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Committees oftheBoard
The Board, and where indicated below, 1S pregecessal the beard of Drax
Group Linited fas lor had) ectablished the following standing comimittees:

1y Audit Cormnmities which, fofiowing Listing, comprises Tim Racker las
¢ hairman), Charles Barsy and Jamie Dundas. Itis the current intention
that Jarnie rruncas witl ke GVEr as Chairman of the Commitiee
imrnediately afterthe Annudl Geneta Meeting ont 12 May 2006. Prior i
Listing (andasa commitiee of the board of brax Group Limited), the
committee comprised Tm Barker {@s Chairman Gordon Harsfield and
Mike Grasby.

il femuneration Commities which, following Listing. cormprises Tirmn
Barker (@s Chairman}, Charles Berry, 1arpie Dundas and Mike Grasty. Priox
1o Listing fand 252 comavittee of heboard of Drax Groap Limited he
committes comprised Gordon Horsfield {Ch airrmany, T Barker and
Whike Grasby.

3 Nominations Commiites whichwias established on Listing cornprises
Cordon Horsheld (a5 Chaiernan), Tim parker, Charies Berty, Jarnie Dundas
and Mike Grasby.

{4) Health and Safety Commities comprises Mike Grashy fas Chairmanl,
Dotathy Thompsen and Peter EMeny, with the Safety Manager in
attendance. Priorto tisting, the board of Drax FOwe! Limited ha
establisned a Company eaith and Safety Committes.

The Board also has a Trading and Risk ranagement Cormmities WOse core
function 510 onitor the eHectiveness of risk rmanagementin relation 1o
srading and Weassy mmatiers. it comprises Cordon Bayd (a3 Chairman),
Gaordaen Horsheld, Dorothy Thormpsan and peter Emery. Prioi 10 Listing,

the board of Drax Power Limited had astaiblished 2 Risk Management
Committeg which, throughout 2005 unt LisUng: undertookafole sirnilar
tothatofihe Trading and aisk Management commitiee of the Roard. The
Board is minded to revievs the roleand rrermbership of this committes.

Detaits of the workof the Audit, Nomirnations and Rerpuperation
Commitiees ae qivenin the reports ofthose Commirtees of pages 31 1o 41.

Boardand Board Committee Atiendance 2005

From Listing {the date upon which ihe Combined Code first apphied) and
urnitil 31 December 2005, the Board of Drax Group plc and ks Rernuneration
Committes pachneld one meeting. There were o reetinds of the Audit
o Mominations Cornmitiaesin that period.

During the period commencing i January 2005 and ending 14 December
2005, the Board of Drax Group Limited and its Audit and Rermnuneration
Committees fheld a numoer of neetings. 1he number of rmeetings of the
board of Drax Group Limited was pnusually high owing tothe dernands,
firstof the Refinancing and Listing completed on 15 Decerner 2005 and
cacondiy of the thyee proposals 10 acquire the Gioul receved afier 1
September 2005 and prior o Listing.

The nurnber of meetings of the Rermuneration committee of Drax Group
Limited was unusually Figh because ofthe business {a) occasioned bythe
Prospectus and the LIstng: ik arising Out of the vesting of shares fromthe
Drax Grovp Limited Long-Term Incentive Plan, and ) the development of
chare schemes for imp\ememation after Listing.
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The table below shows the number of meetings and attendance at them by directors of each the Board and Remuneration Committee of Drax Group ple
and of the Beard, Audit and Remuneration Committees of Drax Group Limited.

The number in brackets represents the maximum number of meetings that each individual was entitled to and had the opportunity to attend.

Drax Group plc Drax Group Limited
Rernuneration Audit  Remuneration
Board Committee Boarg Committee Committee
Tim Barker {1} 1(1) 16(17) 6(6) 8(8)
Charles Berry 1(1} 1(1 o) o) 00
Gordon Bayd 1(1) L) 1707 )} 0{0)
Jamie Dundas 101 o1 ) 00 )]
Peter Emery 11 00 17017) e(0)] ({0)
Mike Grashy 1(1) 1 15(17) 5(6) 8(8)
Gordon Horsfield 1 1) 16(17) 6 (6) 8(8)
Dorothy Thempson (1 0 (0} 6(8) (o3 (o)} 0(Q)
Gerald Wingrove™ 0 1(®)] 3(4) o) e ()

* Resigned directarships of all group cormpanies on 19 April 2005,

Performance Reviews and Directors’ Development

The board of Drax Group Limited did not undertake an evaluation of its performance or of that of its committees during 2005, nor has the Board of the
Company done soin the period from 15 December 2005 to the end of the financial year on 31 Decernber 2005, Howevery, it is the intention of the Board
toundertake formal reviews of its own parfermance, of its Committees and of individual directors towards the end of 2006.

As stated in its report on pages 34 to 41, in January 2006, after the end of the year, the Rernuneration Cammittee evaluated the performance of executive
directors, That review was informed by the opinicns of Tim Barker and Mike Grasby who met in the absence of executive directors to evaluate the
performance of the Chairman, Both evaluations were informed by the results of a confidential survey of senior managers’ opinicns. As explained earlier, in
the 16 day period between Listing on 15 December and the end of the year it was not practicable for the Chairman to hold meetings with the non-executive
directors in the absence of the executive directors as required by code provision A.1.3 of the Combined Code. However, earlier in the year, as Chairman of

Drax Group Limited, the Chairman met with the non-executive directors in the absence of the executives on a number of occasions in refation to specific
matters of concern to the Board.

The Board is committed to the development of all employess and directors and intends to review individual director’s development requirements and make
appropriate arrangements to address them. Induction programmes have been arranged for Charles Berry and Jamie Dundas.

Relations with Shareholders

The Company places considerable importance on communication with shareholders and engages with them on a wide range of issues. During 2005 a Head
of Corporate Affairs joined the Group. During the coming year he will assist in developing appropriate liaison and dialogue between the Group and its major
sharehalders. Inthe manths prior to Listing, the Chairman and the other executive directors met on a number of occasions with the sharehelders of Drax
Group Limited and also with a large number of prospective shareholders of the Company.
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The Company's small and private shareholders together hold approximately
1.85% of theissued share capital, The Board is as interested in their concerns
asin the concerns of larger shareholders. All sharehclders are free 1o put
guestions to the Board at the Annual General Meeting. Questions asked

in person at the Annual General Meeting will receive an oral response
whenever possible. Otherwise a written response will be provided as

scon as practicable after the meeting. Questions asked at other times will
normally receive a written response. Sharehotders attending the Annual
General Meeting will have an opportunity to meet informally with the
directors immediately after the meeting.

Allinformation reported to the market via a regulatory information service
appears on the Group's website within a matter of hours.

This Annual Report and Accounts together with other public
announcements is designed to present a balanced and understandable
view of the Group's activities and prospects. The Chairman’s Statement,
Chief Executive’s Staternent, and Operating and Financial Review on pages
810 19 provide an assessment of the Group's affairs. This Annual Report is
being despatchad to shareholders at least 20 working days before the
Annual General Meeting and the accompanying Form of Proxy provides for
ashareholder to indicate abstention as an alternative to a vote in favour or
against each separate resclution. Particulars of aggregate proxies lodged
will be placed onthe Group's website as soon as practicable.

Directors’ Responsibilities

The directors are responsible for preparing the Annual Report and the
financial statements. The directors are required to prepare financial
statements for the Group in accordance with International Financial
Reporting Standards (IFRS). Company law requires the directors to prepare
such financial staternents in accordance with International Financial
Reporting Standards, the Companies Act 1985 and Articie 4 ¢f the

IAS Regulation.
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continued

International Accounting Standard 1 requires that financial staternents
wresent fairly for each financial year the Group’s financial position, financial
performance and cash flows. This requires the faithful representation of
the effects of transactions, other events and conditions in accordance

with the definitions and recognition criteria for assets, liabilities, income
and expenses setout in the International Accounting Standards Board’s
"Framewaork for Preparation and Presentation of Financial Statements”.
Invirtually all circumstances, a fair presentation will be achieved by
compliance with all applicable International Financial Reporting Standards.
Directors are alsc required to:

+  properly select and apply accounting policies;

» presentinformation, inciuding accounting palicies, ina manner that
provides relevant, refiable, comparable and understandable
information; and

+  provide additional disclosures when compliance with specific
requirements in IFRS is insufficient to enable users 1o understand the
impact of particular transactions, other events and conditions on the
entity's financial position and financial performance.

The directors are responsible for maintaining proper accounting records
which disclose with reasonable accuracy at any time the financiat position
of the Company, for safeguarding the assets, for taking reasonable steps for
the prevention and detection of fraud and other irregularities and for the
preparation of a directors' report and directors’ remuneration report which
comply with the requirements of the Companies Act 1985.

The directors are responsible for the maintenance and integrity of the
Company website. Legislation in the United Kingdom governing the
preparation and dissemination of financial statements differs from
legislation in other jurisdictions.

The Independent Auditors’ Report on page 42 summarises their review of
the Company’s compliance with the retevant provisions of the Combined
Code as applicable to the Company during the year under review.
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Audit Committee Report

The Audit Committee of the Board (the "Committee”) was established on
Listing on 15 December 2005 and did not meet during the year ended

31 Decernber 2005. it has, however, met since 31 December 2005 for the
purpose of considering the outcome of the audit of the accounts for the
yearended 31 Decernber 2005 and the draft of this Annual Report and to
make appropriate recommendations to the Board.

This report, therefore, describes the role of the Committee and of the work
undertaken by the Audit Cormnmittee of the board of Drax Group Limited
{the “Former Committee”} which was the holding company of the Drax
Group until Listing. The purpose of the Committee is (and of the Former
Committee was) to assist the Board in discharging its responsibilities for
the integrity of the Company's financial announcemenits, the assessment
of the effectiveness of the systerns of risk ranagement, internal control and
regulatory compliance and to oversee the objectivity and effectiveness of
the internal audit function {which is undertaken, under the direction of the
Finance Birector, by an independent leading iirm of accountants) and of the
external auditors. A copy of the Committee’s terms of reference is available
onthe Comgany’s website fwww.draxgroup.plc.uk).

The Audit Committee
The Committee currently comprises the following independent non-
execuiive directors, appointed by the Board:

Tim Barker (Chairman of the Committee)
Jamie Dundas
Charles Berry

Prior to Listing, the Former Committee comprised: Tim Barker (as Chairmany;
Gordon Horsfield (Chairman of the Board); and Mike Grasby. Tim Barker and
Mike Grasby were independent non-executive directors.

[tis the current intention that Jarmie Dundas will take over as Chairman
of the Committee immediately following the Annual General Meeting
on 12 May 2006.

The Former Committee met on six occasions in 2005 and the members’
attendance record is set eut on page 29. The Corpany Secretary acted as
the Secretary to the Former Committee and acts as Secretary to the
Committee.

The biographies of the directors who are members of the Committee are
setout on page 24. The Board is satished that all these directors have recent
and relevant financial experience.

The Chief Executive, the Finance Director and the external auditors normally
attended, by invitation, all meetings of the Former Committee and itis
intended that they shall normally attend all meetings of the Committee.
Other members of senior management were also present at meetings of
the Former Committee (and will be invited to attend meetings of the
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Committee) as appropriate in order to present reports. In undertaking its
duties, the Former Commiittee had, and the Committee has, access to the
services of the Finance Director and the Company Secretary and their
resources, as well as access to external professional advice.

The Committee intends to undertake its duties in line with an agreed annual
work plan. It will review, with members of management and the external
auditors, the Company’s formal financial announcements. It reviewed this
Annual Report and Accounts to shareholders and associated documentation
before publication, with a particular emphasis on their fair representation
and the reasonableness of the judgemental factors and appropriateness of
significant accounting policies used in their preparation, On a regular basis,
it will receive reports onrisk management, fraud, legal and corporate
governance matters, in order to help it assess the effectiveness of the risk
management and control frameworks. The Committee will also pericdically
review the Company's arrangements inrespect of its "whistleblowing”
policy in order 1o ensure that the arrangements allow proporticnate and
independent investigation of matters raised and that appropriate follow up
acticns are in place.

with the implementation of International Financial Reporting Standards
(IFRS) for the 2005 financial year and in respect of the Prospectus published
prior to Listing, the Former Committee reviewed the progress of the Group's
preparations for reporting under the new standards and the related
processes that have been embedded throughout the Group.

The Committee will receive reports from the external auditors and will
hold discussions with representatives from the audit firm, in the absence
of management. In order that the Board is kept fully appraised of the
Committee’s work, the Chairman of the Committee will follow the practice
of the Chairman of the Former Committee and report the Comimittee’s
deliberations to the next following Board meeting. The Board will receive
acopy of the minutes of each meeting of the Committee.

Internal Controls

The Board has the ultimate responsibility for the systems of internal control
aintained by the Group and for reviewing their effectiveness. The systems
are intended 1o provide reasonable assurance, put not an absolute
guarantee, against material financial misstatement or loss, and include the
safeguarding of assets, the maintenance of proper accounting records, the
reliability of financial information, compliance with appropriate legislation,
requlation and best practice, and the identificaticn and containment of
business risks.

The Committee, acting on behalf of the Board, will undertake an annual
review of the effectiveness of, and the framewaork for, the Group's systems
of internal cantrol. Inthe Board's view, the information it will receive will be
sufficient to enable it to review the effectiveness of the Group's systems of
internal control in accordance with the Guidance on Internal Controf issued
for the purposes of the Combined Code.
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Audit Committee Report continued

The principal features of the control framewark are as follows:

Control Environment

The Group has an established governance framework. The key features

of the control environment within the framework include: the Statement
of Matters Reserved to the Beard and the terms of reference for each of its
committees; a clear organisationai structure, with documented delegation
of authority from the Board to executive management; a Group policy
framework, which sets out risk management and control standards for the
Group’s operations; and defined procedures for the approval of major
transactions, budgets and capital allocations. Further details on financial
and capital risk management are given in the Operating and Financial
Review on pages 1210 16.

Risk Identification, Assessmentand Management

The Group has an established system of business risk management, which is
integrated into the Group's business planning and pesformance monitoring
processes. The Group's risk management and control framework is designed
to support the identification, assessment, monitoring and control of risks
that are significant to the achievement of the Group's business objectives.
Policies and controls pertinent to the Group's trading operations and actual
performance in relation 1 them are kept under review by the Trading and
Risk Management Committee.

Control Procedures and Monitoring Systems

The Group has a system of planning and maonitering, which incorporates
Board approval of a rolling five-year Business Plan and approval towards
the end of a year of operating and capital expenditure budgets for the year
ahead. Performance against the budget is subsequently monitored and
reported to the Board each time it meets. The Board also receives ragular
reports from the Trading and Risk Management Committee, Performance
is also reported formally through the publication of Group results, and
accounting policies are applied consistently threughout the Group.
Operational management report frequently to the executive directors.

Internal Audit

Under the diraction of the Finance Director, the Group has cutscurced the
internal audit function to Grant Thornton UK LLP, which is an independent
leading firm of accountants. They undertake the full range of reviews

that would ordinarily be undertaken by an internal audit function. Regular
reports are provided to the Committee regarding the audit programme
and audits undertaken and recornmendations are made to management
for process improvements as appropriate.
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External Auditors

Deloitte & Touche LLP were appointed as auditors of the Company in 2005,
having previcusly acted as auditors to the group companies of which Drax
Group Limited was then the holding company. The audit engagement
partner changed as part of a rotation process in 2003. Deloitte & Touche LEP
audits ali companies in the Group which are not dormant.

The Company has a formal policy aimed at safeguarding and supporting the
independence of the auditors by avoiding conflict of interests. The Former
Committee reviewed compliance with the policy concerning the use of the
external auditor in non-audit work. The Committes intends to apply the
best practice recommendations in the Combined Code and intends to
adopt and pursue a policy which regulates the appointment of former audit
employees into senior finance positions within the Group and sets out the
approach to be taken by the Group when using the services of the auditor,
distinguishing between those matters where the Company requires an
independent view, such as audit and assurance work, from other advisory
services. In addition to statutory audits, audit and assurance work includes
reviewing statutory returns, due diligence asscciated with acquisitions and
disposals, fraud investigations and control and audit reviews. Whilst the aim
is to ensure that the auditor cannot be engaged for any other purpose, it is
recognised that there may be a small number of areas where, for pragmatic
reasons, it may be in the Group's interests to use the external auditor for
otherwork.

AuditCommittee Report

The Committee will review annually a formal letter provided by the external
auditors confirming its independence and objectivity within the context of
applicable regulatory requirements and professional standards and did so
in the period leading up to its approval of this Annual Report and Accounts.

This report was reviewed and approved by the Board on 7 March 2006.
J— K
Tim Barker

Chairman
Audit Committee
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Nominations Committee Report

The Nominations Committee of the Board (the "Committee”) was first
established on Listing on 15 December 2005 and did not meet before the
end of the year. This report provides details of the role of the Committee
and the workit will ordinarily undertake during a year.

The Committee currently comprises the following directors, appointed by
the Board:

Gordon Harsfield (Chairman}
Tim Barker

Charles Berry

Jamie Dundas

Mike Grasby

The Company Secretary acts as the Secretary to the Committee. The terms
of reference of the Committee require it to deal with the constitution of the
Board and to consider the succession of the directors, The Committee will
review the skills, experiences and independence of its directors and, as
appropriate, will identify and assess potential new directors. It will also
review those directors retiring by rotation in accordance with the
Company’s articles of association with a view to making recommendations
1o the Board regarding their re-election.

Acopy of the Committee's terms of reference is availabie from the

Company Sectetary and can be viewed on the Company’s website
www.draxgroup.plc.uk), In undertaking its duties the Committee will
monitor the skill requiremenits of the Board and the knowledge, experience,
length of service and performance of the directors. It will also review their
external interests with a view to identifying any actual or perceived potential
conflict of interests, including the time which they are able to commit to
their duties as directors of the Company. The Committee will also monitor
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ratters relating to the independence of each non-executive director. The
results of these reviews will be taken into account when the Board considers
succession planning and the reappeintment of directors. Members of the
Committee will take no part in any discussions concerning their own
circumstances.

Directors’ service contracts are available for inspection by prior arrangement
during normal business hours at the Company's registered office. They will
also be available for inspection at the venue, prior to the Annual General
Meeting, details of which are contained in the Notice of Meeting.

As stated in this report, the Cormmittee has not met, but has set out the
manner inwhich it will conduct itself. Prior to the Listing and prior to the
requirernent for the Committee, the group had in place a robust and fair
process by which it selected and appoeinted Gordon Boyd and Dorothy
Thompson and, at the time of Listing, Charles Berry and Jamie Dundas.

The process included, but was not limited to, the use of external recruitment
advisers deemed to have the relevant experience for recruitment of
personnel at this level and also the Chairman and each serving director had
discussions with the proposed candidates prior to the final appointment
being made.

This report was reviewed and gpproved by the Board on 7 March 2006.

Gordon Horsfield
Chairman
Neminations Committee
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Remuneration Report

Drax Group plc (the “Company”) became the holding Cormpany for the Drax
group of companies on 15 Decermiber 2005 upon its adrmission to the Official
List of the UK Listing Authority ("Listing"}. The Rernuneration Committee of
the Board of the Company (the "Cornmitiee”} became responsible for
matters relating to remuneraticn on that date. Until that date Drax Group
Lirnited was the holding company of the Drax group and the Rernuneration
Cornmittee of its Board (the “Former Committee”) was responsibie for the
matters dealt with in this report. Whilst compliance with the Combined
Code and with the Directors’ Remuneration Report Regulations has been
required only since Listing, the Rernuneration Committee believes that an
understanding of the work of both committees is necessary for a fair report
to be given. A copy of the Committee’s terms of reference is available on the
Company’s website (www.draxgroup.plc.uk).

Part 1: Unaudited Information

REMUNERATION COMMITTEE

The members of the Remuneration Committee appeinted by the relevant
Board are as follows:

Members of the
Remuneration Committee

of the Board of
Drax Group Limited The Cornpany
funtil {onandfrom

15 December 2005) 15 December 2005)
Chairman of the -

Gordon Horshield

Committee
Tirm Barker ! ¢ Chairman of the
Committee
Mike Grasby ™ v Ve
Charles Berry ™ n/a v
Jamie Dundas ™ n/a v

(1HIndependent non-exacutive director.

There were eight meetings of the Former Committee during the period
ended on 31 December 2005 and one meeting of the Commitiee, Except
for Jamie Dundas who was unable to attend the meeting on 20 December
2005, alt other members of the Former Committee or the Commiittee
respectively attended all the meetings.

The Cormnmittee recommends to the Board a remuneration framework
designed to allow the Company to attract and retain its executive directors
and senior management and which is aligned to shareholder interests.
Within that framework, it determines the remuneration of executive
directors and senicr management, including pensicn rights and any
compensation payments. In addition, itis responsible for setting the
remuneration of the Chairman and maintains an overview over rewards
forall other employees.

Whilst he was Chairman and a member of the Former Committee, Gorden
Horsfield took no part in discussions relating to his own remuneration,
bonus awards or awards under the Drax Group Long-Term incentive Plan
{("LYIP"Ywhich vested upon Listing.

The Committee has noted the change to international accounting standards
in 2005 and the adoption of European Embedded Value principles. The
Committee will continue to monitor the impact of these regulations on
remuneration policy and performance conditicns for incentive plans.
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ADVISERS

The Committees have retained Peter Newhouse & Co to advise them
throughout the periad and that firm has not provided any other services
tothe Group during, orsince the end of, the period.

The Cornmittees have also had the support of John Readshaw,
Head of Human Resources at Drax who has also acted as Secretary
to both Committees.

