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Some of the statements cantained herein are forward looking staterments about the company’s strategic plans. Although
the company believes that the expectations reflected in such statements are reasonable, the statements are not
guarantees as to future performance and undue reliance should not be placed on them.




SP DISTRIBUTION PLC (formerly SP DISTRIBUTION LIMITED)
STRATEGIC REPORT

The directors present an overview of SP Distribution plc’s structure, 2014 performance, strategic objectives and plans.

On 31 October 2013 the company registered as a public company and consequently changed its name from SP
Distribution Limited ta SP Distribution ple.

STRATEGIC QUTLOOK

The principal activity of SP Distribution plc {“the company”), registered company number SC189125, is the ownership of
the electricity distribution network within the Central and Southern Scotland area. The network is used to distribute
electricity, which has been transmitted to grid supply points, for electricity supply companies for onward sales to their
customers, The company will continue with this activity for the foreseeable future.

The ultimate parent of the company is Iberdrola S.A. ("Iberdrola"} which is listed on the Madrid stock exchange and the
immediate parent of the company is Scottish Power Energy Networks Holdings Limited (“SPENH"). Scottish Power
Limited and its subsidiarias (“ScottishPower”), the United Kingdom (“UK”) operations of Iberdrola, operate on divisional
lines and the activities of the company fall within the Energy Networks division ("Energy Networks").

Energy Networks owns three regulated electricity network businesses in the UK. The company and fellow subsidiary
companies, SP Manweb plc and $P Transmission plc, are the “asset-owner companies” within Energy Networks holding
the regulated assets and Electricity Distribution and Transmission licences of ScottishPower and are regulated
monopolies. They own and operate the network of cables and power lines transporting electricity to around 3.5 million
connected customers in the South of Scotland, Cheshire, Merseyside, North Shropshire and North Wales. [n addition, a
further unregulated business, SP Power Systems Limited (“SPPS”), provides asset management expertise and conducts
the day-to-day operation of the networks.

The asset-owner companies act as an integrated business unit to concentrate expertise on regulatory and investment
strategy and SPPS implements work programmes commissioned by and agreed with the asset-owner businesses. Strict
commercial disciplines are applied at the asset-owner service provider interface with SPPS operating as a contractor to
the distribution and transmission businesses.

The company is a Distribution Network Operatar ("DNO"), The electricity distribution networks are regianal grids that
transport electricity at a lower voltage from the national grids to industrial, commercial and domestic users,

The company is governed by The Office of Gas and Electricity Markets (“Ofgem”) via regulatory price controls. The
primary objective of regulation of the electricity industry is the promotion of competition, while ensuring that demand
can be met and companies are able to finance their activities. However, it is recognised that the development of
competitive markets is not appropriate in the distribution of electricity. Regulatory controls are therefore deemed
necessary to protect customers and the electricity distribution business is subject to price controls which restrict the
average amount, or total amount, charged for a bundle of services.

Distribution licence holders are required, amongst other duties, to develop and maintain an efficient, co-ordinated and
economical system of electricity distribution and to offer terms for connection to, and use of, its distribution system ona
non-discriminatory basis, in order to ensure competition in the supply and generation of electricity. The company Is
licensed to distribute electricity within its service area on behalf of all suppliers whose customers are within the area.
Charges for distribution are made to various suppliers as appropriate.

To date prices have been controlled according to a five-year formula known as RPI-X, The regulator assesses the costs of
an efficient network operator and the likely capital programmae in order to calculate the return needed to meet a target
return on capltal. Varlous Incentives have been added to the formula that also takes account of the Retail Prices Index
{(“RPI"} and any projected efficiency improvements (-X} in order to calculate the permissible revenues for the network.

The RPI-X framework is being replaced by the new RIIO framework (Revenue = Incentives + Innovation + Outputs). RIIO is
similar to RPI-X, but there are several important changes. These changes are to be applied over the next price reviews
which will introduce regulatory periods of eight years (with a limited revision after four years), using a market index for
setting the debt cost, and the introduction for electricity of an asset depreciation period of 45 years, replacing the 20
year period used under RPI-X. Under the RO framework, there will he a much greater emphasis on network companies
nlaying a full role in developing a sustainable energy sector and delivering services that provide value for money for
customers. A key feature is agreement on the set of outputs that companies will be expected to deliver as part of the
framework.




SP DISTRIBUTION PLC (formerly SP DISTRIBUTION LIMITED)
STRATEGIC REPORT continued

STRATEGIC OUTLOCK continued
The company currently operates in accordance with Ofgem Electricity Distribution Price Control Review 5 {"DPCRS”),
which applies from 1 April 2010 to 31 March 2015.

The main incentive schemes operated by Ofgem in DPCRS focus on:
e Efficiency
e Quality of Supply including:
- number of interruptions to customers’ supplies;
- length of those interruptions;
- quality of telephone response to customers;
*  Network losses;
s Network outputs {e.g. volumes of assets replaced/refurbished, network capacity delivered); and
e Broad measure of customer satisfaction.

Under the first four schemes, the company is rewarded or penalised depending upon its performance against pre-
specified targets, which the company believes it will outperform and earn financial rewards in DPCRS. For customer
satisfaction the incentive is dependent upon the relative perfortmance against other DNOs,

The key strategies for the company until the end of DPCR5 and heyond are therefore to:

¢ ensure public safety and the safety of employees;

o deliver improved customer service through more efficient processes, systems and higher first-time resolution;

¢ deliver value for money to customers through improved security of supply and network performance;

¢ maximise the financial benefit to be obtained from the available incentivas to deliver returns at, or in excess of,
allowed regulated returns; and

* achieve Investor objectives on sustainable returns on investment,

A new price control within the RItO framework will run from 1 April 2015 to 31 March 2023. The company submitted its
business plan to Ofgem in March 2014 and the outcome is expected to be announced by Ofgem in November 2014,

OPERATIONAL PERFORMANCE
Business activities

In accordance with Distribution Licence Condition 44 {Regulatory Accounts) the following details are provided for the
pr gp_r' ed distribution business activities;

Revenue*
Procurements*

Staff costs™®
Qutside services*

0 13

*  As presented within the income statement on page 20.
** As presented within Note 5 on page 27.




SP DISTRIBUTION PLC {(formerly SP DISTRIBUTICN LIMITED)
STRATEGIC REPORT continued

OPERATIONAL PERFORMANCE continued
The financial position of the company at the Regulatory year end was satisfactory. The majority of revenue generated by
the company is subject to regulation by the Gas and Electricity Markets Authority ("GEMA”).

The company's profit from operations was £167.4 million, a decrease of £38.3 million compared to the prior year, and
net profit was £127.5 million, a decrease of £25.2 million compared to the prior year.

Revenue and Procurements were broadly in line with prior year.

Qutside services have increased primarily as a result of a revised methodology for allocating indirect costs which became
effective from 1 January 2013, thus recognising a twelve month impact of £25.0 million in the current year compared to
a three month impact in the prior year of £4,3 million.

Other operating income is broadly in [fne with prior year.

Taxes other than income tax have decreased as a result of a rates refund in 2013, following a resolution of a negotiation
with the Scottish Assessors Association on historical property taxes.

Depreciation and amortisation charge, allowances and provisions has increased due to three factors; Firstly, a revision
to the estimated usefu! life of underground cables to 40 years which was effective from 1 January 2013. The impact of
this has been a net increase of £6.0 million with a recognition of a twelve month depreciation charge of £14.4 million in
the current year, compared to only a three month impact in the prior year of £8.4 million. Secondly, depreciation charges
increased by £2.7 million as a result of ongoing capital additions being brought into use in the year, increasing the cost
base for depreciation. Lastly, asset write-offs increased hy £2.3 million driven by an increase in the volume of
modernisation investment,

Net finance costs were higher mainly due to the impact of a full year's interest charge on group loan balance with SPUK
compared to three month’s charge in the prior year.