CHAIRMAN AND NON-EXECUTIVE DIRECTORS’ REMUNERATION

The Chairman served in an executive capacity throughout 2005, Particulars
of his remuneration during the year are set out in Part 2 of this report.

On 7 March 2008, upon the retinquishment by him of his executive
responsibilities (as foreshadowed in the Listing Particulars), the Chairman’s
service agreement was terminated by mutual consent and without cost

to the Group. As a nan-executive he has a contract to provide services in
substantially sirnilar terms to the contract with each of the other non-
executive directors, save as to the level of remuneration and the period of
naotice to terminate the contract. On the basis of a review of remuneration
data for Chairmen of other listed PLCs of a similar market value or turnover to
Drax and having regard to his expected time commitment, the Committee
determined that Gordeon Horsfield should be paid afee of £185,000 per
annumi for his services as non-executive Chairman and that his notice period
should be sixrnonths on either side. Like the other non-executive directors,
he will not receive a pension or other benefits, nor will he participate in the
annual cash bonus or any of the share-based reward schemes being
introduced during 2006. Gordon Horsfield agreed that, in view of the stage
reached in the transfer of his executive responsibiiities to Dorothy
Thompson, his salary as an executive director should be reduced to
£185,000 per annum and he should forego his right to bonus and other
benefits under his service agreement in respect of the period from

1 February 2006 to 7 March 2006.

The remuneration for the other non-executive directors is determined

by the Chairman and executive directors and is designed to: i) recognise
prevailing market rates for non-executive directors’ fees; ii) reflect the
responsibilities and time commitment of non-executive directors; and ii)
attract and retain individuals with the necessary skills and experience to
contribute to the future growth of the Company. The non-executive
directors are paid a basic monthly fee of £3,000 with additional fees of £420
per month for each Board Committee membership. These fees are neither
performance related nor pensionable, The non-executive directors do not
participate in any of the Company's bonus or share schemes. The fees for
non-executive directors were coriginally set at the end of 2003 and, whilst
they have since been reviewed regularty, they have not been changed. The
non-executive directors have contracts to provide services 1o the Company
which may be terminated by either party at any time on giving one month's
notice. Fees for non-executive directors will again be reviewed during 2006.

During 2005, substantial additional time beyond that contemplated in their
agreements was necessarily devoted to the affairs of the Group by Tim Barker
and Mike Grasby, two of the non-executive directors. Time records show that
they each devoted the equivalent of 54 days to Drax against the equivalent
of 18.5 days contemplated by Tim Barker's contract and 21 days by Mike
Grashy's. The causes of this additional tirne primarily fell into three areas:

first, the need to recruit three additional directors to the Board, including

a new Chief Executive; secondly, the consideration and handling of three
indicative bids for the Group’s business during the Auturmn of 2005; and
thirdly the implications of the Refinancing and Listing itself. The latter
included the review and consideration of numerous documents, including
published documents involving the acceptance of personal responsibility
for their content. After taking advice from the Company’s solicitors, its
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brokers and its remuneration consuitant, the executive directors, the new non-executive directors and the Chairman were minded to pay additional
remuneration pro-rata (o the additional time commitment. This proposal was discussed with representatives of the Association of British Insurers and with a
number of the Company's major shareholders representing in aggregate more than 27% of the shares in issue at 31 January 2006, before being zpproved by
the Board (Tim Barker and Mike Grasby taking no partin the discussion). The approved additional payments to the two non-executive directors, are as foliows:

«  Tim Barker £88,424
»  Mike Grasby £580,331

EXECUTIVES' REMUNERATION POLICY
The Committees have consistently pursued the following remuneration policy in respect of executive directors and other managernent staff since the
Former Committee was first established early in 2004. The Committee intends to continue to apply the same policy in 2006 and thereafter. The palicy is to:

base an increasing proportion of total pay on performance;

manage salaries and benefits around median levels using both industry and cross-industry benchmarks;

award annual cash bonuses which are firmly linked to the delivery of Drax’s annual Business Plan targets and personal performance; and
provide all our staff with long-term incentives linked to the value of Drax’s shares and its performance,

L N I

The objectives of the policy are to:

+ strengthen teamwork at all levels;
*+  motivate executive directors and staff to ensure that Drax meets challenging performance goals; and
»  enable Draxto recruitand retain the expertise needed tc consolidate and developits business,

IMPLEMENTATION GF POLICY

The remainder of this section of the report explains how this policy is applied to executive directors with a view to attracting and retaining quality individuals
and mctivating them to deliver sustained performance improvermnents. The balanced reward package includes meaningful performance-related bonus
opportunities, both over the short and the longer term.

Total rewards for executive directors comprise base pay, benefits in kind, pension and variable pay (annual cash bonus and tong-term incentive plans).
Arrindication of the relative significance of each of these components for 2006 and thereafter is given later in this report.

A) BASE PAY

Base pay and benefits are reviewed annually from 1 April and are determined having regard to the levels paid in a comparator group of utilities, power
generators and other industrial companies with a similar turnover or market value. The policy is to set base pay at levels at or about the median point evident
from the comparator group. For 2005, the Company's executive directors were generally paid salaries below the market median for industrial companies
with a similar turnover as reported in the Monks Partnership Management Pay Report, The Former Committee consulted that publication annually when
reviewing the salaries of executive directors and the Committee intends to continue that practice. Directors’ base pay during 2005 is shown inthe
erncluments table in Part 2 of this report.

The following table sets out the current annual packages for the directors. Except for Gordon Horsfield (see note 5 below), the figures are those effective as
of 1 January 2006 and assume "on-target” performance for banus purposes. The table excludes benefits under the Executive Share Incentive Plan ("ESIP™)
(see below) pursuant to which no awards have yet been made. The Committee intends to review the annual salaries of the executive directors with effect
from 1 April 20086,

Annual Annual Annual cash Annual Annual Total
salary fee!® bonus™ berefits® pension "On Target”
£000 £000 £000 £000 £000 £000

Gordon Horsfield ® - 185 - - - 185
Mike Grasby - 51 - - - 51
Tim Barker - 51 - - - 51
Jamie Dundas - 51 - - - 51
Chatles Berry - 51 - - - 51
DBorothy Thompson 350 - 140 18 70 578
Peter Emery 175 - 70 12 35 292
Gordon Boyd 190 - 76 12 33 316

(U} Includes Board Comnmittee membership fees paid as separate amaunts.

(2) Annual Cash Bonus assumes an “on target” performance yielding a honus of 409% of base salary.

3 Represents directors’ car allowance only - other benefits such as BUPA and additional life cover are variable according to persenal Circumnsiances.

{4) Annuai contribution by the Company te the directors’ pension plan or cashin lieu.

{5] The figure shownis Gordon Horsfield's annual fee as anon-executive director with effect from 7 March 2006. During January 2006 his salary as an executive directorwas £295,000 perannurn With effect from
1 February, by mutual agreement, his salary was reduced to £185,000 perannurm and he agreed to forego bonus, pension, car allowance and other benefits from that date,

B) BENEFITS IN KIND

Our policy is to offer a car allowance to executive directors and, according to their role, to senicr managers. This ranges currently from £17500 per annum
for the Chief Executive and £12,000 per annum for executive directors to £4,800 for certain senior managers, In addition, private medical insurance for the
director and dependants, and life insurance {in a sumn assured of four times basic salary) are provided. Relocation expenses are paid where appropriate.
Executive directors receive no other benefitsin kind.
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Remuneration Report continued

C}PENSIONS

Drax Power Limited is the principal employer of the Drax Group of the
Electricity Supply Pensions Scheme which is an occupational pension
scheme providing defined benefits on the mernber's death, ill-health, early
retirement or retirement to eligible members and beneficiaries based on
members’ length of pensionable service, inal salary and the applicable
accrual rate. The defined benefit Pension Scheme was closed to new
entrants in 2002. Although certain senior managers are members, none

of the executive directors are eligible for membership,

Executive directors and those senior managers who joined the group
after 1 January 2002 are entitled to membership of the Group's defined
centribution penston plan. The employer's contribution for senior managers
is 11.5% of basic pay (up to currently permitted maximum pay for tax
deductible contributions of £105,600 per annum for 2005). The employer's
contribution in respect of executive directors who join the plan is 209 of
basic pay up to the currently permitted maximum pay for tax deductible
contributions, with any balance of entitlement being paid as cash and
subject to normal statutory deductions. Alternatively, at their option,
execulive directors may either have contributions of the same amounts
made to their personal pensicn schemes or they may choose to be paid
cash in lieu of pension at the stated rate and sutject to normal statutory
deductions. Details of the pension contributions for executive directors
and of payments in lieu are included in the emoluments table in Part 2

of this report.

D) VARIABLE PAY

Variable pay has formed a significant proportion of the potential total pay of
executive directors since the end of 2003 and it is the Committee’s intention
to ensure that a significant preportion of total potential pay continues to be
at risk of performance.

During 2005, the two components of variable pay for executive directors
and senior managers were an annual cash bonus and participaticn in

the LTIP. For 2006 there will also be a cash bonus (with the same
performance-related structure as, but different performance targets t,

the 2005 bonus and with increased emphasis upan personal performance).
However, participation in the LTIP (which matured on Listing) will be
replaced by participation in the new ESIP, details of which are given
onpage 37

ANNUAL CASH BONUS

During 2005, executive directors were able to earm a bonus of up 1o 60%
of base pay (with an on target bonus of 40% of base pay). Senior managers
were able to earn up to 50% of base pay fwith an on target of 33%) by

way of bonus.

Performance targets for the 2005 annual bonus were set by the Former
Committee at the end of 2004 and were designed to incentivise executive
directors to deliver and exceed the targets set by Drax Power's Business Plan
for 2005. The targets incorporated a mixture of financial, trading, plant,
safety, environmental and development objectives.

When determining the annual benus for executive directors and senicr
managers, the Committee has regard not only to the performance of the
Company against its Business Plan targets but alse the personal
petformance of theindividual.

For 2006 the Committee will continue this approach, so as to incentivise
executive directors and senior managers to deliver and exceed the
Company’s Business Plan.

LONG-TERM INCENTIVES
The Committee believes that employee share ownership plays a significant
role in the recruitment, motivation and retention of staff at all levels

within Drax.
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AWARDS UNDER THE DRAX GROUP LIMITED LONG-TERM INCENTIVE PLAN {LTIP]

The LTI? was approved by resclution of the shareholders of Drax Group
Limited {"DGL") passed at an Extraordinary Generai Meeting on 30 April 2004
{the "EGM"). It is summarised in nate 21 to the Cansalidated Financial
Statements on pages 63 to 65 which explains that;

() Allemployees were capable of benefiting from the LTIP which would
have available to it 2 cash pool of £5.1m and a share pool of 4,323,600
nen~vating shares in DGL {equivalent at Listing to 12,970,800 shares in
the Company);

(2} Awards were to take the form of: (a) Initial Awards of shares to be
purchased before 31 May 2004 by beneficiaries at 13.65 pence per DGL
share {considered by the directors to be in excess of the value of a non-
voting share, having regard to the restricted rights attaching to that
class of shares and the value at which the DGL debt, to which its shares
were stapled, was then trading); (b) cash "points” giving 2 proportionate
right ta a share of the £5.1m pool conditionally upon the repayment of
the company’s debt and the beneficiary continuing to be employed by
the group; and {c} share “points” giving a proportionate right to the
balance of the share pool after allowing for the Initial Awards.

{3) The conditional right to shares given by the share points would vest,
provided the beneficiary was still employed by the group, upon an
“Exit" event (the Listing was such an event).

Whilst the Former Committee had the discretion to award benefits as it saw
fit, it was explained in the circular to shareholders for the EGM that the policy
would be to allocate approximately 25% of each of the cash and share points
as Initial Awards and that the balance would be allocated over the following
three years, broadly on the basis of one third to directors, one third to other
management and the rernaining third among all other staff with more than
oneyear's service at the time of an Exit event.

During 2005, particularly after the process leading to the Listing began in
Spring 2005, the Former Committee sought to apply these principles in the
context of changed circumstances which included:

(1) the departure of the foymer Chief Executive and the temporary
assurnption of his responsibilities by the Chairman; and

(2) thesignificant number of new employees who joined between
December 2003 and the middle of 2005, particularly senior managers
needed to meet the needs of the newly independent business.

The Former Committee concluded that the proportion of the cash and
share poolks available for directors should be reduced 1o 26% and that the
value released should be distributed between the management groups
{excluding directors) and all other employees. A decision was made to
award points to all employees in service at Listing with awards being
adjusted in most cases to reflect length of service. Except for directors and
members of the management group's entitlement to the full per capita
award depended on 36 months’ service, with awards to those with less
service being proportionately reduced. Of the total cash and share pools,
some 72% of the cash and 74% of the shares ware awarded otherwise than
to directors.

The effect, as at Listing, of awards o directors under the LTI is shawn
in atable in Part 2 of this report.

With a view ta evidencing their commitment te the group at the time

of Listing, the Chairman and all exacutive directors, together with other
members of the management team, voluntarily entered into lock-in
restrictions on the sale of shares in the Company which they held or
received in consequence of awards made to them under the LTIP. These
restrictions require that, after share sales sufficient to meet income tax and
employee’s naticnal insurance liabilities arising on the Listing, the personnel
concerned will continue to hold (subject to limited rights of transfer to
connected parties) at feast one half of the remaining shares for at least one
year following the Listing. Substantially similar restrictions also apply to
defer payment of half of the cash element receivable underthe LTIP.
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FUTURE SHARE-BASED AWARDS

As explained in the Listing Particulars, the Company has adopted three
share-based plans to provide long-termincentives for its executive
directors, senicr managers and all other employees:

1. Executive Share Incentive Plan ("ESIP™). The Remuneration Committee
currently envisages that participation will be limited to executive directors
and the Group's senior managers.

Contingent awards over ordinary shares in the Company are intended to be
made by the Remuneration Committee annually under the plan. Subject o
continued employment, these awards, or some proportion of them, will vest
over three to five years. Except to the extent determined by the Committee
in the case of a beneficiary leaving the Group in defined circumstances and
before the end of an ESIP cycle, no part of an award will vest less than three
years after the date it was made. The value at maturity of an award wil}
depend on the performance of the Company as determined by reference
to: i) @ comparison of Drax total sharehelder return with those companies
camprising the FTSE 250; and ii) the internal performance of the Company
measured by an annual performance index, the value of which will depend
on petformance against the objectives contained in the Business Plan.
Below aminimurm performance hurdle, no shares will vest.

The Committee has under consideration whether 1o incentivise
beneficiaries better during the five years following each of their first three
awards by providing for early vesting of parts of each of those awards: that is,
subject to the perforrmance conditions, 25%, or thereabouts, of each of the
first two awards would vest after three and four years and 25%, or
thereabouts, of the third award would vest after four years.

Itis the Committee’s current intention to launch the ESIP shortly and that,
subject to the Committee deciding that: i) the details of the calculation and
application of the ESIP index {(mentioned below) have been settled wits
satisfaction; and i) it is satisfied with the mechanism by which partial early
vesting of the first three awards is to be implemented, the plan should
operate in accordance with the following principles:

*  AnESIP cycle with a duration of five years (subject 1o any sarly vesting
provisions for the first three awards) starts every year.

+  Drax employees participate in the ESIP at the invitation of the
Remuneration Committee.

+  Atthe start of each ESIP cycle, each participant will be set an Initial
Award comprising a number of Drax shares. The Initial Award represents
a"target” number of shares 1o be awarded at the end of the cycle,
subject to the achievement of performance conditions.

*  During the ESIP cycle, the performance of the Company will be assessed
annually by the Remuneration Committee against the external and
internal performance criteria referred to above and the Cormpany’s
performance will be expressed as an annual ESIP Performance Index in
the range 010 150% with 100% representing "on target” performance.

+  Underthe partial vesting proposals for the first three Inltial Awards, the
nurnber of shares from the Initial Award vesting less than five years from
the date of the award wilt be the Initial Award multiplied by the
percentage due to vest in the year, multiplied by a Performance Factor
(“PF") for the peried since the date of the Initial Award, The PF will be the
result of multiplying together the annual ESIP Performance Index values
since the date of the Initial Award.

+  The Final Award of shares at the end of the ESIP ¢ycle will be the Initial
Award (thatis, the target number of shares), multiplied, in the case of
awards subject to partial early vesting, by the percentage of the [nitial
Award which has not already vested, multiplied by a Performance Factor
for the ESIP cycle which is the result of multiplying together the annual
ESIP Performance Index values during the term of the award.
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Itis the Committee’s intention that participantsin the ESIP should receive
an Initial Award of shares equivalent in value (as of the award date) to the
annualised cash bonus they were paid in respect of 2005 or the “on target”
annual bonus for new joiners.

2. A Share Incentive Plan ("SIP") approved by HM Revenue & Customs,
Participationis open to all employees, including executive directors.
Subject to the limits in, and other provisions of, the applicable legislation,
the scheme allows the Committee to rmake to each participating individual
free share awards worth not more than £3,000in any tax vear and, within
lower financial limits, to allow the tax-free purchase of ordinary shares and
the re-investrnent in shares of dividends on shares already purchased.
Grants of free shares may reflect the degree to which performance targets
have been attained and may be subject to forfeiture if the participant
voluntarily leaves the employment of the Group within three years, Shares
purchased must be held for a minimum period of five years for the
participant to secure the full tax advantage allowed by the scheme.

[tis the Committee’s intention to launch the SIP shortly and annually in
subsequent years and that the plan should operate as follows:

»  All Drax employees will be invited to participate in the SIP (subject only
to such restrictions as are imposed on participation by HM Revenue &
Customs).

»  AllDrax employees should have an Initial Award of shares equivalentin
value (as of the award date) to £2,000.

»  From 2007 the actual value of shares awarded each year shall be based
on the Committee's assessment of Drax's performance for the
preceding year.

« The Committee’s assessment of Drax’s annual performance will
be based or: i) actual results against the Company’s Business Plary;
andii) Drax’s total shareholder return against a peer group initially
comprising the FTSE 250.

3. A Savings Related Share Option Plan (*SAYE plan”) approved by HM
Revenue & Customs under which participation must be offered on similar
terms to all UK resident employees (including executive directors) of the
Group who have been employed for such period (not exceeding five years)
as may be specified by the Remuneration Committee when making
invitations. The scherne allows the amount payalle on maturity of three
and/or five year savings contracts with an approved provider (Yorkshire
Building Society) to be invested by each participant in a number of ordinary
shares determined by reference to: i} the price of ordinary shares at the
date of entering into the savings contract; i) the amount the participant
contracts to save (which must not exceed £250 per month); and iii) a
discount, determined by the Cormmittee and not exceeding 20%, to the
price of a share (determined in accordance with the rules of the scheme).

Itis the Committee’s intention to launch the SAYE scheme shortly and that
all employees should be offered the opportunity to participate with options
being granted at a 20% discount.

PROPORTEONS OF 2005 AND EXPECTED PROPORTIONS OF FUTURE ANNUAL
REMUNERATION PACKAGE FOR EXECUTIVE DIRECTORS

The LTIP matured as a result of the Refinancing and Listing in Decernber
2005. Consequently, executive directors and all other Drax employees
received a significant proportion of their total rewards for that yearin the
form of shares and cash payable by virtue of the LTIP, The proportion varfed
between directors as is evident from the tables in Part 2 of this report.

Annual Report and Accounts 2005




Remuneration Report

Remuneration Report continued

Assuming “on target” Company performance and ignering benefits in kind, car allowances and benefits from the SIP and SAYE scheme, until ESIP awards
{not yet made) mature, variable pay for executive directors will amount to approximately 25% of the total of base and variable pay (including pension
centributions).

As the ESIP has not yet been implemented, it is notappropriate to forecast relative progortions of remuneration when the first and subsequent ESIP
cyclesvest,

SERVICE AGREEMENTS FOR DIRECTORS

The Committee’s policy is that executive directors’ service agreements should be of indefinite duration subject to a normal retirement age of 63 and
terminabile at any time by the Company giving 12 months’ pricr notice and by the executive director giving six rmonths’ prior notice. In order to recruit and
retain specific individuals, this policy has been varied in the following respects:

With effect from admission and for a period of two years thereafter Dorothy Thompson's service agreement is terminable by either party on not less than
12 months' notice inwriting and thereafter by giving a period of six months’ natice in writing.

In the event of a change of control within 12 months of the date of commencement, Dorothy Thompson would be entitled to the following less £923,670
{(being the value of her LTIP awards):

{a) asumequivalent to the Basic Annual Salary (as at the Termination Date) for a period of 18 months;

{by apayment reflecting loss of expectation of a bonus based on achieving the performance targets for a pertod of 18 menths and amounting t© 40% of
basic annual salary; and

{c) apayment of £54,000 by way of compensation in respect of loss of the executive’s contractual benefits in kind,

Such payments would be inclusive of any payment in lieu of notice due to Dorothy Thompson on termination.

Pursuant to each of the executive directors’ service agreements, Drax has the right 1o make a payment in lieu of notice of termination, the amount of that
payment being the salary and benefits that would have accrued 1o the executive director during the contractual notice period.

The following table shows for each person who has served as a director of the Company or of Drax Group Limited at any time during the year ended
31 December 2005, the date of the service agreement or contract for services, the unexpired term and details of the notice periods together with any
provisions for compensation payable upon early termination.

Notice Notice Compensation

Contract period period payable

start Unexpired by the by the uponearly

date term Company directar termination

Gordon Horsfield ™ 07.03.2006 Indefinite 6 months 6 months Not fixed
duration by the

agreement

Tirn Barker 30.06.2004 i 1 menth 1 month !
Charles Berry % 15.12.2005 * 1 month 1 month ‘
Jamie Dundas 15.12.2005 ! 1 menth 1 month “
Mike Grasby 22122003 * 1 month 1 month ’
Dorothy Thompson 26.09.2005 ! (3) (3) -
Peter Emery 14.06.2004 “12months & months "
Gordon Boyd 1001.2005 " 12months & months i

i1) A1 31 December 2005 Gordon | lorsfield was employed under a service agreement dated 19 Decerber 2003 terminable by either party on sik months’ natice, Thatagreement was terminated, at no cost to the Group,
upenGorden Horsfield relinguishing his executive responsibilities on 7 March 2006.

(2 Neither Charles Berry nor lamie Dundas served as directors of Drax Group Limited. Each becarme adirector of the Company on 15 December 2005.

(3} See the description of the termination provisions earlier in this section of the repart,

(4} Gerald Wingrove was appointed as Chief Executive pursuant to a service agreerment dated 19 Decernber 2003 which provided for termination by the Company upon 12 months’ notice and by Mrwingrove on at least
six months' notice. He ceased to be a director of the group by mutual consenton 19 April 2005 and ceased employmentwith the group by mutualconsent on 31 May 2005, The paymen: made to him at the time of his
departura is shown inthe table of emoluments in Part 2 of thisreport.

Directors’ service agreements and contracts for services are available for inspection at the Company’s registered office during normal hours of business and
will be available at the place of the Annual General Meeting from 10am until the close of the meeting.
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EXTERNAL APPOINTMENTS

The Committee recognises that executive directors may be invited to
become non-executive directors of other companies, and that such
appointments can broaden their knowledge and experience to the benefit
of the Company. No exacutive director currently holds a directorship of any
other company inrespect of which he receives a fee for his services but itis
the Commitiee’s policy that the individual director would be entitled to
retain the fees inrespect of any appointment approved in advance by the
Committee.

SHARE PERFORMANCE

The Cornpany was intreduced to the Official List of the UK Listing Authority and
its shares adritted to trading on the London Stock Exchange on 15 Decermber
2005 {"Listing”), 16 elapsed days (10 business days) before the end of the financiat
year on 31 December 2005, The Company has not yet made any distributions to
shareholders. The graph opposite shows movernents in the Company’s share
price relative to total sharehaider return (TSR} for the FTSE 250 index between
Listing and 1 March 2006. The FTSE 250 has been chosen as the comparator
because the Company’s market capitalisation is comparable with the market
capitalisations of the larger companies within that index. The price of an ordinary
sharein the Company at the start of trading on 15 Decernber 2005 was £5.00
and the closing price on the fast day of the year upon which the Company’s
shareswere taded (30 Decernber 2005) was £495.

Part 2: Audited Information

TSR
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This section of the report (which has been subject 1o audit) sets out the remuneration paid to the directors during the year to 31 December 2005,

1 DIRECTORS"EMOLUMENTS

The emoluments payable in respect of 2005 1o directors who held office for any part of the financial year, including amounts paid to them as directors of

subsidiary undertakings and compensation for loss of office, was as follows:

Cash bonus

Additional in respect Termination Total Total
Salary Fees™ feest! of 2005 Benefits™ Pension®™ payment 2005 2004

£000 £000 £000 £'060 £000 £000 £000 £000 £000

Gordon Horsfield 262 - - 147 17 52 - 478 863
Tirmn Barker - 46 a8 - - - - 134 28
Charles Berry - 7 - - - - - 7 n/a
Jamie Dundas - 7 - - - - - 7 n/a
Mike Grasby - 51 80 - - - - 131 52
Dorothy Thompsen 92 - 48 17 18 - 169 n/a
Peter Emery 170 - - 89 91 34 - 384 159
Gordon Boyd® 185 - - 104 25 37 - 351 n/a
Gerald Wingrove 7 123 - — 1 25 469 628 870

{1 Includes Board Comrmittee membership fees and, for Charles Berry and Jamie Dundas, a one-off familiarisation process fee of £5,000.
(2)Paid after the end of the financial year in respectof significant additional tirme spest on the affairs of the Group in 2005 and calculated on the basis of time spent, as explained inPart 1 of the report.

(3t Includes relocation assistance of £73,000 for Petes Emery, £6,000for Gordon Boyd and £5,000 far Qorathy Thompson,
(4} &nnual contribution by the Campany w directars nension plan orcashin liew.
(S Inrespect of 2004 emoluments:

{3} Gardon Horsfield and Gerald Wingrove received a restructuring bonus of £400,000 each,
{b} Peter Emery was appointed tothe Board as Praduction Directoron 14 June 2004,
{C) Tim Barker was appainted to the Board on 30 lune 2004

{6) Gordon Boyd was appeinted to the Board as Finance Directoron 10January 2005

{7} Gerald Wingrove ceased to be a director on 19 April 2005 and his service agreement terminated on 31 May 2005, in both cases by mutual consent
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DIRECTORS INTERESTS IN THE DRAX GROUP LONG-TERM INCENTIVE PLAN
The following table shows particulars of the directors’ interests during 2005 in the LTIP established by Drax Groug Limited ("DGL") in May 2004. Further
details of the Plan are given in note 21 to the Consolidated Financial Statements on pages 63 to 65. DGL was the holding company of the group until Listing.

Under the LTIP, twe types of peints (one type giving a conditional right to cash and the other a conditional right to non-voting shares in DGL) were allocated
on the various dates shown in the table. In the events which transpired, the only condition to the vesting of the conditional rights conferred by the points
which proved 1o be of relevance was the Listing.

The absence of a market for non-voting shares in DGL and the way in which the rules of the LTIP operated meant that the earliest time at which a value could
be attributed to the points awarded was upen Listing when the paints held by each individual converted to a right to a proportionate share (according to
the individual’s points and the total number of points then held by all beneficiaries) of £5.1min cash and of a number of shares in DGL which, upon Listing,
were exchanged (at the rate of three shares in the Company for one share in DGL) for atotal of 11,321,031 shares in the Company.

The table below shows cash and numbers of shares in the Company, notin DGL. The total value fwhether in cash or shares) received upon or (in the case of
cash) receivable in consequence of Listing by an individual and by virtue of points awards has been apportioned to award dates, rateably according to the
propartion of the individual's total points which were awarded to him or her on each award date.

In addition to points awards, the ruies of the LTIP provided for “Initial Awards” which entitled the selected beneficiaries of the awards to buy non-voting
shares in DGL in May 2004 at a price of 13.65 pence per DGL share. In the table, those Initial Awards are shown as shares held at 1 January 2005 and the
numbers given are the numbers of shares in the Company equivalent te the DGL shares purchased,

For completeness, the table below includes particulars of the shares in the Company acquired by Gordon Horsfield and Gerald Wingrove upon Listing by
exchange of the non-voting shares in DGL which each of therm acquired in May 2004 as a result of investing the restructuring bonuses awarded to each of
them by resolution of the shareholders of DGL passed on 30 April 2004.

Upon Listing:

(@ By virtue of:i) the cash to which points awards gave a right; and ) the exchange of the DGL shares to which points awarded gave a right, each director
becarme absoiutely entitiad to the shares in the Company and to receive one half of the cash shown in the column headed "Total benefits derived from
points awards under the LTIP”. Entitlement to receive the other half of the cash sum is conditional upon the Individual being in the service of the Group
on 15 Decamber 2006 or having left the service of the Groug in circumstances where the "good leaver” provisions of the LTIP apply.,

{(by All scherne interests vested within the meaning of Schedule 7A of the Companies Act 1985 when the price of an ordinary share in the Company
was £5.00.

The Committee has established the ESIP as a long-term incentive plan to replace the LTIP but no awards have yet been made pursuant to it nor have all the
conditions attaching to awards yet been finally determined, The Committee’s intentions are stated in Part 1 of this report.

Restructuring

bonus Shares By virtue Total bencfits

shares held at of points By virtue By virtue By virtue derived

{(net awarded 01/01/05 awarded of points of points ofpoints  from awards

underthe (Initial Typeof priorta awarded an awardedon awardon under the

LTIP) Award) award 01/01/05 1701405 13/06/05 19/09/05 LTIP

Gordon Horsheld 5,188,320 349,212 Shares - 261,719 - 854,032 1464963
Cash £137,700 £96,900 - £306,000 £540,600

Gerald Wingrove 5,188,320 236,976 Shares - - - - 2365976
Cash £91,800 - - - £91,800

Peter Emery - - Shares - 231,561 - 504,857 736,818
Cash - £86,700 - £270,300 £357,000

Gordon Boyd ® - - Shares - 231,961 504,857 736,818
Cash - - £86,700 £270,300 £357,000

Dorothy Thompson # - - Shares - - 168414 168414
Cash - - - £81,600 £81,600

{11 Gerald Wingrove was a director of DGL and of its subsidiaries until 19 April 2005, His service agreement with Orax Power Limited came to an end on 31 May 2005, Asaconsequence of him nafonger being in the
service of the group, Mr Wingrove ceased ta have the benefit of points canditionally awarded in January 2005 butretained his interest in the Initial Award which, in common with all otherInitial Awards, ceased to be
conditional upen his employment by the graup continuing beyond December 2004,

{31 Gordon Boyd joined the group on 10 January 2005,

{3) Dorathy Thompson joined the group on 26 September 2005
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DIRECTORS' INTERESTS [N DRAX GROUP SHARES

The interests held by each persen who was a director at the end of the financial year in the ordinary shares of 10 pence each in the Company are shown
below. Where details are given at a date prior to Listing, the interest held has been converted from a number of shares in DGL to a number of shares in the
Company by applying the exchange rate of three shares in the Cempany for every one share in DGL which applied to all DGL shareholdings at Listing. All the
disclosed interests are beneficial. The value of shares received on 15 December 2005 in consequence of the award of points under the LTIP was subjectto
income tax and employees’ national insurance contributions payable by the recipient of the shares. On 15 Decermnber 2005 each recipient seld at least
sufficient of the shares so received to satisfy those tax and national insurance liabilities.

Sharesin
the Campany
received on
15/12/05 Shares
by virtue of Sharessold  acquired onor
Shares  points awards atf5per  after15/12/05
held at under the sharecn but before Shares held
01/01/05 LTiP 15/12/05 31/12/05 3t 31/12/05
Gordon Horsheld 5537532 1,115,751 1,697458 - 4,955,825
Dorothy Thompsen @ - 168,414 69,049 - 95,365
Peter Emery - 736,818 519456 - 217,362
Gordon Boyd - 736,818 519456 - 217362
Tirn Barker - - - 4,000 4,000
Charles 8erry @ - - _ _ _
Jamie Oundas @ - - - - -
Mike Grasby ~ - - - -

{1)On 4 January 2006, Corothy Thompson disposed of 48,000 shares, No other change to directors' interests has been natified to the Company between the end of the financial year on 31 December 2005 and the date
this reporiwas approved by the Board.

(2) Charles Berry and Jamie Dundas became directors upenListing on 15 December 2005.

{3) Gerald Wingrove ceased to be a directer of Drax Group Limited and its subsidiaries on 19 April 2005. He held as shares in Drax Group Limited the equivalent of 5,425,296 shares in the Company at the date of leaving the
group's service.

This report was reviewed and approved by the Board on 7 March 2006,
/
’/‘ ﬁ ML\

Tim Barker
Chairman
Remuneration Committee
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Independent Auditors’ Report

To the Members of Drax Group plc

We have audited the group financial statements of Drax Group pl¢ for the
yearended 31 Decernber 2005 which comprise the consolidated income
staternents, the consolidated statements of reccgnised income and
expense, the consolidated balance sheets, the consolidated cash flow
staternents and the related notes 110 34. These group financial statements
have been prepared under the accounting policies set out therein, We have
also audited the information in the directors’ remuneration report that is
described as having been audited,

We have reported separately on the individual company financial
statements of Drax Group plc for the period ended 31 December 2005,

This report is made solely to the company's members, as a body, in
accordance with section 235 of the Companies Act 1985. Our audit work has
been undertaken so that we might state to the company’s members those
matters we are required to state to them in an auditors’ 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 opinions we have formed.

Respective Responsibilities of Directors and Auditors

The directors’ responsibilities for preparing the annual report, the directors’
remuneration report and the group financial statements in accordance with
applicable law and International Financial Reporting Standards {IFRSs) as
adopted for use in the European Unicn are set out in the statement of
directors’ responsibilities.

Qur responsibility is to audit the group financial statements and the part
of the directors’ remuneration report described as having been audited
in accordance with relevant United Kingdom legal and regulatory
requirements and International Standards on Auditing (UK and Irefand.

We report to you our opinion as to whether the group financial statements
give atrue and fair view in accordance with the relevant financial reporting
framework and whether the group financial statements and the part of the
directors’ remuneration report described as having been audited have been
properly prepared in accordance with the Companies Act 1985 and Article 4
of the |AS Regulation. We report to you if, in our opinion, the directors' report
is not consistent with the group financial statements. We also report to you if
we have not received all the information and explanations we require for cur
audit, or if information specified by law regarding directors’ transactions
with the company and other members of the group s not disclosed.

We also report toyou if, in our opinion, the company has not complied with
any of the four directors’ remuneration disclosure requirements specified for
our review by the Listing Rutes of the Financial Services Authority. These
comprise the amount of each element in the remuneration package and
information on share options, details of long term incentive schemes, and
money purchase and defined benefit schernes. We give a statement, to the
extent possible, of details of any non-compliance.

We review whether the corporate governance statement reflects the

company's compliance with the nine provisicns of the 2003 FRC Combined
Code specified for our raview by the Listing Rules of the Financial Services
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Authority, and we report if it does not. We are not required to consider
whether the board's statement on internal control covers all risks and
controls, or form an opinion on the effectiveness of the group’s corporate
governance procedures or its risk and control procedures,

We read the directors’ report and the other informaticn contained in the
annual report for the above year as described in the contents section
including the unaudited part of the directors’ remuneration report and we
consider the implications for our report if we become aware of any apparent
misstaternents or material inconsistencies with the group financial
statements.

Basis of Audit Opinion

We conducted our audit in accordance with International Standards on
Auditing (UK and lreland) issued by the Auditing Practices Board, An audit
includes exarmination, on a test basls, of evidence relevant to the amounts
and disclosures in the group financial statements and the part of the
directors’ remuneration report described as having been audited. It also
includes an assessment of the significant estimates and judgements

made by the directors in the preparation of the group financial statements,
and of whether the accounting policies are apprepriate to the group's
circumstances, consistently applied and adequately disclosed.

We planned and performed our audit so as to obtain alf the information and
explanations which we considered necessary in order ta provide us with
sufficient evidence to give reasonable assurance that the group financial
statements and the part of the directors r'emuneration report described as
having been audited are free from material misstatement, whether caused
by fraud or otherirregularity or error. In forming our opinion we also
evaluated the overall adeguacy of the presentation of information in the
group financial statements and the part of the directors’ remuneration
report described as having been audited.

Opinion

In our opinion:

« the group financial statements give a true and fair view, in accordance
with $FRSs as adopted for use in the European Union, of the state of the
group’s affairs as at 31 December 2005 and of its profit for the year then
ended; and

+ the groupfinancial statements and the part of the directors’
remuneration report described as having been audited have been
properly prepared in accordance with the Companies Act 1685 and
Article 4 of the IAS Regutation.

Pl

/_'__ .
L AN oI W

DA@.E.()‘ A ‘:’EE 3‘- Es,__, 5,_..4"\3
Deloitte & Touche LLP

Chartered Accountants and Registered Auditors
London

7 March 2006
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Consolidated Income Statements

Years ended 31 December

2005 2004
Notes £'m £m
Continuing operations
Revenue 928.6 624.1
Fuel costs {539.5) (384.7)
Other operating expenses excluding exceptional iterms 6 {180.9) (186.9)
Other exceptional operating income 5 329.9 -
Other exceptional operating expenses 5 (66.6) -
Total other operating income / lexpenses) 82.4 (186.9)
Other income - 25
Unrealised losses on derivative contracts 18 (117.0} -
Operating profit & 354.5 550
Interest payable and similar charges 7 (114.4) (101.2)
Interest receivable 7 23,5 46
Profit/ {loss) before tax 263.6 41.6)
Tax credit 8 18.8 351
Profit/ {loss) for the year attributable to equity shareholders from continuing operations 282.4 6.5)
Earnings per share from continuing operations expressed in pence per share
- Basic and diluted g 98.0 (2.4)

The results above relate to the continuing operations of the Group.
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Consolidated Statements of
Recognised Income and Expense

Years ended 31 December

2005 2004

Notes £m £'m
Profit} {loss) for the year 282.4 {6.5)
Actuarial losses on defined benefit pension schemes 30 (8.2) 6.1)
Deferred tax on actuarial losses on defined benefit pension schemes 8 2.5 1.8
Initial recognition of net mark-te-market liability on adoption of IAS 32 and 1AS 39 8 (5.6) -
Deferred tax recognised on adoption of IAS 32 and 1AS 39 8 1.7 -
Fair value losses on cash flow hedges 18 {109.7) -
Deferred tax recognised on fair value losses on cash flow hedges 8 32.9 -
Netlosses notrecognised in income statement (86.4) 4.3}
Total recognised income / (expense) for the year attributable to equity shareholders 196.0 {10.8)
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Consolidated Balance Sheets

Asat 31 Decernber

2005 2004
Notes £'m £m
Assets
Non-current assets
Property, plantand equipment 11 1,050.5 103727
Derivative financial instruments 18 0.3 -
1,050.8 10377
Currentassets
Inventories 12 67.8 452
Trade and other receivables 13 192.9 69.5
Derivative financial instruments 18 7.7 -
Cash atbankand in hand 14 99.1 757
367.5 190.4
Liabilities
Current liabilities
financial liabilities:
- Borrowings 16 101.4 2047
- Derivative inancial instruments 18 173.0 -
Trade and other payables 15 176.1 669
Current tax liabilities 5.2 2.5
455.7 2741
Net current liabilities (88.2) (83.7)
Non-currentliabilities
Financial liabilities:
- Borrowings 16 460.1 1,078.6
- Derivative financial instruments 18 49.6 -
Deferred tax liabilities 20 185.3 2467
Retirement benefit obligations 30 a4.7 365
Other non-current liabilities 17 0.7 25.8
Pravisions 19 20 0.5
742.4 1.388.1
Netassets / (liabilities) 220.2 434.0)
Shareholders’ equity
Issued equity 22 40,7 -
Share premium 27 420.7 05
Merger reserve 23 710.8 4451
Capital reserve 24 - 2635
Hedge reserve 25 (76.8} -
Retained losses 26 {875.2) (1173.2)
Total shareholders’ equity 27 220.2 434.7)

These finangial statements were approved by the Board of directors on 7 March 2006.

Signed on behalf of the Board of directors.

T — LA

Dorothy Thompson Gordon Boyd
Chief Executive Finance Director
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Consolidated Cash Flow Statements

Years ended 31 December

2005 2004
Notes £'m £m
Cash generated from operations 28 462.3 734
Income taxes paid (2.8} 04
Decrease in restricted cash 26.9 169
Interest paid prior to the Refinancing and Listing (57.5) {(774)
Interest paid on the Refinancing and Listing 16 {86.2) -
Interest received 5.8 45
Net cash generated from operating activities 348.5 171
Cash flows from investing activities
Purchase of property, plant and equipment {25.0) (13.7)
Netcash usedininvesting activities {25.0) (i3.7)
Cashflows from financing activities
Repayment of borrowings prior to the Refinancing and Listing 16 {267.6) -
Repayment of borrowings on the Refinancing and Listing 16 (582.6) -
Debtissued as a result of the Refinancing and Listing 16 577.0 -
Net proceeds onissue of ordinary share capital - 05
Netcash {used in}/ generated from financing activities (273.2) 05
Netincreasein cash and cash equivalents 50.3 38
Cash and cash equivalents at beginning of the period 14 375 336
Cash and cash equivalents at end of the period 14 87.8 375
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Notes to the Consolidated

Financial Statements

1. General Information

Drax Group ple (the “Company”) is a company incorporated in England and
Wales under the Companies Act 1985, Drax Group plc and its subsidiaries
{together the "Group”) operate in the electricity generation industry within
the UK. The address of Drax Group plc's registered office and principal
establishment is Drax Power Station, Selby, North Yorkshire, YO8 8PQ),
United Kingdom. The operating companies of the Group are disclosed
within note 3 of the Company's separate financial statements, which follow
these consolidated financial staterments,

2.Basis of Preparation

The financial staterments have been prepared on the basis of all applicable
International Financial Reporting Standards (*IFRS") including all
International Accounting Standards ("IAS"), and all applicable Standing
Interpretations Committee (“SIC") and International financial Reporting
Interpretations Committee ("IFRICY) interpretations issued by the
International Accounting Standards Board ("IASB") and endorsed by the EUL

The Group's date of transition to IFRS is 1 January 2002, being the beginning
of the period for which histarical consolidated IFRS financial information was
prepared for the Prospectus issued pursuant to the Group's introduction to
the Official List of the UK Listing Authority and to the trading of Drax Group
plc ordinary shares on the London Stack Exchange.

The financial statements are the first prepared by the Group in accordance
with accounting standards as adopted for use in the EU and as such take
account of the regquirements and options in IFRS 1 "First-time Adoption of
International Financial Reporting Standards” as they relate to the
comparative financial information.