The income tax expense has decreased compared with the prior year due to a decrease in profits and the impact of
reducing corporation fax rates.

Overall, the directors are satisfied with the leve! of business and the year-end financial position.

Net capital investment
ScottishPower's investment strategy is to drive the growth and development of its regulated businesses through a
balanced programme of capital investment.

Net capital investment for the year was £152.6 million {2013 £146.3 million} consisting of fixed asset additions of £199.9
million (2013 £219.0 million) less capital contributions received of £47.3 million (2013 £72.7 million). Property, plant and
equipment additions in relation to growth of the network amounted to £62.6 million (2013 £94.1 million) less capital
cantributions of £47.3 million (2013 £72.7 million). This investment delivers new connections to the distribution network
and increases in network capacity. Property, plant and equipment additions in relation to modernisation of the network
to maintain safety, security and reliability of supplies, amounted to £137.3 million {2013 £124.9 million). The scale of
investment is consistent with the five-year price review period allowed capital expenditure programme.

The tables below provide key non-financial information relating to the company’s operational assets and operational
performance during the year ended 31 March 2014:
31 March

Opet : : : Note 0 miii9044 ( 3
Franchise area (km?) 22,950 22,950
System maximum demand (MW} {2 3,426 3,673
Distributed energy (GWh} 18,943 19,537
Length of overhead lines {clrcuit km} 19,389 19,478
Length of underground cables {circaitkm) . _ 38,588 38,334

{a) System maximum demand values have been finalised with National Grid at 3,673 megawatts (“MW”) for the Regulatory year to 31 March 2013,
For the Regulatory year to 31 March 2014, systern maximum demand is based on the information available at 23 May 2014, and will finalised with
National Grid later in the year.




SP DISTRIBUTION PLC (formerly SP DISTRIBUTION LIMITED)
STRATEGIC REPORT continued

OPERATIONAL PERFORMANCE continued

Ofgem requires all licensees aperating electricity distribution systems to report annually on their performance. Statistics
remnain provisional until they are audited and subsequently published by Ofgem. Consequently, the provisional statistics
contained in the table below may differ to the statistics published by Ofgem. The company expects the 2013/14

: .V.éar ended

EEER AT e e 31 March

Operatlonal performance 2014

Quality of service

Customer minutes lost {"CML"} &) 43.8 59.5 45.7 61.5
Customer interruptions {"Ci") {b) 53.1 60,1 51.6 60.1
Average time off supply {minutes) 83 99 89 102
Electricity supply available 99.99% 99.99% 99.99% 99,99%
Customer performance

Broader customer service measure {c} 8.3 8.3 7.8 8.3
Energy ombudsman {customer complaints) @ 7 s 8 LT

(a) CMLisreported as the average number of minutes that a custamer is without power during a year due to power cuts which fast for three minutes
ar more,

(b} Clare reported as the number of customers, per 100 custemers, that are affected during the year by powar cuts which last three minutes or more.

{c} The broader customer service measure consists of three components: a customer satisfaction survey, complaints metric and stakeholder
engagement. Attached to the measure are financlal rewards and penalties related to Distribution Network Operater {“DNQ”) performance.

{d} The Energy Ombudsman Services, an independent bady, monitors and adjudicates complaint cases.

Underlying CML and €I, quoted in the table above, are key statistics, which measure the reliability and security of supply
typically provided to customers. The company is focused on minimising CML and Cl to out-perform the System
Performance (IIS) targets agreed with Ofgem,.

During 2013/14 the supply of energy to customers was disrupted by three major storm events which met Ofgem’s
‘exceptional event’ exclusion criterion; a lightning storm in July 2013, and two wind and gale storms in December 2013,
The underlying CML and Ci are estimated at 43.8 and 53.1 respectively for year to 31 March 2014, These values will be
validated and confirmed by Ofgem in their final direction in relation to the 2013/14 storm events, due to be published In
December 2014, During 2012/13 there were two exceptional storm events.

The ‘broader customer service measure’ combines the results of a detailed customer satisfaction survey, complaints and
stakeholder engagement. For the 2013/14 regulatory year there has been an improvement on the previous year's
performance; the company was ranked 7th out of 14 DNO’s with an overall score of 8.3 out of 10. The mean score for
the industry (8.34} sets the threshold for DNO penalty or reward. The penalty for the company’s performance is £0.3
million; however this excludes the complaints component, which will not be known unti later in 2014,

During the course of the year £15.0 milllon was invested ta refurbish or rebuild the overhead fine network. In addition
£4.0 million was invested in tree cutting activities. Both of these investments have contributed significantly to improving
performance of distribution assets during storms.

The long-term safety and reliability of the company’s electricity distribution networks and their impact on customers are
key business priorities. Whilst warking to improve reliability and restoration, the networks are desighed and operated in
a way that ensures the safety of the public and employees, with minimal number and duration of supply interruptions.




SP DISTRIBUTION PLC {formerly SP DISTRIBUTION LIMITED)
STRATEGIC REPORT continued

PROJECTS

Network growth

During the year a number of projects were undertaken by the company to facilitate new demand and generation
connections and to improve the overall condition, performance and resilience of the distrtbution network.

Ten major customer-related projects were undertaken hy the company to facilitate new demand and generation
connactions. These projects involved extending the network by approximately 60km of underground cable and adding
nine new 33kV substations to the network. The projects included wind farm connections for generation at eight sites;
Glaxo Smithkline {Irvine), Barlockhart (Glenluce), Torrance (Bathgate), Blantyre Muir {Hamilton), Calder Water (East
Kilbride), Nutberry {Douglas}, West Browncastle {East Kilbride) and Carscreugh {Glenluce). Additionally sites at Samsting
{Leven) and Hunterston (Largs) were installed as full generation connections: however these sites are utilised as test sites
for research into offshore wind turbines.

As well as these major projects the company continues to support local authority and private developers’ enquiries
through the provision of new electrical connections, network alterations and, In conjunction with key stakeholders,
connection of new generation plant to the network.

The company continues to reinforce the electricity network to support underlying foad growth and address local Issues.
Major reinforcement projects at Armadale, Ayr and Netherdale were completed in 2013/14 and a number of projects will
camplete later in 2014 at Dumbarton and Castandhill. New projects commenced during the year at Finneston, Kaimes
and Telford Road.

Reinforcement projects to address specific fault-level issues continued at Kilmarnock, Port Dundas, Elderslie, Giffnock
and Sighthill, and are scheduled for comptetion during 2014/15.

Asset modernisation

A major replacement of transmission infrastructure at Dewar Place near the financial centre of Edinburgh has continued,
necessitating extensive replacement of distribution switchgear, transformers and cables. Replacement of 33kV
switchgear was completed at Devol Moor, Strathaven and Wishaw during the year and work is ongoing to replace 33kV
switchgear at East Kilbride South, Westfield and Bonnybridge.

Replacement of 33kV transformers was also completed at Girvan, Irvine, Kelliehank, Menstrie Moffat and Sauchie during
the year. Over 275 poor condition and ohsolete ring main units and multi-panel boards were replaced with modern
switchgear as part of the wider modernisation of distribution substations.

In addition to performance and reliability benefits from modern switchgear, there are environmental improvements
through reduced use of oil as an insulating medium. These substation sites can facilitate remote-control switching from
the Operational Control Centre that will further improve system performance and customer service,

In order to protect the long-term integrity of the electrical assets a major civil infrastructure programme has continued
and involves refurbishment of foundatfons, support structures and buildings,

The company’s extensive modernisation of Internal mains low-voltage service cables In local authority residential
accommodation has continued through 2013/14. This work will continue far the foreseeable future to modernise the
main electrical infrastructure in all local authority housing stock.