Note 3 below sets out how, in preparing these financial statements, the
directors have applied accounting standards as adopted for use inthe EU
under the first-time adoption provisions set out in IFRS 1. Certain of the
requirements and options in IFRS 1 relating to comparative financial
information presented on first-tire adoption may result in a different
application of accaunting policies in the financial information for the year
ended 31 December 2004 to that which would apply if those were the first
fnancial staterents of the Group prepared in accordance with accounting
standards as adopted for use in the EU. In particular, in accordance with the
transitional arrangements set out in IFRS 1, Drax Group plc has elected not to
resiate the comparative financial information to show the effect of AS 32
"Financial Instruments: Disclosure and Presentation” and 1AS 39 “Financial
Instruments; Recognition and Measurement” and, as a consequence, for the
year ended 31 Decernber 2004, financial instruments continue to be
accounted for in accordance with the Group's previous policies for financial
instruments under UK Generally Accepted Accounting Principles ("UK
GAAP"), In contrast, for the year ended 31 December 2005, 1AS 32 and IAS 39
have been applied. This is further explained in notes 3(), 3() and 3(s) below,

The inancial staternents have been prepared under the historical cost
convention basis as modified by the revaluation of financial assets and
liabilities following the application of 1AS 39 from 1 January 2005.

At the date of authorisation of these financial staternents, the foliowing
Standards and Interpretations which have not been applied in these
financial statements were in issue but not yet effective:

IFRS6  Exploration forand Evaluation of Mineral Resources

IFRS 7  Financial Instruments: Disclosures; and the Related Amendment to
1AS 1 on Capital Disclosures

IFRIC4  Cetermining Whether an Arrangement Contains a Lease

IFRICS Rights toInterest Arising from Decommissioning, Restoration and
Environmental Rehabilitation Funds

The directors anticipate that the adoption of the Standards and
Interpretations in future periods will have no material impact on the finandial
statements of the Group, except for additional disclosures on capital and
financialinstruments when the relevant standards come into effect for
pericds commencing on or after 1 January 2007,
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3.Summary of Significant Accounting Policies

The principal accounting policies adepted in the preparation of these
financial statements are set out below. These policies have been
consistently applied to both years presented, unless otherwise stated.

(&) IFRS 1 EXEMPTIONS

The Group’s date of transition to IFRS is 1 January 2002, On transition to IFRS,
the Group has taken advantage of the following exemptions to assist groups
with the transition process contained within IFRS 1:

«  Business combinations: the Group has elected to allow business
combinations which were effected before the IFRS transition date to be
exempted from restatement under IFRS 3 "Business Combinations”.

+  Employee benefits: the cumulative actuarial losses relating to pensions
and other post retirerent benefits at the date of transition te IFRS have
been recognised in retained earnings.

+  Cumulative translation reserve; the Group has elected to reset the
translation reserve to zero at the date of transition to IFRS.

+  Share-based payment: the Group has only applied IFRS 2 “Share-based
Payrnent” to equity instruments granted after Exposure Draft 2 "Share-
based Payment” was issued on 7 Novernber 2002 and that have not
vested by 31 December 2004,

»  Financial instruments: the Group has elected not tc prepare
comparative financial information for the year ended 31 December
2004 in accordance with 1AS 32 and 1AS 39. These standards have been
applied with effect from 1 January 2005. The Group has continued to
use its previous UK GAAP accounting policy in preparing the financial
information for the vear ended 31 December 2004.

{B) PRINCIPLES UNDERLYING GOING CONCERN ASSUMPTION

The financial statements have been prepared on the going concern basis in
accordance with IAS 1 “Presentation of Financial Statements”. The directors
believe this to be appropriate and consistent with the Group’s cash flow and
profit forecasts, which evidence the Group's long-termn profitability.

if for any reason Drax Greup plcis unable to meet its financial obligations

as they fall due the Company may have 1o take appropriate insolvency
proceedings and cease to be a gaing concern, inwhich case adjustrent
may have 1o be made to reduce the monetary values of assets to the
recoverable amounts, to provide for further liabilities that might arise and to
reclassify the non-current assets and liabilities as current assets and liabilities.

{C) BASIS OF CONSOLIDATION

The consolidated financial statements incorporate the financial statements
of the Company and entities contrelled by the Company made up to the
reporting date each year, Control is achieved where the Company has the
power 1o govern the financial and cperating policies of an investee entity
50 a5 1o ebtain benefits from its activities,

On acquisition, the assets and liabilities and contingent liabilities of a
subsidiary are measured at their fair values at the date of acquisition, Any
excess of the cost of the acquisition over the fair values of the identifiable
net assets acquired is recognised as goodwill, Any deficiency in the cost of
acquisition below the fair values of the identifiable net assets acguired
{discount on acquisition) is credited to the incorne statement in the period
of acquisition. The results of subsidiaries acquired or disposed of during the
year are included in the consolidated income statement from the effective
date of acquisition or up to the effective date of disposal, as appropriate,
Where necessary, adjustments are made to the financial statements of
subsidiaries to bring the accounting palicies into line with those used by
the Group.

Allintra-Group transactions, balances, income and expenses are eliminated
on consolidation.

The Group underwent a financial restructuring (the "Refinancing and
Listing"} effective on 15 December 2005 which resulted in the creation
of a new holding company, Drax Group plc. Pursuant to the schemes of
arrangernent under which the Refinancing and Listing was implemented,
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Notes to the Consolidated
Financial Statements continued

the existing debt of the Group was settled, partially through the issue of new
debt and partially through the issue of ordinary shares in Drax Group plc.
Alsoon 15 December 2005, Drax Group plc was introduced to the Official
List of the UK Listing Authority and its ordinary shares commenced trading
onthe London Stock Exchange.

Under IFRS 3, theinsertion of Drax Group pic as the new holding company
has been accounted for as a reverse acquisition, whereby Drax Group
Limited (being the previaus Group holding company), the legal subsidiary,
acquired Drax Group plc, the legal parent company. The impact of the
Refinancing and Listing on the Group's debt and share capital is iliustrated
innotes 16 and 22 respectively.

(D) USE OF ESTIMATES

The preparation of financial staterments in conformity with IFRS requires the
use of estimates and assurmnptions that affect the reported amounts of assets
and liabilities at the date of the financial statements and the reported
amounts of revenues and expenses during the reporting period. Although
these estimates are based on management’s reasonable knowledge of the
amount, event or actions, actual results ultimately may differ from those
estirnates. The estimates and assumptions that have a significantrisk of
causing a material adjustment to the carrying amounts of assets and
liatilities within the next financial year are discussed below,

Fixed assets and depreciation - Estimated remaining useful lives and
residual values are reviewed annually, taking into account prices prevailing
at each balance sheet date. The carrying values of fixed assets are also
reviewed forirmpairment where there has been a trigger event by assessing
the present value of estimated future cash flows and net realisable value
compared with net book value. The calculation of estimated future cash
flows and residual values is based on the directors' reasonable estimates

of future prices, output and costs, and is therefore subjective.

Pensions - Within the UK, the Group principally operates an approved
defined benefit scheme. The Greup accounts for this scheme in accordance
with IAS 19 with the cost of providing benefits determined using the
nrojected unitcredit method, and actuarial valuations being carried out at
each balance sheet date. Inherent in these valuations are key assurnptions,
including discount rates, expected returns on plan assets and salary and
pensionincreases, These actuarial assumptions are reviewed annually and
madified as appropriate. The Group believes that the assumptions utilised
inrecording obligations under the scheme are reascnable based on prior
experience, market conditions and the advice of scheme actuaries.
However, actual results may differ from such assumptions.

Emissions allowances — Liabllities in respect of obligations to deliver
emissions allowances are recognised as incurred by reference to generation
for the pericd. Any lizbilities recognised are measured based on the current
astimates of the amounts that will be required to satisfy the net obligation
taking into account the market price of emissions allowances at the balance
sheet date, The actuai cost of those allowances not already acquired may
be different and the number of allowances may be different, as actual
generation may not be the same as expected generation.

Deferred taxation - Full provision is made for deferred taxation, as
required under IAS 12 “Income Taxes”, at the rates of tax prevailing at the
period end dates unless future rates have been substantively enacted.
Deferred tax assets are recognised where it is more likely than not that
they will be recovered.

Derivatives - The Group has applied IAS 32 and iAS 39 from 1 January
2005, 1AS 39 requires derivative financial instruments to be recorded on the
balance sheet at their fair value. Changes in the fair value of derivatives are
recorded each period in earnings unless specific hedge accounting criteria
are met. The fair values of derivative instruments for commodities are
determined using forward price curves. Forward price curves represent the
Group's estimates of the prices at which a buyer or seller could contract
today for delivery or settlement of a cormmodity at future dates. The Group
generally bases its forward price curves upon readily obtainable rmarket
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price quotations, as the Group's commodity contracts do not generally
extend beyond the actively traded portion of these curves. However, the
forward price curves used are only an estimate of how future prices will
maove znd are therefore subjective.

{E) REVENUE RECOGNITION

Revenue represents amounts receivable for goeds and services provided
in the normal course of business, net of trade discounts, VAT and other
sales related taxes and excluding transactions with or between
wholly-owned subsidiaries.

Revenues from the sale of electricity are recorded based upon output
delivered at rates specified under contract terms or prevailing market rates
as applicable.

Revenues from sales of Renewables Obligation Certificates are recorded at
the invoiced value, net of VAT. Revenue is recognised at the point there is a
hinding agreement to sell.

Where goods or services are exchanged for goods or services of a simitar
nature and value, the exchange is not treated as giving rise to revenue.
Where goods or services are exchanged for goods or services of a dissimilar
nature, the exchange is treated as giving rise to revenue, The revenue is
measured at the fair value of goods or services received, adjusted by the
amount of any cash or cash equivalents received or paid. If the fair value of
the goods or services received cannot be measured reliably, the revenue is
measured at the fair value of the goods or services given up, adjusted by the
amount of any cash or cash equivalents received or paid.

{F) SEGMENTAL REPORTING

Turnover comprises primarily sales of electricity generated by the Group to
the electricity wholesale market in England and Wales. As such, the Group
has only one business segment and one geographical segment.

{G) GOODWILL

Goodwill represents the excess of the fair value of the purchase
consideration over the Group's share of the fair value of the identifiable
assets and liabilities of an acquired business at the date of acquisition.

Goodwill is recognised as an asset and reviewed forimgpairment at least
annually and whenever there is an indication of impairment. Goodwill is
carried at cost less amaortisation charged prior to the Group's transition
toIFRS on 1 January 2002 less accumulated impairment losses. Any
impairment is recognised in the period in which itis identified.

{H) PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment is initially measured at cost, Cost comprises
the purchase price (after deducting trade discounts and rebates), any
directly attributable costs of bringing the asset to the location and condition
necessary forit to be capable of operating in the manner intended by
management, and the initial estimate of costs of dismantling and removing
the item and restoring the site. Property, plant and equipment is stated at
cost less accumulated depreciation and any provision forimpairment in
value. Freehold land and assets in the course of construction are not
depreciated. Depreciation is provided on a straight line basis to write-down
assets to their residual value evenly over the estimated useful lives of the
assets from the date of acquisition by the Group. The estimated remaining
useful lives are:

‘ears
Freehold buildings, plantand machinery 4-40
Decommissioning asset 35
Plant spare parts 35

Estimated remaining useful lives and residual values are reviewed annually,
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taking into account commercial and technological obsolescence as well as
normal wear and tear, and any provision for impairment calculated in
accordance with IAS 36 “Impairment of Assets” Residual values are based
on prices prevailing at each balance sheet date.

Subsequent costs relating to major inspections and overhauls of the station
are inciuded in the asset’s carrying amount or recognised as a separate asset,
as appropriate, if the recognition criteria of 1AS 16 "Property, Plant and
Equipment” are met, namely when it is probable that future economic
benefits associated with the itern will flow to the Group and the cost of the
itern can be measured reliably. All other repairs and maintenance costs are
expensed as incurred.

() IMPAIRMENT OF TANGIBLE ASSETS

At each balance sheet date, the Group reviews its tangible assats to
determine whether there is any indication that these assets may have
suffered an impairmenit loss. If such an indication exists, the recoverable
amount is assessed by reference to the net present value of expected future
cash flows of the asset (value-in-use) or fair value less selling costs, if higher. if
anasset isimpaired, a provision is made to reduce its carrying amount to the
estimated recoverabie amount, The discount rate applied is a pre-tax rate
based upon the Group's weighted average cost of capital and reflects the
current market assessment of the time value of money and the risks specific
to the business.

During the year to 31 December 2002, the Group performed an impairment
review following the loss of along-term power purchase agreement with
TXU Curope Energy Limited (the "TXU Hedging Contract”) and its related
income streams. This resulted in the write down of goodwill to nil, and a
provision for impairment of £20.4 million against tangible fixed assets, to
write down the assets to their estimated recoverable amount.

In accordance with |AS 36, the Group assessed at each subsequent reporting
date whether there was any indication that the impairment loss recognised
at 31 December 2002 should be reversed. As a result of the assessment
performed at 30 June 2005 for the purposes of the financial information
prepared in connection with the Refinancing and Listing, which highlighted
significant increases in wholesale electricity prices that the Group has been
able to achieve in its forward contractual position, the Group recorded
areversal of the tangible fixed assetimpairment of £12.0 million.

This represents areversal of the total impairment loss recognised

at 31 December 2002 after adjusting for depreciation.

{1} DECOMMISSIONING COSTS

Provision is made for the estimated decommissioning costs at the end of the
useful economic life of the Group's generating assets, if and when alegal or
constructive obligation arises, on a discounted basis. The amount provided
represents the present value of the expected costs. An amount equivalant
to the initial provision is capitalised within tangible fixed assets and is
depreciated over the useful lives of the related assets. The unwinding of the
discount is included in interest payable and similar charges.

(K) INVENTORIES
Operating stocks of fuel and consumabsles are valued at the lower of average
cost and net realisable value.

The Group is able to claim Renewables Obligation Certificates ("ROCs™ from
the Office of Gas and Electricity Markets ("OFGEM") as a result of burning
renewable fuels, A market exists for sale of ROCs and the Group recognises
income in the income statement at the point where there is a binding
agreement to sell ROCs to a third party which transfers the risks and rewards
of ownership. The attributable incremental cost of generating ROCs above
that of burning coal is included within inventory in respect of ROCs earned
but not yet sold and is recognised in the income statement only as sales of
ROCs are recorded. The inventory value is stated at the lower of cost and net
realisable value.
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(L) EMISSIONS ALLOWANCES

The Group recognises its free emissions allowances received under the
National Allocation Plan at nil cost. Any additional allowances purchased

in the market are recorded at cost. The Group also recognises a liability in
respect of its obligations to deliver emissions allowances. The charge to the
income statement and the related liability is measured based on the current
estimates of the amounts that will be required to satisfy the net obligation,
taking into account free allowances allocated under the National Allocation
Plan, market purchases and forward contracts already in place.

This accounting policy is consistent with the Group's accountng policy
previously applied under UK GAAP. It does not reflect the accounting rules
contained within IFRIC 3 "Emission Rights”, as IFRIC 3 was withdrawn by the
Internaticnal Accounting Standards Board in June 2005.

{M) TAXATION

Current tax is provided at amounts expected 1o be paid (or recovered) using
the tax rates and laws that have been enacted or substantively enacted by
the balance sheet date.

Deferred tax is the tax expected 1o be payable or recoverable on the
difference between the carrying amounts of assets and liabifities in the
balance sheet and the corresponding tax bases used in the computation
of taxable profits, and is accounted for using the balance sheet iiability
method. Deferred tax liabilities are generally recognised for all taxable
terporary differences and deferred tax assets are recognised to the
extent that it is probable that taxable profit will be available agzinst
which deductible temporary differences can be utilised.

Deferred tax is calculated at the tax rates that are expected to apply in the
period in which theliability is settled or the asset is realised, and is charged in
the income statement, except where it relates to items charged or credited
to equity via the staternent of recegnised income and expense, inwhich
case the deferred tax is also dealt with in equity and is shown in the
statement of recognised income and expense.

{N)}LEASED ASSETS
The Group has no significant commitments under operating or finance
lease agreements.

{Q) PENSION AND OTHER POST RETIREMENT BENEFITS

The Group provides pensicns through an approved industry defined
benefit scheme and a defined contribution scheme, The cost of providing
benefits under the defined benefit scheme is determined using the
projected unit credit method, with actuarial valuations being carried out at
each balance sheet date. The Group has taken advantage of the additional
option within the Amendment 10 1AS 15 "Employee Benefits - Actuarial
Gains and Losses, Group Plans and Disclosures”, 1o recognise alt actuarial
gains and losses in the period in which they occur outside the income
statement in the statement of recognised income and expense.

The current service cost elernent of the pension charge is deducted In
arriving at operating profit. The retirement benefits obligation recognised in
the balance sheet represents the net deficitin the Group's defined benefit
pension scheme, gross of deferred tax.

For the defined contribution scheme, the Group pays contributions to
publicly or privately administered pension insurance plans on a mandatery,
contractual or voluntary basis, The Group has no further payment
obligations once the contributions have been paid. The contributions are
recognised as employee benefit expense when they are due to be paid.

(P} SHARE-BASED PAYMENT

The Group has taken advantage of the IFRS 1 exemption to only apply IFRS 2
to awards granted since Exposure Draft 2 was issued on 7 November 2002,
and which have not vested by 31 December 2004. Shara-based payments
are measured at fair value at the date of grant. The fair value determined at
the grant date of share-based payments is expensed on a straight-line basis
over the vesting period, based on an estimate of the shares that will
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ultimately vest. The fair value of share-based payments under the Group's
Long-Term Incentive Plan (the "LTIP") has been calculated based on the fair
value of the equity at the date of grant (note 21).

{Q) FOREIGN CURRENCIES

The Group’s consolidated financial statements are presentedin sterling,
which is the functional and presentational currency of the Company and
its principal subsidiaries.

Transactions in foreign currencies are translated into the functional
currencies of individual entities at the exchange rate ruling at the date

of transaction. Foreign exchange gains and lasses resulting from the
settlement of such transactions and from the transiation at the exchange
rate ruling at the balance sheet date of monetary assets and liabilities
denominated in foreign currencies are recognised in the income statement,

{R) FINANCIAL INSTRUMENTS [UK GAAP POLICIES APPLIED IN THE PREPARATION
OF THE CONSOLIDATED IFRS FINANCIAL STATEMENTS FOR THE YEAR ENDED

31 DECEMBER 2004}

The accounting policies below, which have been applied in preparing the
IFRS financial statements for the year ended 31 December 2004, are those
policies appiied by the Group under UK GAAP for the year then ended. The
Group has adopted revised accounting policies for financial instruments
from 1 January 2005, the date of implementation of 1AS 32 and IAS 39.
These revised policies are detailed in nate 3(5) below.

The Group uses a range of derivative instruments, including interest rate
swaps, energy-based futures contracts and foreign exchange contracts for
hedging purposes.

Debt instruments - All borrowings are stated at the fair value of
consideration recelved after deduction of issue costs. Theissue costs and
interest payable on deblinstruments are charged to the income statement
at aconstant rate aver the life of the instruments.

Interest rate swaps - These are used to manage debt interest rate exposures,
Amounts payable or receivable in respect of these agreements are recognised
as adjustments to interest expense over the period of the contracts.

Forward contracts - The Group enters into forward contracts for the
purchase and / of sale of foreign currencies in order i manage its exposure to
fluctuationsin currency rates. The cash flows from forward purchase contracts
are classified in a manner consistent with the underlying nature of the hedged
transaction. Hence unrealised gains and losses on contracts hedging forecast
transactions are not accounted for until the maturity of the contract. Forelgn
currency debtors and creditors that are hedged are transiated at the exchange
rate ruling at the balance sheet date. All energy-based futures contracts are
accrual accounted as hedges of future generation.

Interest differentials on derivative instruments are charged to the income
statement as interest costs in the periad to which they relate,

{SIFINANCIAL INSTRUMENTS (IFRS POLICIES APPLIED IN THE PREPARATION OF THE
CONSOLIDATED IFRS FINANCIAL STRTEMENTS FOR THE VEAR ENDED 31 DECEMBER 2005)
The Group has applied I1AS 32 and IAS 39 in the financial year beginning

1 January 2005. In accordance with the transitional arrangements setout in
IFRS 1, the Group has not restated the pricr year's comparative figures to
show the effect of IAS 32 and 1AS 39, For the year ended 31 December 2004,
financial instruments continue to be accounted for in accordance with the
Group’s previous policies for financial instruments under UK GAAP as set out
in note 3(R) above.

IAS 39 requires that all inancial assets and liaksilities be measured at fair value
in the balance sheet with changes in fair value reported through the income
statement, or the hedge reserve to the extent that contracts are considered
effective hedges.
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Derivative instruments, and commdity contracts that fall within the scope
of A5 39, are carried at fair value with specific rules applying to all financial
instrumenits which form part of a hedging relationship.

IAS 32 prescribes certain disclosures an the use and impact of financial
instruments designed to help the users of accounts understand the
significance of the financial instruments to an entity's Ainancial position,
performance and cash flows, as well as the factors that affect amounts,
timing and risks associated with future cash flows.

Financial liability and equity instruments are classified according to

the substance of the contractual arrangements entered into. An equity
instrument is any contract that evidences residual interest in the assets
of the Group after deducting all of its liabilities.

Debtinstruments - The Group measures alfl debt instruments, whether
financial assets or financial liabilities, initially at fair value of the consideration
paid or received. Transaction costs (any such costs incremental and directly
attributable to the issue of the financial instrument) are included in the
calculation of the effective interest rate and are, in effect, amortised through
the income staternent over the life of the instrument. Subsequent to initial
measurement, debt instruments are measured at amortised cost using the
effectiveinterest method.

Commaodity contracts - Where possible, the Group takes the own use
exermnption permitted by IAS 39 for commodity contracts entered into

and held for the purpose of the Group's own purchase, sale or usage
requirements, Commadity centracts which do not qualify for the own use
exemption are dealt with as derivatives and are recorded at fair value on
the balance sheet with changes in fair value reflected through the income
statement, or the hedge reserve to the extent that contracts are considered
ic be effective hedges.