The company continues to madernise its extensive overhead line network in order to improve condition and resilience to
abnormal weather events. Major overhead line projects involving the complete rebuild of 33kV overhead line circuits
between Stranraer and Barrhill was completed in 2013/14. Further work to replace 33kV overhead line circuits out of
Newton Stewart, Redhouse and Larkhall have commenced and will be completed during 2014/15. In order to
complement these full rebulld projects and further improve the performance and reliability of the overhead fine
network, the extensive overhead line refurbishment programme initiated In 2010 wilt continue until at [east 2030.

On the low voltage overhead line network, the low ground clearance programime continues, with the removal of over
7900 clearance defects. This programme will continue throughout the foreseeable future and into RIIO.




SP DISTRIBUTION PLC {formerly SP DISTRIBUTION LIMITED)
STRATEGIC REPORT continued

LIQUIDITY AND CASH MANAGEMENT

Cash and net debt

Net cash flows from operating activities decreased by £85.1 million to £244.3 million for the year, as shown an page 22.
As detailed in the table below, net debt increased by £83.3 million to £903.9 million. This was primarily due to the
decrease in the on demand loan receivahle from Scottish Power UK plc (“SPUK").

2014 -

Analysls of net debt

Cash and short term deposits {a) 9.5 31
Receivables due from Iberdrola group companies - loans {b) 8.1 975

Loans payable to [berdrola group companies o _ @ {921.5)  {921.2)
' e S R ©(903.9) 1 (820.6)

{a} As detalled on the balance sheet, refer to page 19.
{b} Loans due from Iberdrola group companies, refer to Note 9 an page 29,
{c) Loans with Iberdrola group companies, refer to Note 14 on page 31,

Capital and debt structure

The company is funded by a combination of debt and equity in accordance with the directors' objectives of establishing
an appropriately funded business consistent with the requirements of the Utilities Act 2000 and the objectives of the
Iberdrala group. All the equity is held by the company’s immediate parent undertaking, SPENH. Treasury services are
provided by Scattish Power Limited (“SPL”). ScottishPower has a risk policy within treasury and financing which is
designed to ensure that the company’s exposure to variability of cash flows and asset values due to fluctuations in
market interest rates and exchange rates are minimised and managed at acceptable risk levels. Further details of the
treasury and interest policy for ScottishPower and how it manages them is included in Note 4 of the most recent Annual
Report and Accounts of SPL.

As part of the exercise to achieve legal separation of the business of SPUK pursuant to the provisions of the Utilities Act
2000, the company and other subsidiary companies of SPUK were each required to jointly provide guarantees to external
lenders of SPUK for debt existing in that company at 1 October 2001,

Liquidity and maintenance of investment grade credit rating _

The directors confirm that the company remains a going concern on the basis of its future cash flow forecasts and that it
has sufficient working capital for present requirements. It is anticipated that the company will continue to have a levei of
tiquidity at least sufficient to maintain an Investment grade credit rating. The directors consider that sufficient funding
will be made available to the company to continue operations and to meet liabilities as they fall due. Further details of
the going concern considerations made by the directors of the company are set out in Note 28,

HEALTH AND SAFETY

Energy Networks is compliant with relevant health and safety legisfation, such as The Health and Safety at Work Act
1974, The Electricity, Safety, Quality and Continuity Regulations ("ESQCR”) 2002 and the Electricity at Work Regulations
1989, Further, Energy Networks’ management systems are independently externally assessed and certificated to the
latest international standards, notably Occupational Health and Safety Advisory Services standard 18001 ("OHSAS
18001") .

Compliance with the above legislation is considered the minimum requirement, with the ultimate aim being zero harm to
our employees, contractors and members of the public. Energy Networks is considered an industry feader in public safety
through its behaviours, investments in operational integrity and comprehensive public safety education programmes.