Treasury derivatives — The Group uses a number of derivatives to
manage exposure to interest rate and currency fluctuations. Treasury related
derivatives are recorded at fair value on the balance sheet with changesin
fair value reflected through the income statement, or the hedge reserve to
the extent that derivatives are considered to be effective hedges. Income
statement movements under interast rate hedges are accounted for as
adjustments to finance cost/ income for the period.

Share capital - Ordinary shares are classified as equity. Incremental costs
directly attributable to the issue of new shares or options are shown in
equity as adeduction, net of tax, from the proceeds. The share premiumn
account records the difference between the nominal value of sharesissued
and the fair value of the consideration received.

Cash atbankandin hand - Cash at bank and in hand includes cashin
hand, deposits held at call with banks, other short-term highly liguid
investments with original maturities of three months or less, and bank
overdrafts. For the purposes of the cash flow statement, cash and cash
equivalents excludes debt service reserve and escrow account balances
as these balances are restricted and can only be used for the purposes of
debt service, and payment of certain Refinancing and Listing fees and
expenses respectively.

Trade receivables - Trade receivables are recognised initially at fair value less
provision for impairment, A provision for impairment of trade receivables is
established where there is chjective evidence that the Group will not be able
to collect all amounts due according to the original terms of recejvables.
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4, Financial Risk Management

The Group's activities expase it to a variety of inancial risks including commaodity price risk, counterparty risk, interest rate risk and foreign currency risk.
The Group's overall risk management programme focuses on the unpredictability of commadity and financiat markets and seeks to manage potential
adverse effects on the Group's financial performance. The Group uses derivative financial instruments to hedge certain risk exposures.

Risk management is carried cut by a frading and Risk Management Committee and central treasury function which identify, evaluate and hedge financial
risks in close co-operation with the Group's trading function under policies approved by the Board of directors.

COMMODITY RISK

The Group is exposed to the effect of fluctuations in commadity prices, particularly the price of electricity, which is the commeodity produced by the Group,
as well as the price of coal (and other fuels), which is essential to the production of electricity, and since 1 January 2005, the price of carbon emissions
allowances. Price variations and market cycles have historically influenced the finandial results of the Group and ase expected to continue to do so.

The Group has a policy of making sales of power when profitable compared with marginal costs of fuel and carbon emissions allowances.

The Group purchases coal on either fixed or variable priced contracts with different maturities from a variety of domestic and international sources. The
Group purchases carbon emissions allowances on fixed price contracts with different maturity dates from a range of domestic and international sources.

COUNTERPARTY RISK

As the Group relies on third-party suppliers for the delivery of coal and other goods and services, it is exposed to the risk of non-performance by these
third-party suppliers.

The Group purchases a significant majority of its coal under contracts with UK Coal Mining Limited (*UX Coal”). There is arisk that if UK Cozl fzlls into financial
difficutty and / or fails to deliver against the contracts, there would be additicnal costs associated with securing coal from other suppliers. Should UK Coal fall
into administration, the Group could be subject to terporary loss of deliveries, higher coal prices and accelerated payments.

The Group enters into fixed price contracts for the sale of electricity to a number of counterparties. The failure of one or more of these counterparties to
perform their contractual obligations may cause the Group financial distress orincrease the risk profile of the Group.

The investment of surplus cash is undertaken to maximise the return within Board approved policies. These policies set cut minirum rating requirements,
maxirmum investment with any one counterparty and the maturity profile.

INTEREST RATE RISK

The Group is exposed to interest rate risk principally in refation to its cutstanding bank debt. In particular, it is exposed to changes in the LIBOR interest rate of
sterling-denominated debt, as substantially all of its debt is both: ) denominated in sterling; and ii) and has a variable LIBOR rate, The Group partially
manages this risk with interest rate hedges on a proportion of its debt facilities. Information about the Group's instruments that are exposed to interest rate
risk and their repayment schedules is included in note 16,

FOREIGN CURRENCY RISK
Foreign currency exchange contracts are principally entered into to hedge the Group's requirement to purchase coal from internaticnal sources in US dollars
and to purchase carbon emissions allowances in Euros.

5. Other Exceptional Operating Income and Expenses

Years ended 31 December

2005 2004
£'m £m
Other exceptional operating income:
Income from TXU administration 310.9 -
Reversal ofimpairment of tangible fixed assets (note 10) 19.0 -
Total other exceptional operating income 329.9 -
Otherexceptional operating expenses:
LTIP expenses arising on cash and share-based transactions {(note 21) (37.6) -
Refinancing and Listing fees and expenses (29.0) -
Total other exceptional operating expenses (66.6) -

INCOME FROM TXU ADMINISTRATION

On 14 October 2002, TXU Corporation withdrew inancigl support forits subsidiary TV Europe Group Plc (“TXU Group™). As a consequence of this, on

18 November 2002, Drax Power Limited terminated the TXU Hedging Contract with TXU Europe Energy Trading Limited {'TXU Europe”), a subsidiary of TXU
Group, to minimise financial exposure due to credit risk. On terminating the TXU Hedging Contract, Drax Power Limited issued a claim (the “TXU Claim”),
ultimately agreed by the Administrators of TXU Europe and TXU Group at approximately £348 million (including VAT), in respect of unpaid power purchased
by TXU Europe and liquidated damages for default under the TXU Hedging Contract. The claim was not recognised In the financial staternents in 2002.

On 30 March 2005, the Group received a first distribution of £204.7 million (net of VAT and a payment by the Group to TXU Europe Limited) under the TXU

Claim. This amount was subsequently paid to B Debt holders on 15 April 2005 (note 16). On 2 August 2005, the Group received a second distribution of
£51.1 million (net of VAT) under the TXU Claim, This amount was subsequently paid to B Debt holders on 17 August 2005 {note 16). On 19 January 2006,
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the Group received a third distribution of £55.1 million (net of VAT) under the TXU Claim. The third distribution has been recognised in the year ended

31 December 2005 and, together with the first and second distributions, resulted in total exceptional operating income of £310.9 million for the year, The
third distribution is included as a receivable balance at 31 December 2005 {note 13). This amount was used to make a prepayment of the Group's Bridge loan
on 23 January 2006 {note 16).

Al the time of approving the financial statements the Group had a further £26 million (including VAT} outstanding under the TXU Claim. The directors have
reasonable expectations that the Group will receive repayment of this amount broadly in full by early in 2007, However, due to the contingent nature of
insolvency proceedings, there remains uncertainty over the timing and amount of further distributions te be determined by the TXU Administrators, and
consequently these further amounts have not been recognised in the financial staternents at 31 Decernber 2005.

REFINANCING ANC LISTING FEES AND EXPENSES

The total costs of the Refnancing and Listing, including costs and expenses of or incidenta! to preparation of the Prospectus, Admission costs, registration
fees and costs of printing and distribution as well as fees and expenses related to the Group’s new debt facilities amounted to £44.7 million. £29.0 million
{£20.3 million net of tax) of these costs have been included within other exceptional operating expenses in the income statement. The remaining

£15.7 million has been deducted fram debt and is being amortised to interest payable over the duration of the Group's new debt fadilities (note 18).

Of the 1otal Refinancing and Listing fees and expenses, £74 millicn had not been paid as at 31 Decernber 2005 and was included within trade and other
payables (note 15).

6. Operating Profit
Years ended 31 December
2005 2004
£'m £m
The following charges have been includedin arriving at operating profit:
Staff costs (note 29) 29.1 264
Depreciation of property, plant and equipment (all owned assets) 31.0 33.0
Loss on the disposal of property, plant and equipment 0.2 20
Provision for impairment of inventory - 0.7
Repairs and maintenance expenditure on property, plant and equipment 32.0 349
Other operating expenses 88.6 899
Total other operating expenses excluding exceptional items and
unrealised losses on derivative contracts 180.9 1869

AUDITORS’ REMUNERATION
During the year the Group obtained the following services from its auditors, Deloitte & Touche LLF at costs as detailed below:

‘ears ended 31 Decernber

2005 2004

£'000 £000

Audit services 310 227
QOther services 415 90
725 317

Theincrease in fees for other services in 2005 related 1o services provided in relation to both the adoption of IFRS and the Refinancing and Listing,

7.Finance Costs

Years ended 31 Decembet

2005 2004
£m £m

Interest payable and similar charges:
Interest payable on bank borrowings (91.1) (101.2)
Amounts payable on termination of interest rate swaps (231) -
Amortisation of deferred inancing costs {0.2) -
Total interest payable and similar charges (114.4) (i01.2)
Interest receivable:
Interest Income 5.8 46
Creditin respect of previously recagnised unrealised losses on
interest rate swaps terminated during the year (note 18} 17.7 -
Total interestreceivable 23.5 46
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8.Taxation

Years ended 31 December

2005 2004
£m £m
Tax credit comprises:

Current tax (5.5) 23
Deferred tax 24.3 328
18.8 351
Years ended 31 December
20035 2004
£'m £

Tax on items charged to equity:
Deferred tax on actuzrial losses on defined benefit pension schemes 2.5 1.8
Deferred tax recognised on adoption of IAS 32 and 1AS 38 1.7 -
Deferred tax recognised on fair value losses on cash flow hedges 32.9 -
37.1 1.8

The tax differs from the standard rate of corporation tax in the UK (309 for both years). The differences are explained below:

Years ended 31 December

2005 2004
£m £m

Profit/ (loss} before tax 263.6 4.6}
Profit / {loss) before tax multiplied by rate of corporation tax in the UK{30% for both years) 79.1 (12.5)
Effects of;

Adjustrents in respect of prior periods 6.2) 2.3)
LTIP tax deduction (9.4) -
Expenses not deductible for tax purposes 2.9 -
Tax effect of funding arrangements {0.8) (21.6)
Other (0.1) 13
Tax losses utilised {84.3) -
Total taxation (continuing operations} {18.8) (35.1)

Under the current financing structure, Drax Holdings Limited (“Holdings™), a whaolly owned subsidiary undertaking of the Company, is partially funded by a
Eurobond payable to another group company, with a tax deduction being claimed for ali of the corresponding interest charged in the Holdings income
statement, Were HM Revenue & Customs (o successfully challenge the deductions claimed in respect of the Eurobond coupons for openyears to

31 December 2005, it is estimated that the additional tax liability would be up o £70 million, together with interest and penalties.

9.EarningsperShare

Basic earnings per share is calculated by dividing the earnings attributable to ordinary shareholders by the weighted average number of ordinary
shares outstanding during the year. The calculation of weighted average number of ordinary shares outstanding assumes that the ordinary shares
in Drax Group plcissued to the existing shareholders of Drax Group Limited on Refinancing and Listing were inissue either at 1 fanuary 2004

(to the extent that the related Drax Group Limited shares were inissue at 1 January 2004), or from the date of issue of Drax Group Limited

shares (to the extent that the related Drax Group Limited shares were issued after 1 January 2004).

The Group has no contingently issuable shares. Accordingly, there is no difference between basic and diluted earnings per share,

Recondiliations of the earnings and weighted average number of shares used in the calculation are set out below.

Years ended 31 Decermnbeer

2005 2004
Earnings attributable to equity holders of the Cornpany (£'m) 282.4 {6.5)
Weighted average number of shares (millicns) 288.2 2752
Basic and diluted earnings per share {pence per share) 98.0 (2.4)
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10, Impairment Tests for Goodwill and Fixed Assets

During the year to 31 December 2002, the Group performed an impairment review following the loss of the TXU Hedging Contract and its related income
strearns. This resulted in the write down of goodwill to nil, and a provision for impairment of £20.4 million against tangible fixed assets, to write down the
assets to their estimated recoverable amount.

In accordance with 1AS 36, the Group assessed at each subsequent reporting date whether there was any indication that the impairment loss recognised at
31 December 2002 shouid be reversed. As a result of the assessment performed at 30 June 2005 for the purposes of the financialinformation prepared in
connection with the Refinancing and Listing, which highlighted significant increases in wheolesale electricity prices that the Group has been able to achieve
inits forward contractual position, the Group recorded a reversal of the tangible fixed asset impairment of £19.0 million (£13.3 million net of tax). This
represents a reversal of the totalimpairment loss recognised in respect of tangible fixed assets at 31 December 2002 after adjusting for depreciation (note 5).

The assessments are performed using value-in-use calculations based on a long-term discounted cash flow model designed specifically for the purposes of
the impairment review. The key assumpticns used in the model include: power generation levels, power prices, fuel prices, operating cost inflation, capital
expenditure and the discount rate.

Anindication of the key assumptions used for the value-in-use calculations performed at 31 Decernber 2004 and 30 June 2005 is set out below:

Asat Asat
31 December 30June
2004 2005

Average annual amountsincluded in long-term discounted cash flow model for:
Generation (million MWh) 216 210
Power price (£/MWh) 447 45.8
Gross margin (%) 57.5 60.4
Operating cost inflation (%) 19 2.3
Capital expenditure (£'m) 15.2 225
Discount rate (%) 12.2 12.3

Power and fuel prices were based on forward curves for the pericds for which they were available and generation on plant availability and forecast
generation profiles at the time of performing the reviews. Projected power and fuel prices were calculated utilising growth rates between 2.5% and 2.7%
beyond available forward curves. The discount rate applied was the pre-taxrate based upon the Group's weighted average cost of capital at the time of
performing the reviews (i.e. prior to the Refinancing and Listing on 15 December 2005).

The directors consider with reference to both external and internal sources of information that no indication of impairment existed as at 31 December 2005.
Accordingly a value-in-use caiculation has not been performed at 31 December 2005 for the purposes of 1AS 36,
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11. Property, Plant and Equipment

Landand Plantand Plant spare
buildings equiprient parts Total
£m £m £m £m

Cost:
At 1 January 2004 132.2 1,090.1 24.0 1,246.3
Additions at cost 0.5 1.4 1.8 137
Disposals ~ 2.5 - (2.5)
lssues - - (0.6} {0.6)
At1January 2005 132.7 1,099.0 25.2 1,256.9
Additions at cost 09 208 53 270
Disposals - {4.0) - 4.0)
lssues - - (2.0) 2.0)
At 31 December 2005 133.6 1,115.8 28.5 1,277.9
Accumulated depreciation:
At 1lJanuary 2004 16.1 168.8 2.1 187.0
Charge for the year 3.2 29.2 06 33.0
Disposals - 0.8} - 0.8)
At 1January 2005 19.3 197.2 2.7 219.2
Charge forthe year 32 272 06 310
Disposals - (3.8) - [3.8)
Reversal of impairment - (19.0) - (19.0)
At 31December 2005 22.5 201.6 3.3 227.4
Net book amountat 31 December 2004 113.4 901.8 22.5 1,037.7
Net book amountat 31 December 2005 111.1 914.2 25.2 1,050.5

Details of impairment reviews performed are included in note 10 above.

12.Inventories

Asat 31 December

2005 2004

£'m £m

Raw materials and consumables 56.7 14
Renewabies Cbligation Certificates 11.1 3.8
67.8 452

The Group's inventory consumption was £309.9 million in 2004 and £372.2 million in 2005.

13. Trade and Other Receivables

Asat 3] Decernber

2005 2004
£m £m

Amounts falling due within one year:
Trade debiars 128.4 635
Prepayments and other debtors 64.5 6.0
192.9 69,5

Included within prepayments and other debtors as at 31 Decemibyer 2005 is £56.8 million (including VAT) that was received on 19 January 2006 in respect of

the TXU Claim (note 5).

Trade debtors generally represent sales of electricity to a number of counterparties. At 31 December 2005, the Group had amounts receivable from
£(2004: 5) significant counterparties, and a number of smaller counterparties, all of which generally pay within 15 days of receipt of invoice. Management
do not consider there to be a significant concentration of credit risk and as a result, do not believe that a further credit risk provision is required in

excess of the normal provision for doubtfut debs.
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14. Cash atBank and In Hand

As at 31 Decernber

2005 2004
. £m £
Cashatbank andin hand:
Unrestricted cash at bank and in hand 87.8 375
Debt service reserve account - 38.2
Escrow account 11.3 -
99,1 757

Debt service reserve account balances were restricted cash deposits which could only be used for the purpose of debt service under the terms of the
Group's previous debt facilities.

The escrow account represents cash paid into escrow prior to 15 December 2005 with respect to certain fees and expenses related 1o the Refinancing and
Listing. The directors expect substantially all such fees and expenses will have been paid out of the escrow account by 31 March 2006.

Cash and cash equivalents includes the fellowing for the purposes of the cash flow statement:

As 3t 31 December

2005 2004
£'m £m

Cash and cash equivalents:
Cash at bank and inhand per above 99,1 757
Less: debt service reserve and escrow accounts (11.3) (38.2)
87.8 375

15.Trade and Other Payables

Asat 31 December

2005 2004
£'m £'m

Amaounts falling due within one year:
Trade payables 20.7 6.2
Other creditors 16.5 141
Accruals 106.6 46.1
Other tax and social security payable 323 0.5
176.1 669

Accruals at 31 December 2005 include an amount of £50.4 million with respect to the Group's estimated net liability to deliver carbon emissions allowances.
The amount provided represents zn estimate of the amounts that will be required 1o satisfy the net obligation related to generation at the balance sheet
date, taking into account free allowances allocated under the National Allocation Plan, market purchases and forward contracts already in place.

16, Financial Liabilities - Borrowings

As at 31 December

2005 2004
£'m £m

Current:
Termiloan 46.3 -
Bridge loan 55.1 -
B Debt - 204.7
101.4 204.7

As at 31 December

2005 2004
£m £'m

Non-current:
Term loan 438.2 -
Bridge loan 21,9 -
A Debt - 9449
B Debt - 1337
460.1 10786
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MATURITY OF BORROWINGS
The maturity profile of the carrying amount of the Group’s non-current borrowings at the balance sheet dates were as follows:

Asat 31 December

2005 2004
£'m £m

Non-current:
In mere than one year but not more than two years 31.6 1300
In more than two years but not more than five years 428.5 850
inmorethan five years - 863.6
460.1 1078.6

The effective interest rates at the balance sheet dates were as follows:

31December 31 December

2005 2004

% i)
Term loan 5.55 -
Bridge loan 5.55 -
Al Debt - 743
A2 Debt - 893
A3 Debt - 993
B Debt - 693

BORROWINGS AT 31 DECEMSBER 2004

The Group's debt structure consisted of loans and notes held by InPower 2 Limited (“InPower 2°) and NoteCo Limited {*NoteCo”). InPower 2 and NoteCo
are special purpose entities resident in Jersey and were utilised specifically for the purpose of holding the debt of the Group. Although InPower 2 and
NoteCo are not subsidiary undertakings of Drax Group Limited, in accordance with SIC 12 "Consolidation - Special Purpase Entities”, they have been
fully consalidated within these financial statements on the basis that their sole purpose was to hold the dabt of the Group prior to the Refinancing

and Listing on 15 December 2005.

The Group's borrowings consisted of four tranches of floating rate debt as follows:

As gt 31 December 2004

Loans Notes Tota:

£m £'m £m

Al Debt 2794 1205 3995
A2 Debt 323 1374 458.7
A3 Debt 60.6 258 86.4
B Debt 2373 101.0 3383
Total borrowings 893.6 384.7 1,283.3
Less current portion of B Debt (143.6) (YN (204.7)
Non-current borrowings 755.0 323.6 1.078.6

The Al Debt was the firstranking tranche of the secured debt. The A1 Debit was subject to a fixed amortisation profile beginning on 30 June 2007 and
ending on 30 June 2015, The Al Notes were listed on the Luxembourg Stock Exchange on 29 June 2004, Following a prepayment of £11.7 million on
30 June 2005, £388.2 million of A1 Debt principal and £12.8 million of interest was outstanding prior to the Refinancing and Listing,

The A2 and A3 Debt were secand and third ranking tranches of the secured debt respectively. The A2 and A3 Debt had no fixed amortisation profile,
the outstanding principal balances falling due for payment on 30 June 2015 and 30 June 2020 respectively. Both the A2 and A3 Notes were listed on the
Channel Islands Stock Exchange on 29 June 2004. Prior to the Refinancing and Listing, £545.1 million of A2/A3 Debt principal and £22.2 million of interest
was ouistanding.

The B Debt was the fourth ranking tranche of the secured debt, but had a first priority over the TXU Claim and the proceeds thereof, which were
its primary source of repayment. The 8 Debt had no fixed amortisation profile with the outstanding principal balance falling due for payment on
30 June 2025, The B Notes were listed on the Luxembourg Stock Exchange on 27 June 2005. Following partial repayments of £204.7 million on
15 April 2005 after the first distribution under the TXU Claim and £51.1 million on 17 August 2005 after the second distribution, £82.4 million

B Debt principal and £28.1 million of interest was outstanding pricr to the Refinancing and Listing.
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REFINANCING AND LISTING
Pursuant to the schemes of arrangement under which the Refinancing and Uisting was implemented, the Group's debt was restructured on
15 December 2005. The particular elements of the restructuring relating 1 the Group's debt are illustrated below:

As at 15 Decernber 2005

rincipal Interest
£'m £m

Previous debt facilities:
Al Debt prepayment 388.2 12.8
B Debt prepayment 824 281
A2 Debt cash consideration 112.0 -
A2/A3 Debt interest payment - 222
Interest rate swap termination payment - 23]
582.6 86.2

New debt facilities:

Termloan 500.0 -
Bridge loan 770 -
577.0 =

Qutstanding principal and interest in relation 1o Al and B Debtwas repaid in full. In addition, interest rate swap contracts with a notional value of
£400 million, principally related to At Debt, were terminated.

A2/A3 Debt holders contributed their A2/A3 Debt in exchange for cash and ordinary shares of 10 pence each in Drax Group plc. A2 Debt holders received
21,668 ordinary shares and £24,421 for each £100,000 of A2 Debt. A3 Debt holders received 28,669 ordinary shares for each £100,000 of A3 Debt. In total A2
Debt holders received cash consideration of £112.0 million and A2/A3 Debt holders received 124,164,221 ordinary shares of 10 pence each in Drax Group plc.
Outstanding interest on A2/A3 Debt was repaid in fulk.

The Group settled the rernaining norninal value of A2/A3 Debt, after deduction of the A2 cash consideration, of £433.1 million in exchange forissuing the
124,164,221 ordinary shares in Drax Group plc. The directors determined that the nominal value of A2/A3 Debt approximated its fair value by reference

to the terms of the debt, principally the ability w prepay at nominal value {note 18). The nominal value of shares issued of £12.4 million was therefore lower
than the fair value of the asset acquired of £433.1 million. Under section 130 of the Companies Act 1985, the shares are treated as issued fully paid

up and the difference of £420.7 million is recorded as share premium (note 27).

The otal cash outflows related to the Refinancing and Listing were partially funded by a new Term loan of £500.0 miliion and a Bridge loan of
£770 million as described below. The remaining cash cutflows, including the payment of fees and expenses fnote 5}, were principally funded
by cash generated from operations.

BORROWINGS AT 31 DECEMBER 2005
Borrowings at 31 December 2005 consisted of bank loans held by the Company’s subsidiary undertaking Drax Finance Limited as follows:

As at 31 December 2005

Borrowings Deferred
beforedeferred  finance costs Net
finance costs {note 5) borrowings
£m £m £m

Termloan 5000 {15.5) 4845
Bridge loan 770 - 770
Total borrowings 577.0 (15.5) 561.5
Less current portion of detr {(105.1) 37 (101.4)
Non-current borrowings 471.9 {11.8} 460.1

The Term loan is subject to a fixed amortisation profile beginning on 30 June 2006 and ending on 31 December 2010.

The Bridge loan has a first priority over the TXU Claim and the proceeds thereof, which are its primary source of repayment. Following a third distribution
under the TXU Claim on 19 January 2006, £55.1 million of the Bridge loan was repaid on 23 January 2006.The third distribution has been recognised inthe
year ended 31 December 2005 and has been included as a receivable balance at 31 December 2005 (note 13). The debt which was repaid on 23 January 2006
has been shown as repayable within one year at 31 December 2005. Tha Bridge loan has no fixed amortisation profile. Any outstanding principal balance
falls due for payment on 31 Decernber 2008.

Ulimately, the Group's ability to make repayments of the Term loan is entirely dependent on the successful operation of the business. The ability of the
Group to make repayment of the Bridge loan is dependent en: i) the timing and quantum of recoveries under the TXU Claim; and ii} to the extent that such
recoveries are insufficient to pay amounts under the Bridge loan when due, the successful operation of the business.

The Group's debrt is guaranteed and secured by each of the principal subsidiary undertakings of the Company, as stated in note 3 to the Company's separate
financiai statements, and also by the Company,
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Payment profiles for repayment of debt set out above are based on the fixed minimum repayrnent prefile. Repayments above the fixed minimum repayment
profile are permitted subject to the amount of cash available for debi service. With the exception of Bridge loan principal repayments, debt service payments are
made semi-annually on 20 June and 31 December. The timing of Bridge loan repayments is determined by recelpts under the TXU Claim.

LETTER OF CREDIT FACILITY AND REVOLVING CREDIT FACILITY

In addition to its borrowings, the Group has access 10 a letter of credit facility which provides credit support of up to £200 million to the Group’s trading
activities, The letter of cradit facility, which has a final maturity date of 15 December 2012, provides a mechanism whereby it may be extended at any time
after 15 December 2007, but no later than cne year before the final maturity date. The Group guarantees the obligations of a number of banks in respect of
the letters of creditissued by those banks to counterparties of the Group. As at 31 Decernber 2005 the Group's contingent liability in respect of these
guarantees amounted to £77.4 million (2004: £26.5 mitlion).

In addition, the Group has access t@ an undrawn £100 million ravalving credit facility, which may be used to issue letters of credit or for warking capital, with
afinal maturity date of 15 December 2010

17. Other Non-current Liabilities

Asat 31 December

2005 2004

£m £m

Interest accrual - 250
Retentions 0.7 0.8
0.7 258

The interest accrual includes £nil (2004: £25.0 million) deferred interest with respect to the Group's B Debt. This interest was paid in full on Refinancing and
Listing, and was treated as falling due in more than five years under the terms of the Group's previous debt facilities, The retention lizbilities relate to amounts
held back from certain suppliers pending satisfaction of contractually agreed performance criteria. The Group estimates that substanitially all retention
liabilities wilt fall due far payment in more than onhe year but in net maore than two years.

18, Derivatives and Financial Instruments
The Group issues or holds financial instruments for two purposes:

*  Finandialinstruments relating to the operations, financing and risks of the Group's operations.
+  Finandialinstruments relating to the financing and risks of the Group's debt portfolio.

The Group’s finandial instruments comprise borrowings, cash and liquid resources, items that arise directly from its operations and derivative
transactions. The Group also enters into short and medium term forward sales contracts for the sale of electricity and the purchase of coal and
carbon ernissions allowances.

As perrnitted under IFRS 1, the Group has taken advantage of the exemgption not to restate comparative information for IAS 39. As a result, 1AS 32 and 1AS 39
are applicable for the Group from 1 January 2005. For the period prior to the adoption of IAS 39, the Group has applied UK GAAP accounting rules for
derivatives and inancial instruments. The numerical disclosures immediately below ilustrate the financial assets and liabilities as defined in 1AS 32 relating to
the year ended 31 December 2005. The subsequent FRS 13 “Derivatives and Other Financial Instruments: Disclosures” set out numerical disclosures relating
1o the year ended 31 December 2004. Certain financial assets and liabilities, such as investments in subsidiary companies are excluded from the scope of
these disclosures. As permitted by FRS 13, short-term debtors and creditors have also been excluded from the disclosures.

JAS 32 “FINANCIAL INSTRUMENTS: DISCLGSURE AND PRESENTATION"; YEAR ENDED 31 DECEMBER 2005

Fromn 1 January 2005, as noted above, the Group has adopted both IAS 32 and |AS 39. Were 1AS 32 and IAS 39 10 have been applied during the year to

31 December 2004 the impact would have been to reduce net assets at 31 December 2004 by £3 9 million {net of tax) and to record a credit in the income
statement of £26.7 million {net of tax) for the year endead 31 Decernber 2004.

The Group recegnised a reduction in net assets and retained earnings of £5.6 million (£3.9 million net of tax) at 1 January 2005, being an adjustment to reflect
the fair value of derivative financial instruments in the balance sheet at that time.
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The following table sets out the fair value of financial instruments at 1 January 2005, the date of adoption of IAS 32 and IAS 39, and as at 31 December 2005:

1 January 2005 31 December 2005

Assets Liabsilities Assels Liabilities

£'m £m £m £

Commodity contracts 14.5 25 72 2224

Interest rate swaps - 177 - -

Forward foreign currency exchange contracts 0.1 - 0.8 0.2

Total 14.6 20.2 8.0 222.6
Less: non-current portion

Commodity contracts - (i.2) (¢.3) 49.6)

Current portion 14.6 19.0 7.7 173.0

COMMODITY CONTRACTS

The Group enters into short and medium term forward electricity sales contracts to hedge generation cutput. The Group also purchases coal and carbon
emissions allowances under contracts from a range of domestic and international suppliers. Due to the nature of some of these contracts and the way they
are managed, the own use exemption within 1AS 39 has only been applied 10 a limited number of them. For the purposes of IAS 39, frorn 1 July 2005, the
Group has put in place appropriate hedge accounting documentation to enable it to achieve hedge accounting for a large propertion of its commaodity

contracts. As aresult, mark-to-market movements on contracts which are now considered to be effective hedges are recognised through the hedge reserve.

For the period from 1 January 2005 to 30 June 2005, mark-to-market movements on these contracts were reflected directly in the income statement, as
apprepriate hedge documentation had not been put in place.

The fair value of commodity contracts qualifying as derivative inancial instruments is calculated by reference to forward market prices which are available at
the balance sheet date. As contracts are generally short-term, ferward market price curves are available for the duration of the contracts. The quoted market
price used for financial assets held by the Group is the current bid price; the quoted price for financial kabilities is the current ask price.

INTEREST RATE SWAPS

The Group enters into interest rate swap arrangements to hedge variable interest costs onthe Group's debt. At 31 December 2004, the notional principat
amounts of outstanding interest rate swap contracts was £400 million. As described in note 16, the Group terminated these interest rate swap contracts on
Refinancing and Listing on 15 December 2005, resulting in a credit adjustment to release the previously recognised unrealised losses of £17.7 million and a
termination payment of £23.1 million, both of which have been included in finance costs for the year (note 7). As required under the terms of the Group's
new debx facility agreements effective 15 December 2005, interest rate swap contracts with notional principal amounts of £250 million were entered into on
5 January 2006. Accordingly, no interest rate swap contracts were outstanding at the year-end.

FORWARD FOREIGN CURRENCY EXCHANGE CONTRACTS
Foreign currency exchange contracts are principally entered into to hedge the Group's requirement to purchase coal from internationa! sources in US dellars,

and to purchase carbon emissions allowancas in Euros. The fair value of forward foreign currency exchange contracts is determined using forward exchange
market rates at the balance sheet date.

EMBEDDED DERIVATIVES

The Group has alse reviewed all contracts for the presence of embedded derivatives. Where contracts were found 1o contain embedded derivatives, they
were considered to be closely related to the economic characteristics and risks of the host contract and therefore do not require to be separately valued
from their host contracts.

The amounts recorded in the income statement in respect of derivatives which are marked to market are as follows:

For the year
ended

31 December
2005

£

Unrealised loss on derivative contracts recognised in arriving at operating profit (1170}
Credited to interest receivable in respect of derivative contracts terminated during the year 177

(99.3)
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The amounts recorded in the hedge reserve in respect of derivatives which are marked to market are as follows:

Forthe year
ended
31 December
2005
£m
Unrealised loss on hedging derivative contracts {109.7)
NET FAIR VALUES OF DERIVATIVE FINANCIAL INSTRUMENTS
The net fair values of derivative financial instruments were;
Asat
31 December
2005
m
Contracts with positive fair values
Forward foreign currency exchange contracts 056
Contracts with negative fair values
Commodity contracts (215.2)

The carrying amounts of cash at bank and in hand, trade and other receivables, and trade and other payables approximate their fzir value. As a result of their
terms, the carrying amounts of the Term and Bridge loans approximate their fair value.

FRS 13"DERIVATIVES AND OTHER FINANCIAL INSTRUMENTS: DISCLOSURES”; YEAR ENDED 31 DECEMBER 2004

FINANCIAL ASSETS

The Group’s financial assets cornprise deposits made with banks and which earn interest at various rates. At 31 December 2004 all of the Group's inancial
assets, which totalled £75.7 million, were denominated in sterling and were subject to fioating interest rates.

FINANCIAL LIABILITIES
At 31 December 2004 the Group's financial liabilities comprised A Debt of £945.0 million and B Debt of £338.3 million, that bore interest at rates based upon
LIBOR for terms of up to six months,

After taking account of the various interest rate swaps entered intc by the Group, the interest rate risk profile of the Group’s gross financial liablities was
as follows:

Year ended 31 December 2004

Floating rate Fixed rate

lotal financial labilies financial liabilities

Currency £m £m £'m
Sterling 1,283.3 8833 400.0

Year ended 31 Oecember 2004

Fixed rate financial
[igbilities - weightad

Weighted average average period for Weighted average

interest rate which rate is fixed period until maturity

Currency % Vears Years
Sterling 8.05 76 13.5

FAIR VALUE DISCLOSURES

Set out below is a comparison of book values and fair values of the Groug's financial assets and liakilities. Fair value is the amount at which a inancial
instrumenit could be exchangedin an arm’s length transaction between informed willing parties and excludes accrued interest, Where available, market
values have been used to determine fair values. Where market values are not available, fair values have been calculated by discounting expected cash flows
at prevailing interest rates and applying year end exchange rates.
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31 Decernber 2004

Bockvalue Fair value

. £m £m
Financial assets .
Bank deposits 757 757
Primary financialinstrumentsissued to finance the Group's operations
et borrowings 1,283.3 12833
Derivative financial instruments held to manage the interest rate profile
Interestrate swaps - (17.7)

The carrying amounts of the financial assets approximate their fair value, The carrying amount of the A Debt and B Debt approximated their fair value asa
result of their terms, principally the ability of the Group to prepay the debt at nominal value.

The fair value of the interest swaps have been determined by reference to prices available from the markets on which these instrurnents or similar
instrurnenits are traded.

GAINS AND LOSSES ON FINANCIAL ASSETS AND FINANCIAL LIABILITIES HELD OR ISSUED FOR TRADING
No gains or losses have been recognised which relate o trading in financial assets and financial liabilities as the Group does not hold financial assets or
financial liabilities for trading purposes.

GAINS AND LOSSES ON FORWARD CONTRACTS
The Group uses interest rate swaps to manage its interest rate exposure. Changes in the fair value of instruments used as hedges are not recognised in the
financial statements until the hedged position matured. An analysis of unrecognised gains and lossesis as follows:

Year ended 31 December 2004

Gains Losses Net

£'m £m £'m
Unrecognised gains and losses on forward contracts at 1 January - (12.9) {(12.9)

Gains and losses arising in previous years that were recognised in the year - - -
Gains and losses arising before 1 January that were notrecognisedin the year - {12.9) (12.9)
Gains and losses arising in the period that were not recognised in the year - (4.8) {4.8)
Unrecognised gains and losses at 31 December - {12.7) {17.7)

Gains and losses expectad to be recognised in the next financial year - - -
Gains and losses expected to be recognised after the next financial year - (17.7} (12.7}

19.Provisions

Re-instatement LTIP Total

£'m £'m £'m

At1J)anuary 2004 0.1 - 0.1

Additional provision inthe year - 04 0.4

At31December 2004 0.1 0.4 0.5

Additional provision in the year 19 47 66
Utilisation of provision - (5.1) (5.1)

At 31December 2005 : 2.0 - 2.0

RE-INSTATEMENT

Provision for re-instaterent represents the estimated decommissioning, demalition and site remediation costs at the end of the usefut economic life of
the Group's generating assets, on a discounted basis. The amount provided represents the present value of the expected costs. An amount equivalent

to the inftial provision is capiialised within tangible fixed assets and is depreciated over the useful lives of the related assets. The unwinding of the discount
isincluded in interest payable and similar charges.

The provisicn is estimated using the assumption that the re-instatement will take place between 2039 and 2045. The provision has been estimated using
existing technology at current prices. The discount rate applied is the pre-tax rate based upon the Group’s weighted average cost of capital and reflects the
current market assessment of the time value of money and the risks specific to the business.

LONG-TERM INCENTIVE PLAN (“LTIP")

Provision for the LTIP (note 21} represents costs associated with the cash-based award component of the scheme. The maximum tetal cash payment over
the life of the plan was £5.1 million, with the timing of payments being linked to repayment of the Group's eligible debt, and the cost originally recognised in
the incomne staterment on a straight line basis over the expected debt repayment period on an undiscounted basis.

As a result of the Refinancing and Listing on 15 Dacember 2005 and the resulting repayrment of the eligible debt, the full £5.1 million cash-based award

payable under the LTIP vested, Under the terms of the LTIP 50% of payments to be made to directors, business and team leaders, totalling £1.7 million, have
been deferred until the first anniversary of the Refinancing and Listing. This amount is included within trade and other payables (note 15).
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20.Deferred Tax

Deferred tax is calculated in full on temporary differences under the liability method using a tax rate of 30% (2004: 30%). The moverment on the deferred tax
account is as shown below:

Asat 3] December

2005 2004

£m £m

Deferred taxliability at the beginning of the year 246.7 2813
Credited toincome statement {24.3) {32.8)
Deferred tax on actuarial losses on defined benefit pension schemes {2.5) (1.8)
Deferred tax recognised on adoption of 1AS 32 and 1AS 39 (1.7} -
Deferred tax recognised on fair value [osses on cash flow hedges (32.9) -
Deferred tax liability at the end of the year 185.3 2467

The movements in deferred tax assets and lisbilities during the period are shown below. Deferred tax assets and lizbilities are offset where there is a legally
enforceable right of offset and there is an intention to settle the balances net.

Accelerated
capital

allowances Other Total

Deferred taxliabilities: £m £m £m
At1January 2004 290.0 - 290.0
Credited to income statement “@n - @a.n
At 31 December 2004 285.9 - 285.9
Charged to income statement 06 10.1 16.7
At 31 December 2005 286.5 101 296.6

Financial

Instruments Tax losses Other Total

Deferred tax assets: £m £m £m £m
At1January 2004 - - 8.7 8.7
Credited toincome statement - 28.7 - 28.7
Credited to equity - - 1.8 18
At 31December 2004 - 28.7 10.5 39.2
Credited to income statement 258 06 456 350
Credited to income statement reserves following the introduction of 1AS 39 17 - - 17
Credited to equity 329 - 25 354
At 31 December 2005 64.4 29.3 17.6 1113

Deferred tax assets are recognised in respect of tax loss carry-forwards to the extent that the realisation of the refated tax benefit through future taxable
profits is probable. Tax loss carry-forwards have not been recognised where the realisation of the related tax benefit through future taxable profits is not
assessed as probable. As at 31 December 2005 the unrecognised tax benefit amounted to £14 million (2004: £32.0 million),

21.Share-based Payments
LONG-TERM INCENTIVE PLAN (“LTIP")
At an extraordinary generat meeting of the previous holding company, Drax Group Limited, held on 30 April 2004 shareholders approved:

(1} the conversion of 7782480 un-issued ordinary shares in Drax Group Lirnited into non-voting shares;

(2) thepayment of £0.4 million to each of Gordon Horsfield and Gerald Wingrove (a director of Drax Group Limited at the time) in recognition of services
rendered in connection with a restructuring of the debt of the Group approved on 22 December 2003 on the understanding that each of thern would
have the right {which each subseguently exercised) to purchase 1,729440 of the non-voting shares referred to in paragraph (1); and

{3} theestablishment of a Long-Term Incentive Plan which would have atits disposal a cash pool of £5.1 million (the payment of which was dependant
upon certain parts of the Group's debt being repaid} and 4,323,600 non-voting shares, being the total of the non-voting shares referred toin
paragraph (1} less the number of shares purchased by Gordon Horsfield and Gerald Wingrove pursuant to the right referred to in paragraph (2).

The objective of the LTIP was to incentivise employees to create sustained value for the Group's debt holders and shareholders by repaying the Group's debt
{including debt repayment through a shareholder approved refinancing at par) and increasing the value of the Group's equity. It provided for the making of:

(a) Initial Awards, both of non-voting shares and cash units (giving a propertionate entitlernent to sums from time to time payable out of the total
of £5.1 million referred to in paragraph (3)), to employees selected by the Remuneration Committee z2nd in post on 22 December 2003;
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{b) Performance Share Awards of units which, subject to the satisfaction of any assaciated performance criteria and the other provisions of the LTIP rules,
gave a proportionate entitlernent 1o the non-voting shares held by the LTIP trustee (see below); and

© Performance Cash Awards in the form of units which gave a proportionate entitlement to sums from time to time payable out of the total of £5.1 million
referred to in paragraph (3).

Pursuant to Initiat Share Awards, a total of 549923 non-vating shares were purchased at a price of 13.65 pence per share by executive directors, business and
teamn leaders. The remaining 3,773,677 non-voting shares (i.e. 7782 480 non-voting shares referred to in paragraph (1) less the total number of shares
purchased both as Initial Awards and by Gordon Horsfield and Gerald Wingrove pursuant to paragraph (2)) were subsequently issued to the LTIP trustee.

On 17 January 2005 and 13 June 2005, performance awards comprising both Performance Share Awards and Perforrmance Cash Awards were madeto
executive directors, business and team leaders in recognition of their contribution to the Group's business. On 20 October 2005 performance awards i
comprising Performance Share Awardls and Performance Cash Awards were made 1o afl employees of the Group in post en 15 December 2005 (including !
executive directors, business and team leaders) in recognition of their contributions to the Group's business. These awards were conditional upon an Exit i
Event (see below) taking place prior 1o 31 January 2006,

The £5.1 million at the dispesal of the LTIP represented 0.85% of the aggregate eligible debt at the time of establishment. Upon repayment of any part of the
eligible debt, 0.85% of the amount repaid becomes payable to LTIP participants according to their respective entitlements determined by the cash units
awarded to them,

Under the terms of the LTIF, upon the accurrence of certain types of transaction (an "Exit Event”), such as a sale of the Company or a listing of its equity on a
recognised exchange, the holders of non-voting shares purchased by virtue of Initial Share Awards have the same rights {ether than to vote) as the holders of
ordinary shares, and il Performance Share Awards vest in the beneficiaries giving them a proportionate right, according to their respective holdings of units,
to the non-voting shares held by the LTIP trustee (in relation to which they then have the same rights {other than to vote) as the holders of ordinary shares).

As a result of the Refinancing and Listing on 15 December 2005 (an Exit Event), all cash and share-based awards under the LTIP fully vested and exit rights
occurred in both cases. Pursuant to the schemes of arrangement under which the Refinancing and Listing was implemented, existing shareholders in
Drax Group Limited, including LTIP shareholders, received three ordinary shares of 10 pence each in Drax Group plc in exchange for each ordinary share
in Drax Group Limited.

Directors, business and teamn leaders all agreed 1o be subject to certain voluntary sale restrictions in respect of the Drax Group ple shares they received under
the LTIP. These voluntary restrictions provided that up to 509% of a participant’s holding {i.e. shares subject to an Initial Share Award and the balance of the
shares subject to a Performance Share Award once the associated tax liabilities have been discharged) can be sold at any time after the Refinancing and
Listing. The balance of the participant’s holding may be sold at any time after the first anniversary of the Refinancing and Listing.

Full repayment of eligible debt resulted in the total £5.1 million payable under the LTIP cash pool becoming due to participants. Under the terms of the LTIP,
50% of payments to be made to directors, business and team leaders, totalling £1.7 million, have been deferred until the first anniversary of the Refinancing
and Listing. This amountisincluded within trade and other payables (note 15).

LTIP awards made up to 15 Decernber 2005 are shown below.

At1lan At 31 Dec Exercise Vesting period  Vesting peried
Long-ferm Incentive Plan - Awards 2004 Granted 2004 price from (6]
Total - Initial Units - 250 250 - 28May 2004 28May 2004
Weighted average price of units - - -

At1lan At 31 Dec Exercise Vesting period  Vesting period
Long-Term Incentive Plan — Awards 2004 Granted 2004 price from 1Cc
Initiaj units 250 - 250 - 28May 2004 28 May 2004
Performance units - 500 500" ~ 17 January 2006 13 June 2008
Total units 250 500 750 -

Weighted average price of units - - _

(1) In addition 10 500 Performance Share Award units, 750 Performance Cash Award units were granted inthe year ended 31 December 2005, taking the 1otal number of cash award units granted ta 1,000 at
15 December 2045,

Costs recognised in the income statement in relation to the LTIP are as follows:

Years ended 31 December

2005 2004

£'m £m

LTIP expenses arising on share-based payment transactions 25.2 -
LTIP expenses arising on cash-based payment transactions 4.7 04
Socizl security costs arising on share and cash-based payment transactions 7.7 -
372.6 04
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The expense arising from share-based payment transactions for the year ended 31 Oecember 2005 is determined from the Group's estimate of the market
value of the shares included in the first Performance Share Award made on 17 January 2005. The valuation relates to all of the 3,773,677 shares held by the
LTiP trustee, as under the terms of the LTIP, all such shares vest on the occurrence of an Exit Event. Although subsequent Perfoermance Share Awards were
made later in 2005, such awards served only to alter the proportionate rights of holdings in LTIP units of participants. The market value of these shares was
estimated based on the market value on that date of the Group’s A2 and A3 Debt, which was contractually linked to the ordinary voting shares. This amount
has been charged to the income statement in full in 2005, following vesting of the awards on Refinancing and Listing on 15 December 2005. There is

no expense arising frorm the shares purchased by Gordon Horsfield and Gerald Wingrove or from the Initial Share Awards, both in 2004, as the Group
determined that the fair vatue of its equity was £nil at that time.

The remaining expense arising from cash-based payrment transactions of £4.7 million (£0.4 million having been charged in 2004) has been charged to the
income statement in full in 2005, following vesting of the awards on Refinancing and Listing on 15 December 2005.

Employer Nationzl Insurance contributions on cash and share-based payment transactions have also been included as an expense in 2005. The totai

charge with respect 1o the LTIP of £37.6 million (£26.3 million net of tax) has been included within exceptional other aperating expenses in the income
statement (note 5).

The Board believe that employee share ownership plays a significant role in the recruitment, mofivation and retention of staff at all levels within the Group.
The Groupis therefore intending to establish certain new employee share plans to be administered by the Remuneration Committee.

22, Called-up Share Capital

Asat 31 December

2005 2004
£'m £m
Authorised

2004 - 1,000,000,000 ordinary shares of 0.001p each -
2005 - 999,500,020 ordinary shares of £0.10 each 100.0 -

Issued and fully paid
2004 - 94,254,480 ordinary shares of 0.001p each - -
2005 - 406,927661 ordinary shares of £0.10each 40.7 -
40.7 -

Under IFRS 3, the insertion of Drax Group plc as the new holding company has been accounted for as a reverse acquisition, whereby Drax Group Limited
(being the pravious helding company), the legal subsidiary, acquired Drax Group ple, the fegal parent company. Therefore, the share capitalin the
consolidated balance sheet at 31 December 2004 reflected that of Drax Group Limited prior to the reverse acquisition,

DRAX GROUP LIMITED

There were 86,472,000 ordinary shares of 0.001 pence each of the previous holding company, Drax Group Limited issued as at 31 Decernber 2003, which
were contractually linked to the A2 and A3 Loans issued by InPower 2 and A2 and A3 notes issued by NoteCo (note 16).

At an extracrdinary general meeting of Drax Group Limited on 30 April 2004 shareholders resclved to amend the authorised share capital of the Company
by the conversion of 7,782,480 unissued ordinary shares in Orax Group Limited into 7,782,480 non-voting ordinary shares.

With the approval of shareholders given at the same Exiraordinary General Meeting, Gordon Horsfield and Gerald Wingrove elected to re-invest the net

proceeds of their restructuring bonus in the Group through the purchase of 1,729440 each of the newly converted non-voting shares, at a price of
13,65 pence per share.

Alsc at the Extraordinary General Meeting on 30 April 2004, a new LTIP was approved by sharehalders (note 21). The LTIP plan was, in part, funded by a pool
of 4,323,600 of the newly converted non-voting ordinary shares being the total of 7782,480 non-voting shares referred to above, less the number of shares
purchased by Gordon Horsfield and Gerald Wingrove. In May 2004 an Initial Share Award under the LTIP resulted in the purchase of 549,923 shares by certain
executive directors, business and team leaders at a price of 13.65 pence per share. The 3,773,677 remaining shares in the LTIP pool were subsequently issued
to the LTI Trustee.

Accardingly, there were 94,254,480 shares of Drax Group Limited in issue as at 31 December 2004, with a nominal value of £543 and a related share premium
{which arose on the purchases by Gordon Harsfield and Gerald Wingrove and on the Initial Share Awards} of £0.5 million.

DRAX GROUP PLC

The Company has only one class of ordinary shares, which carry no right to fixed incorne. No sharehaolders have waived theirrights o dividends. These shares
were issued upon Refinancing and Listing as described below,

Pursuant 1o the schemes of arrangement under which the Refinancing and Listing was implemented, the existing shareholders of Drax Group Limited,
including LTIP shareholders, received three ordinary shares of 10 pence each in Drax Group plc in exchange for each share in Drax Group Limited. This
resulted in the issue of 282,763,440 ordinary shares in Drax Group plc. Under section 131 of the Companies Act 1985, Drax Group plc qualifies for merger relief
o avoid recording a share premium on the shares issued to the existing shareholders of Drax Group Limited. Accordingly, Drax Group ple has recorded these
shares within share capital at their nominal value of £28.3 million, with a corresponding debit to share premiumn of £0.5 million and the merger reserve of
£278 million to reflect the reverse acquisition adjustment (hote 27).
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As described in note 16, A2/A3 Debt holders contributed their A2/A3 Debt in exchange for cash and ordinary shares of 10 pence each in Drax Group plc.
A2 Debt holders received 21,668 ordinary shares and £24,421 for each £100,000 of A2 Debt. A3 Debt holders received 28,669 ordinary shares foreach
£100,000 of A3 Debt. In total A2 Debt holders received cash consideration of £112.0 million and A2/A3 Debt holders received 124,164,221 ordinary
shares of 10 pence each in Drax Group plc. Qutstanding interest on A2/A3 Debt was repaid in full.

The Group settled the remaining nominal value of A2/A3 Debt, after deduction of the A2 cash consideration, of £433.1 million in exchange for issuing the
124,164,221 ordinary shares in Drax Group plc. The directors determined that the nominal value of A2/43 Debt approximated its fair value {(note 18} by
reference to the terms of the debst, principally the abllity to prepay at nominal value. The norninal value of shares issued of £12.4 million was therefore lower
than the fair value of the asset acquired of £433.1 million. Under section 130 of the Companies Act 1985, the shares are treated as issued fully paid up and the
difference of £420.7 million recorded as share premium (note 27).

Accordingly, in total there were 406,927661 ordinary shares of 10 pence each in Drax Group plc issued and fully paid up as at 31 December 2005, with a
nominal value of £40.7 miflion and related share premium of £420.7 million.

REDEEMABLE SHARES
On 20 October 2005, the Company autheorised and issued 499,280 redeemable shares of 10 pence each to Drax Group Limited. These shares were
subsequently fully paid up prics to 31 December 2005.

The redeemable shares are not entitled to any dividend or surplus capital return over and above their share issue price of 10 pence. The shares are
redeemable at the option of both the Company and the holder and must be redeemed by 20 October 2030. As the shares do nat entitle the holder
o any restcdual interest in the Company and are mandatorily redeemable, they are accounted for as debtin accordance with [AS 32,

23.Merger Reserve

Years ended 31 December
2005 2004
£'m £m
Atbeginning of year 4451 4451

Reverse acquisition adjustments:
- Share for share exchange (note 22) (27.8) -
- Transfer of capital reserve (note 24) 2935 -
Atend of year 710.8 4451

24, Capital Reserve

Years ended 31 December

2005 2004

£'m £m

Atbeginning of year 293.5 293.5
Reverse acquisition adjustment [293.5) -
Atend of year - 293.5

On the reverse acquisition of Drax Group plc by Drax Group Limited, the capital reserve was transferred to the merger reserve,

25.Hedge Reserve
Years ended 31 Decernber
2005 2004
£'m £'m
Atbeginning of year - -
Fair value losses on cash flow hedges (109.7) -
Deferred tax recognised on fair value losses on cash flow hedges 32.9 -
Atend of year (76.8) -

The Group enters into short and medium term forward electricity sales contracts to hedge generation cutput. The Group aiso purchases coal frorn a
range of domestic and international supptiers. For the purposes of 1AS 39, from 1 July 2005, the Group has putin place appropriate hedge accounting
documentation to enable it to achieve hedge accounting for alarge propertion of its commodity contracts. As a result, mark-to-market movernents
on contracts which are now considerad to be effective hedges are recognised through the hedge reserve. For the period from 1 January 2005 to

30 June 2005, mark-to-market movements on these contracts were reflected directly in the incorme statement, as appropriate hedge documentation
had not been putin place.
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26.Retained Losses

Years ended 31 December

2005 2004
£m £m
Atbeginning of year {1,173.2) (1162.4)
Profit/ {ioss) for the year 282.4 {6.5)
Actuarial losses on defined benefit pension schemes 8.2) (GX)
Deferred tax on actuarial losses on defined benefit pension schemes 2.5 18
Initial recognition of net mark-to-market liability on adoption of IAS 32 and 1AS 36 {5.6) -
Deferred taxrecognised on adoption of IAS 32 and I1AS 39 1.7 -
LTIP - credit to equity for share-based payments (note 21) 25,2 -
Atend of year (875.2} N373.2)
27.Shareholders’ Funds and Statement of Changes in Shareholders’ Equity
Share Share Merger Capital Hedge Retained
capital premium reserve reserve reserve losses Total
fm £m £m £m £m £'m £'m
At 1January 2004 - - 445.1 293.5 - {1,162.4) {423.8)
Loss for the year - - - - - 6.5) 6.5)
Actuarial losses on defined benefit pension schemes - - - - - 6.1 ®.1)
Deferred tax on actuariat losses on defined
henefit pension schemes - - - - - i.8 1.8
LTIP - proceeds on shares issued (nate 21) - 0.5 - - - - 0.5
At 31 December 2004 - 0.5 4451 293.5 - (1.173.2} (434.1)
Profit for the year - - - - - 2824 2824
Actuarial losses on defined benefit pension schemes - - - - - 8.2) (8.2)
Deferrad tax on actuarial losses on defined
benefit pension schemes - - - - - 25 25
initial recognition of net mark-to-market liability
on adoption of 1AS 32 and 39 - - - - - (5.6) (5.6)
Deferred tax recognised on adoption of 1AS 32 and 39 - - - - - 17 17
Fair value Josses on cash flow hedges - - - - (109.7) - 109.7)
Deferred tax recognised on fair value
losses an cash flow hedges - - - - 329 - 325
Share capital issued on Refinancing and Listing 407 - - - - - 40.7
Skare premium arising on Refinancing and Listing - 4207 - - - - 420.7
Reverse acquisition adjustmenits:
- Share for share exchange (note 22) - (0.5) (27.8) - - - [28.3)
- Transfer of capital reserve (note 24) - - 2935 (293.5) - - -
LTIP - credit to equity for share-based
payments (note 21) - - - - - 252 252
At31December 2005 40.7 420.7 710.8 - {76.8) (875.2) 220.2
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28.Cash Flow from Operating Activities

Yearsended 31 December

2005 2004
Continuing operations £m £m
Profit/ {loss) for the year 282.4 (6.5)
Adjustrments for:
Interest payable and similar charges 114.4 101.2
Interest receivable (23.5) (4.6)
Taxcredit (18.8) (35.1}
Depreciation 31.0 330
Reversal of impairment of tangible fixed assets {19.0} -
Loss on disposal of property, plant and equipment 0.2 20
Unrealised losses on derivative contracts 117.0 -
LTIP - credit to equity for share-based payments 25.2 -
Operating cash flows before movementin working capital 508.9 20.0
Changesinworking capital:
Increase ininventories (22,6} 9.8)
Increase in receivables {123.4) 9.6
Increase in payables 99.8 1.0
increase in pensions - 14
{Decrease}/increase in provisions {0.4) 04
Cash generated from operations 462.3 734

29.Employees and Directors
STAFF COSTS (INCLUDING EXECUTIVE DIRECTORS) FOR THE GROUP

Years ended 31 December

2005 2004
£'m £'m

Included in other operating expenses excluding exceptional items (note 6):
Wages and salaries 224 214
Sacial security costs 2.3 1.8
Other pension costs (note 30) 3.9 32
Termination benefits 0.5 -
29,1 264

Included in exceptional other operating expenses {note 21):

LTIP expenses arising on share-based payrment transactions 25.2 -
LTIP expenses arising on cash-based payment transactions 4.7 -
Social security costs arising on share and cash-based payment transactions 7.7 -
37.6 -

AVERAGE MONTHLY NUMBER OF PEGPLE (INCLUDING EXECUTIVE DIRECTORS) EMPLOYED

Years ended 31 December

2005 2004

Number Number

Operations 464 475
Business services 124 65
588 540
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30.Pensions

The Group operates an approved defined benefit scheme, on behalf of the Drax Power Group of the Electricity Supply Pension Scheme ("DPG ESPS"). This
scheme was closed to new members as from 1 January 2002 unless thay qualify through being existing mermbers of anothey part of the ESPS. The Group

also operates a defined contribution scheme.

DEFINED BENEFIT PLANS

The most recent actuarial valuation of the DPG ESPS was 31 March 2004, This has been updated as at 31 December 2005 to reflect relevant changesin

assurnptions. The principal assumpticns made by the actuaries were:

Years ended 31 December

2005 2004

% p.a 6p.a

Discount rate 4.7 53
Inflation assumption 2.9 29
Rate of increase in pensions in payment and deferred pensions 2.9 30
Rate of increase in pensionable salaries 4.4 44
Expected return on plan assets 7.0 76

The amounts recognised in the balance sheet are determined as follows:

Asat 31 December

2005 2004

£m £m

Present value of funded obligations 107.0 850
Fairvalue of plan assets (62.3) 48.5)
Net liability recognised in the balance sheet 44,7 36.5

The amounts recognised in the income statement, entirely within other operating expenses, are as follows:

Years ended 31 December

2005 2004

£'m £'m

Current service cost 2.8 2.5
Interest cost 4.5 39
Expected return on plan assets {3.8) (3.4)
Total included in staff costs {(note 29) 3.5 3.0

The actual return on plan assets was £10.7 million (2004; return £4.8 million).

The amounts recognised in the staterment of recognised income and expenditure are as follows:

‘Years ended 31 December

2005 2004

£'m £m
Opening cumulative actuarial losses on defined benefit pension schemes (22.8) (16.7)
Actuarial fosses on defined benefit pension schemnes recognised in the year (8.2} 6.1)
Cumulative losses recognised in statement of recognised income and expenditure {31.0) (22.8)

Changes in the present value of the defined benefit obligation are as foliows:

‘Years ended 31 Decemier

2005 2004

£'m £'m

Opening defined benefit obligation 85.0 719
Service cost 2.8 25
Ermnployee contributions 0.8 07
Interest cost 4.5 39
Actuarial losses 151 76
Benehts paid (1.2) (1.6}
Closing defined benefit obligation 107.0 85.0
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Changes in the fair value of plan assets are as follows:

vears ended 31 Decernber

2005 2004

£'m £m

Opening fair value of plan assets 48.5 429
Expected return 3.8 34
Actuarial gains 6.9 15
Employer centributions 3.5 16
Employee contributions 0.8 07
Benefits paid (1.2} {1.6)
Closing fair value of plan assets 62.3 48.5

The major categories of plan assets as a % of total plan assets are as follows:

Years ended 31 December

2005 2004

% %
Equities 95.3 99.8
Fixed interest bonds 4.7 -
Cash - 0.2

The pension plan assets do notinclude any ordinary shares issued by Drax Group plc or ary property occupied by Drax Group plc.

The history of experience adjustments is as follows:

Years ended 31 December

2003 2004 2003 2002

£'m £m £m £'m

Defined benefit obligation {102.0) (85.0) 71.9) 60.8)
Plan assets 62.3 485 429 356
Deficit (44.7) (36.5) (29.09 (25.2)
Experience adjustments on plan liabilities {15.1) (76) 6.7) 20
Experience adjustments on plan assets 6.9 15 4.1 (12.0)

DEFINED CONTRIBUTION PLANS
Pension costs for the defined contribution scheme are as follows:

Years ended 31 December

2005 2004
£'m £m
Totalincluded in staff costs (note 29) 0.4 0.2

The Group expects to contribute £4.3 million to its pension plans during the 12 months ended 31 December 2006.

31.Capital and Other Financial Commitments

Asat 31 December

2005 2004

£'m £m

Contracts placed for future capital expenditure not provided in the Ainancial statements 19.1 0.3
Future commitrments 1o purchase coal 736.6 8809
Future commitments to sefl power 920.7 520.1

Certain of the future commitments 1o purchase coal are under variable priced contracts.
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32.Related Party Transactions

SUBSIDIARY COMPANIES

The principal Group subsidiary undertakings are disclosed in note 3 to the Company's separate financial statemenits which follow these consolidated
financial statements. Transactions between subsidiaries and between the holding comgany and its subsidiaries are eliminated on consolidation.

REMUNERATION OF KEY MANAGEMENT PERSONNEL

The remuneration of the directors, who are considered to be the key management personnel of the Group, is set out below in aggregate for each of the
categories specified in1AS 24 “Related Party Disclosures”. Further informaticn about the rermuneration of individual directors, together with the direciors'
interests in the share capital of Drax Group plcis provided in the audited part of the Remuneration Report on pages 34 to 41.

Years ended 31 December

2005 2004

£000 £000

Salaries and shert-term benefits 1,487 955
Jermination benefits 469 -
Aggregate emciuments 1,956 955
Aggregate amounts receivable underleng-term incentive schemes 6,906 -
Company contributions to money purchase pension schemes 159 38
9,021 993

Amounts receivable under long-term incentive schemes represent cash and share-based payments under the LTIP. The expense arising from share-based
paymentsincluded in the income statement and in the table above has been determined based on the fair value of the related Performance Share Awards
at the date of grant {note 21).

There were no other transactions with directors for the periods covered by these consolidated financial staternents.

33, Principal Subsidiaries

Alist of the significant investrnents in subsidiaries, including the name, country of incorporation and proportion of ownership interest is given in note 3 to
the Company's separate financial statements which follow these consolidated financial statements.

InPower Limited (Jersey), InPower 2 Limited (Jersey), NoteCo Limited {Jersey) and BondPower Limited (Jersey) were all incorporated in Jersey. Although not
subsidiaries of Drax Group ple, they have been consclidated in the financial staterents in accordance with SIC 12 “Consclidation - Special Purpose Entities”
on the basis that their sole purpose was to hoid the debt of the Group prier to the Refinancing and Listing on 15 December 2005.

34. Reconciliation of Net Assets and Profitunder UK GAAP to IFRS

The following tables show the impact of IFRS on the consolidated incorme statement and cash flow statements for the year ended 31 Decemnber 2004 as well
as theimpact on net assetsat 1 January 2002, being the Group's date of transition to IFRS, and 31 Decernber 2004.

CONSOLIDATED BALANCE SHEET AS AT 1JANUARY 2002

IAS 16
14512 1AS 19 Property,
ncome Employee plantand Total IFRS
UK GAAP taxes henefits equipment  adiustments IFRS
£ £m £m £m £m £
Non-current assets
Property, plant and equipment 11403 - - 8.2) 8.2 11321
Intangible assets 5834 - - - - 5834
Toetal non-current assets 1,723.7 - - (8.2) 8.2) 1,715.5
Current assets 317.5 - - - - 317.5
Currentliabilities {150.0) - - - - (150.0)
Non-current liabilities (1,387.1) (293.0) (7.3) 2.5 (297.8) (1,684.9)
Net assets 504.1 (293.0) (7.3) (5.7) (306.0) 198.1
Issued equity 4451 - - - - 445.]
Retained losses 59.0 (293.0) (7.3) (57) (306.0) (247.0)
Total shareholders’ equity 504.1 (293.0) (7.3) (5.7) {306.0) 198.1
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CONSOLIDATED BALANCE SHEET AS AT 31 DECEMBER 2004

IAS16 1AS38
1AS12 1A519 Property, Goodwill/
lncome Employee plantand |AS36 Total IFRS
UKGAAP taxes benefits eqguipment impairment  adjustments IFRS
£m 'm £'m £m £'m £m Fm
Non-current assets
Property, plant and equipment 10410 - -~ (12.4) A (3.3) 10377
Current assets 190.4 - - - - - 190.4
Current liabilities {275.6) - 1.5 - - 1.5 1274.1)
Non-current liabilities {1,102.2} {260.9) (26.0} 3.7 (2.7) (285.9) {1,388.1}
Net liabilities (146.4) {260.9) {24.5) (8.7} 6.4 (287.7) {434.1)
issued equity - - - - - - -
Share premium 0.5 - - - - - 05
tMerger reserve 4451 - - - - - 4451
Capital reserve 2935 - - - - - 2935
Retained losses {885.5) {260.9) (24.5) (8.7) 64 (287.7) (1173.2)
Total shareholders’ equity (146.4) {260.9) (24.5) (8.7) 6.4 (287.7) {434.1)
CONSOLIDATED INCOME STATEMENT FORTHE YEAR ENDED 31 DECEMBER 2004
1AS 16
14512 1AS 19 Praperty,
Reclass- Income Employee plantand Total IFRS
UK GAAP ification taxes benefits equipment  adjustments IFRS
£m m £'m £m £m £m £m
Revenue 549.3 74.8 - - - 74.8 6241
Fuel costs {3099) {74.8} - - - (74.8) (384.7)
Other operating expenses (184.6) - - 01 2.4 {2.3) {186.9)
Other income 25 - - - - - 25
Operating profit 57.3 - - 0.1 (2.4) (2.3) 55.0
Interest payable and sirnilar charges (101.2) - - - - - (101.2)
Intetest receivable 46 - - - - - 46
Lossbefore tax {39.3) - - 0.1 (2.4} {2.3) (41.6)
Tax credit 26.7 - 77 - 07 84 351
Loss forthe year (12.6) - 7.7 0.1 {1.7) 6.1 (6.5)
CONSOLIDATED CASH FLOW STATEMENT FOR THE YEAR ENDED 31 DECEMBER 2004
IAS 16
1A512 1AS 19 Praperty,
Income Employee plantand Total IFRS
UK GAAP taxes benefits equipment  agjustments IFRS
£'m £m £m £'m £m £
Loss for the year {12.6) 7.7 0.1 (1.7} 6.1 6.5}
Adjustments for;
Interest payable and similar charges 101.2 - - - - 101.2
Interest receivable {4.6) - - - - 46)
Tax credit {26.7) (7.7) - ©.7) 8.4} (35.1)
Depreciation 321 - - 09 09 330
Loss on disposal of property, plant and equiprment 0.5 -~ - 1.5 1.5 20
Operating cash flows before movements in working capital 89.9 - 0.1 - 03 90.0
Increase in inventories 6.8 - - - - 2.8)
Increase inreceivables 96) - - - - 6.8)
Increase in payables 1.0 - - - - 10
Increase in pensicns - - 14 - 14 14
Increase in provisions 04 - - - - 04
Cash generated from operations 71.9 - 1.5 - 1.5 73.4
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IAS 19 EMFLOYEE BENEFITS

Under IFRS, the Group applies 145 19. Under UK GAAP, the Group applied the
pravisions of SSAP 24 "Accaunting for Pensicn Costs” and also provided
detailed disclosures under FRS 17 “Retirement Benefits”. 145 19 follows a
balance sheet approach which is similar to that of FRS 17,

Undler 145 19, the pension scheme deficitin respect of the approved defined
benefit pension plan is recognised on the batance sheet. Theincome
staternent expense comprises the current service cost, the interest cost, the
expected return on any plan assets and the appropriate portion of any past
service costs. Actuarial gains and losses are recognised in full in the pericdin
which they arise in the statement of recognised Income and expenditure.

The Group has taken advaniage of the IFRS 1 exempticn allowing full
actuarial losses 1o be recognised at the date of transition.

The balance sheetimpact of the implementation of this policy is to
recognise an increased pension liability of £10.5 million in the Group's
opening IFRS balance sheet at 1 lanuary 2002 and an increased pension
liability of £36.5 million in the Group’s IFRS balance sheet as at 31 December
2004 (both before tax). During the year ended 31 Decemnber 2004

an additional amount of £0.1 million (before tax) was credited to the
income statement.

IFRS 2 SHARE-BASED PAYMENTS

Under IFRS, the Group applies IFRS 2. Under IFRS 2, a charge is required for all
share-based payments including share opticns. The charge in the income
statement is based on the fair value of the shares or options at grant date.
The charge to the incorne statement is recognised over the relevant vesting
periads, adjusted to reflect actual and expected levels of vesting. The fair
value of share-based payments under the Group's LTIP have been calculated
based on the implied fair value of the equity at the date of grant. Under UK
GAAP the incorne statement charge, if any, is based on the difference
between exercise price and the market price on the date of issue.

The Group has taken advantage of the IFRS 1 exernption ta only apply IFRS 2
to awards granted since Exposure Draft 2 was issued on 7 Novernber 2002
and which have not vested by 31 Decernber 2004,

1AS 16 PROPERTY, PLANT AND EQUIPMENT

Under IFRS, the Group applies 1AS 16. Under IAS 16 each significant part of an
itern of property, plant and equipment shouid be depreciated separately,
and the useful life, residual values and depreciation method used is required
1o be reviewed at least each financial year end, with any revisions in these
estimates being taken prospectively,
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Following a detailed exercise to review all estimated useful lives of the
individually significant items of plant and machinery, the Group identified a
number of items with estimated useful lives of less than the estimated life
of the station, This resulted in an adjustrnent of £8.2 million (before tax) to
reduce the net book value of property, plant and equipment in the Group’s
opening IFRS balance sheet at 1 January 2002, and additional depreciation
charges of £0.9 million per annum thereafter. The balance sheet impact at
31 December 2004 of the implementation of this policy is to reduce the
book value of property, plant and equiprnent by £12.4 million before tax.

1AS 12 INCOME TAXES

Under UK GAAP, deferred taxis provided based on timing differences
between accounting and taxable profits. Under IFRS deferred tax is required
1o be provided on all temporary differences between the book carrying
values of assets and liabilities and their related tax bases.

Following the acquisition of the power station frern National Power in

1999, for UK GAAP purposes the Group has treated differences between

the book value of non-qualifying tangible ixed assets and their tax bases

as permanent items for the purposes of deferred tax and accordingly, no
deferred tax liability has been recorded. Under 145 12, such differences are
treated as temporary timing differences and hence an additional deferred
tax liability of £293.0 million has been recorded in the Group’s opening IFRS
halance sheat asat 1 January 2002. To the extent that depreciation has been
charged in following years this deferred tax liability has reduced, with a
corresponding credit recognised in the tax charge in the income statement.

This provision does not affect the Group's underlying tax position nor give
rise to any expected future Tiabilities to pay tax.

IMPACT OF IRS 32 AND IAS 39

The Group has adopted IAS 32 and 1AS 39 from 1 January 2005.1AS 32

and IAS 39 set out the accounting rules surrounding the recognition,
measurement, disclosure and presentation of financial instruments. The
Group's accounting policies under1AS 32 and I1AS 39 will not be impacted
by the elements carved out of the EU endorsement, and hence will comply
in full with 1AS 39,

The most significantimpacts of adopting these standards are set out below:

Commodity contracts — The Group enters into short and medium term
forward electricity contracts for the sale of efectricity and the purchase of
coal and carbon emissions allowances. Due to the nature of some of these
contracts and the way they are managed, the own use exemption within
IAS 39 has only been applied to a limited number of them. Frorn 1 July 2005,
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the Group has putin place appropriate hedge accounting docurmentation
to enable it to achieve hedge accounting for a large proportion of its
commodity contracts. As a result, mark-to-market movernents on contracts
which are now considered to be effective hedges are recognised through
the hedge reserve. For the period from 1 January 2005 to 30 June 2005,
mark-to-market movements on these contracts were reflected directly in
the income statement, as approgriate hedge documentation had not been
put in place.

Interestrate swaps - The Group enters into interest rate swap
arrangements to hedge variable interest costs ondebt. from 1 July 2005,
the Group has putin place appropriate hedge accounting documentation
to enable it to achieve hedge accounting for these arrangements. As a
result, mark-to-market mavemnents on arrangements which are now
considered to be effective hedges are recognised through the hedge
reserve. For the period from 1 January 2005 to 30 June 2005,
mark-to-market movements on these contracts were reflected

directly in the income statement, as appropriate hedge

docurnentation had not been putinplace.

Embedded derivatives - |AS 39 requires that all embedded derivatives
are identified, and where relevant, separated from the host contract and
separately valued. The Group have completed a review of all contracts for
embedded derivatives and consider all embedded derivatives to be closely
related to the economic characteristics and risks of the host contract.

As such, no embedded derivatives have been separately valued.

CASH FLOW STATEMENT

The consolidated cash flow statement prepared in accordance with UK
GAAP (FRS 1 "Cash flow staternents (Revised)") presented substantially the
same information that is required under IFRS (1AS 7 *Cash flow statements”™).
However under IFRS there are differences with regard to the definition of
cash and cash equivalents and with regards to the classification of items
within the cash flow statement.

Under IFRS, cash and cash equivalents includes short-term deposits
which under UK GAAP were included within the management of
liquid resources category.
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Under UK GAAP. cash flows were reported under nine standard headings;
operating activities, dividends from joint ventures and associates, returns on
investments and servicing of finance, taxation, capital expenditure and
financial investrments, acguisitions and disposals, equity dividends paid,
management of fiquid resources and financing. Under IFRS the cash flows
are classified under three standard headings; operating activities, investing
activities and financing activities.

Income taxes paid or received in the period are classified as a part of
operating cash flows under IFRS, but were included in a separate category
of tax cash flow under UK GAAP.

RECLASSIFICATION

In the Group's historical financial staternents revenue has been recorded
net of bilateral power 'buy-backs’ (i.e. the cost of power purchased to
meet power sale commitrments), I addition, the Group’s activities in the
balancing mechanism have been included within revenue irespective
of whether the net result from those activities is income or expense.

in these consolidated financial statements, and in accordance with comman
industry practice, the Group has recorded a reclassification in each reporting
period ta reflect revenue and fuel costs for the total of bilateral power buy-
backs and any balancing mechanism net expense. Where the result from
the balancing mechanism is net incorne for the period, no reclassification
isrequired.

Annual Report and Accounts 2005




Accounts

Independent Auditors’

Report to the Company

We have audited the individual company financial statements of Drax
Group plc for the period ended 31 December 2005 which comprise the
balance sheet and the related notes 1 to 8. These individual company
financial statements have been prepared under the accounting policies
set out therein.

The corporate governance statement and the directors’ remuneration
report are included in the group annual report of Drax Group plc for the
yearended 31 December 2005, We have reported separately on the group
financial staterents of Drax Group ple for the year ended 31 December
2005 and on the information in the directors’ remuneraticn report that is
described as having been audited.

This reportis made solely to the company's members, as a bedy, in
accordance with section 235 of the Companies Act 1985, Our audit work has
been undertaken so that we might state to the company’s members those
matters we are required 1o state to them inan auditors’ 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 opinions we have formed,

Respective Responsibilities of Directors and Auditors

The directors’ responsibilities for preparing the annual repert and the
individual company financial statements in accordance with applicable law
and United Kingdom Accounting Standards {United Kingdom Generally
Accepted Accounting Practice) are set out in the statement of directors’
responsibilities.

Qurresponsibility is to audit the individual company financial statements
in accordance with relevant United Kingdom legal and regulatory
requirements and International Standards on Auditing (UK and Ireland).

We report to you our opinion as to whether the individual company financial
statements give a true and fair view in accordance with the relevant financial
reporting framewark and whether the individual company financial
statements have been properly prepared in accordance with the
Companies Act 1985. We report to you if, in our opinion, the directors’ report
is not consistent with the individual company financial statements. We also
report 1o you if the company has not kept proper accounting records, if we
have not received ali the infarmation and explanations we require for our
audit, or if information specified by law regarding directors’ remuneration
and other transactions is not disclosed.

We read the directors’ report and the other information contained inthe
annual report for the above year as described in the contents section and
consider the implications for our report if we become aware of any apparent
misstatements or material inconsistencies with the individual company
financial statements.
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Basis of Audit Opinion

We conducted our audit in accordance with International Standards on
Auditing (UK and Ireland} issued by the Auditing Practices Board, An audit
includes examination, on a test basis, of evidence relevant to the amounts
and disclosures in the individual company financial statements. It also
includes an assessment of the significant estimates and judgements made
by the directors in the preparation of the individual company financial
statements, and of whether the accounting policies are appropriate to the
company’s circumstances, consistently applied and adequately disclosed.

We planned and performed our audit 5o as to obtain all the information

and explanations which we considered necessary in order to provide us
with sufficient evidence 1o give reasonable assurance that the individual
cormpany financial statements are free from material misstatement, whether
caused by fraud or other irregularity or etror. In forming our opinion we also
evaluated the overall adequacy of the presentation of information in the
individual company financial statements.

Opinion

Inour cpinion:

+ theindividual company financial statements give a true and fair view,

¢ inaccordance with United Kingdom Generally Accepted Accounting
Practice, of the state of the company’s affairs as at 31 December 2005;
and

« theindividual company financial statements have been propetly
prepared in accordance with the Companies Act 1985.

) . - l/ . * r;
Pela e § 7 foucia LK
Deloitte & ToucheLLP

Chartered Accountants and Registered Auditors

Londen

7 March 2006
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Company Balance Sheet

Asat31 December

2005

Notes £000
Fixed assets
Investment in subsidiaries 3 461,368
Current assets
Cash at bank and in hand 4 50
Net current assets 50
Total assets less current Habilities 461,418
Creditors: Amounts falling due after more than one year
Redeemable shares 8 (50)
Netassets 461,368
Capital and reserves
Called-up share capital 5 40,693
Share premium account 6 420,675
Total equity shareholders’ funds 7 461,368

These financial statements were approved by the Board of directors on 7 March 2006.

Signed on behalf of the Board of directors.

T QA

Dorothy Thompson Gordon Boyd
Chief Executive Finance Director
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Notes to the Company Balance Sheet

1.Significant Accounting Policies
The separate financial statements of the Company are presented as required by the Companies Act 1985. They have been prepared under the historical
cost convention and in accordance with applicable United Kingdem Accounting Standards and law,

The principal accounting policies are summarised below. They have all been applied consistently since incorporation of the Company on
13 September 2005.

CASH FLOW STATEMENT

The cash flows of the Group are included in the consolidated cash flow staternents of Drax Group ple, whose accounts are publicly available. Accordingly, the
Company has taken advantage of the exemption under FRS 1 “Cash Flow Staternents” not to publish a cash flow statement.

RELATED PARTY TRANSACTIONS

The Company has taken advantage of the exempticn granted by paragraph 3(c) of FRS 8 "Related Party Disclosures” not to disclose transactions with other
groun companies.

FIXED ASSET INVESTMENTS
Fixed asset investments in subsidiaries are stated at cost less, where appropriate, provision for impairment,

2.Profitand Loss Account

As permitted by section 230 of the Comnpanies Act 1985, the Company has elected not to present its ewn profit and loss account for the year. The Company's
profit and loss account was approved by the Board on 7 March 2006, Brax Group plc reported a profit for the period ended 31 December 2005 of £nil,

The auditors' rernuneration for audit services to the Company was borne by a subsidiary undertaking,

The Company has no emplayees other than the directors, whose remuneration was borne by a subsidiary undertaking.

3.Fixed Asset Investments

Subsidiary
undertakings
£000
Cost
Additions 461,368
At31December 2005 461,368
As permitted by section 231 of the Companies Act 1985 the Company has elected to present only its principal subsidiary undertakings.
PRINCIPAL SUBSIDIARY UNDERTAKINGS
Country of Group
incorporationand Typeof effactive
Name and nature of business registration share  shareholding
Drax Finance Limited (holding company) England and Wales Ordinary 100%
Drax Group Limited (holding company)® Cayman Islands Ordinary 100%
Drax Intermediate Holdings Limited (holding company}* Cayman Islands Ordinary 100%
Drax Holdings Limited (holding company}* Cayman islands**  Ordinary 100%
Drax Electric Limited (holding company)* Cayman Islands Ordinary 100%
Drax Limited (holding company)* Cayman Islands Ordinary 100%
Drax Power Limited (power generation)* England and Wales Ordinary 100%
Drax Ouse Lirnited (dormant company)* England and Wales Ordinary 100%
Drax Investments Limited {investment companiy)® England and Wales Ordinary 100%

All subsidiary undertakings operate in their country of incorporation. Alf subsidiary undertakings have 31 December year ends, except as indicated below,

* Held byanintermediate subsidiary undertaking
** 30 December year end

InPower Limited (Jersey), InPower 2 Limited (Jersey), NoteCo Limited {Jersey} and BondPower Limited {ersey) were all incorporated in Jersey. Although not

subsidiaries of Drax Group ple, they have been included in the Group IFRS consolidated financial statements in accordance with SIC 12 "Consolidation -
Special Purpase Entities” on the basis that their sole purpose was 1o hold the debt of the Group prior to the Refinancing and Listing en 15 Decemnber 2005.
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Notes to the Company Balance Sheet
continued

4.Cash at Bank and InHand

Asat
31 December
2005
£°000
Cash atbankand in hand 50
5. Called-up Share Capital
Asatl
31 December
2005
£'000
Authorised
999,500,020 ordinary shares of £0.10 each 99,950
Issued and fully paid
A06,927661 ordinary shares of £0.10 each 40,693

The Company was incorporated on 13 September 2005 with an authorised share capital of £50,000, comprising 50,000 shares of £1 each. Two ordinary
shares were allotted, and fully paid, on incorporation.

Subsequently, on 20 October 2005, the shares were sub-divided into 500,000 shares of 10 pence each.

On 20 October 2005, the authorised share capital was increased from £50,000 1o £100,000,000 comprising 1,000,000,000 shares of 10 pence each, through
the creation of 999,500,000 ordinary shares.

The Company’s ordinary share capital was issued pursuant to the schemes of arrangement which implemented the Group's Refinancing and Listing on

15 December 2005. This included the issue of 124,164,221 ordinary shares to the holders of A2/A3 Debt (in order 1o settle that debt) and 282,763,440 ordinary
shares to the existing shareholders of Drax Group Limited {in exchange for those shares in Drax Group Limited). These transactions are described more fully
in note 16 and note 22 of the Group's consolidated financial statements.

6.Share Premium Account

The share premium of £420.7 million arose on Refinancing and Listing when the Group settled the remaining nominal value of A2/A3 debt, after deduction
of the A2 cash consideration, of £433.1 million in exchange for issuing ordinary shares in Drax Group plc with a nominal value of £12.4 million. This transaction
is described mare fully in note 16 and note 22 of the Group's consolidated financial staternents.

7. Analysis of Movements in Equity Shareholders’ Funds

Share capital  Share premium Total

£000 £000 £000

Share capital issued 40,693 420,675 461,368
At 31December 2005 40,693 420,675 461,368

8.Redeemable Shares
On 20 Cctober 2005, the Company authorised and issued 499,980 redeemable shares of 10 pence each to Drax Group Limited. These shares were
subsequently fully paid up prior to 31 December 2005.

The redeemable shares are not entitled to any dividend or surplus capital retusn over and above their share issue price of 10 pence. The shares are
redeernable at the option of both the Company and the holder and must be redeemed by 20 October 2030. As the shares do not entitle the holder to any
residual interestin the Company and are mandatorily redeernable, they are accounted for as debt in accordance with FRS 25 “Financial Instruments:
Disclosure and Presentation”.
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Shareholder Information

Group Financial Calendar for 2006
At the date of publication of this document, the following are the proposed key dates in the 2006 Ainanciat calendar:

Annual Genaral Meeting 12 May 2006
Trading statement June 2006
Announcement of unaudited six months' interimresults  September 2006
Trading staternent December 2006

Other significant dates, or amendments to the proposed dates above, will be posted on the Company's website as and when they become available.

Share Price
Shareholders can access the current share price of Drax Group ple ordinary shares on the Company’s website at www.draxgroup.pic.uk. During

Stock Exchange trading hours the price shown on the website is subject to a delay of approximately 15 minutes and outside trading hours itis the
last available price.

Company Share Registrar and Transfer Office

Shareholders who have a query regarding their sharehclding should contact the Company’s share registrars at Capita IRG Plc, The Registry, 34 Beckenham
Road, Beckenham, Kent 8R3 4TU or by telephone on 0870 162 3100 from within the UK, or +44 (0)20 8639 2342 from outside the UK. When contacting the
registrar it is advisalde to have the investor code to hand and quote Crax Group plc, as well as the name and address in which the shares are held.

Shareholder Profile
The categories of erdinary shareholders and the ranges and size of shareholdings as at 31 Cecemnber 2005 are set out below:

Analysis of shareholders No.of Shareholders % No.of Shares %
Private shareholders 207 52.94 7.536,383 1.85
Investrnent trusts 1 0.26 11,400 0.00
Nominee companies 158 40.41 260,239,378 63.96
Limited companies g 2.30 7018464 1.72
Bank and bank nominees H 281 53,313,527 1310
Other institutions 5 1.28 78,808,509 18.37
Total 3n 100,00 406,927,661 100.00
Range No. of Shareholders % No.of Shares %
1-5,000 174 44,50 288,673 007
5,001-10,000 30 767 187,361 0.05
10,001-100,000 82 2097 3,490,232 0.86
100,001-500,000 41 10.50 11,067,370 273
500,001-5,000,000 46 11.76 73,619,759 18.08
5,000,001 and above 18 460 318,244,266 78.21
Total 391 100,00 406,927,661 100.00
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