Energy Networks strive for continuous improvement and this is illustrated again by both internal and external
management system assessments returning positive findings. The commitment to promptly investigate incidents to
identify root causes remains steadfast and is given the highest priority with a Panel of Inquiry established whenever
there is a significant incident. In addition to a focus on safety, Energy Networks aims to put the “health” into health and
safety, introducing robust risk based health surveillance programmes for employees together with more general well-
being initiatives.

Energy Networks works closely with the industry trade body, the Energy Networks Association, to ensure that good
practice Is shared and Innovation Is promoted.
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HEALTH AND SAFETY continued
The table below provides key mformatlon relating to performance of Energy Networks wath regard to health and safety

E ; B g Notes : i &L

Total recordable incident rate (@) 0.22 0.50
Total Incident rate (b) i7.4 23.6
Lost time accidents 5 5
Occupational health monitoring {c} 94% 90%
Audit and Inspection programine completion » e 102% _95%

{a} Total recordable incident rate is the summation of any incldents, be thev [ost time, medical treatment or Ieadrng to some wark restriction per
100,000 hours worked. There has been recognised continuous improvement year on year,

{b)  Total incident rate is the summation of all Injury related incidents {lost time, medical treatment, first aid and accident book reported incldents)
per 1,000 employees. This has seen a year an year Improvement over the past three years.

{c) Occupational health monitoring is a measure of how Energy Networks meats its planned ferecasts for those staff assessed as at risk.

{d) Audit and inspectlon programme completion Is the measurement of Energy Networks' planned internal management system audits and
compliance inspections, both against Energy Networks' own staff and its contracting partners, The number of audits and Inspections actually
carried out In the year ended 31 March 2014 exceeded the planned number.

During the year there was a continued focus on employee involvement in health and safety with “Safety Stand-Downs”
held covering specific issues that are topical. The stand-downs provide a forum for ralsing awareness and to allow
employees to apenly debate and improve areas by focusing on changing behaviours. Public safety information and
education promotion has continued through a mixture of internet, community and schools teaching programmes.

PRINCIPAL RISKS AND RISK MANAGEMENT ACTIVITIES

ScottishPower's strategy, which is adopted by the company, is to conduct business in a manner benefiting customers
through balancing cost and risk while delivering sharehaolder value and protecting ScottishPower's performance and
reputation by prudently managing the risks inherent in the business. To maintain this strategic direction ScottishPower
develops and Implements risk management policies and procedures, and promotes a robust control environment at all
levels of the organisation.

Risks relating to the company's business

The principal risks and uncertainties of ScottishPower, and so that of the company, which may impact the current and

future operational and frnancraE perfor ance nageme_m_of these risks are described below:

RISK AR ’ .

majer health end safetv |nr:|dent in the course of ScottsshPower s Health and Safeiv functlon provides speaahst ser\nces and

perations could impact staff, contractars, communities or support for the businesses in relation to health and safety. A

e environment. “comprehensive framework of health and safety policy and procedures,
“alongside audit programmas, is established throughout ScottishPower,
‘which aim te ensure nat only continuing legal compliance but also drive

itowards best practice in all levels of its health and safety. :

Posrtlve and transparent engagement with all appropnate stakeholders to
ensure that long-term regulatory stability and political consensus is
malntained and necessary public backing is secured for much needed
iinvestment in the UK energy system.

iMaterial deterioration in the reletivei\r's‘te'bleﬂe'ﬁ'd o
;ﬁpredictab]e UK regulatory and political environment,
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PRINCIPAL RISKS AND RISK MANAGEMENT ACTIVITIES continued
The principal risks and uncertainties of the Energy Networks business, and so that of the company, which may impact the
current and future operational and financial performance and the management of these risks escribed below:

SLe - RESPONSE o B
Regulatory uncertainty over future distribution cash flows “Mitigating actions Include engaging constructively with the regulator;
until RIO-EDY price control is concluded in 2014/15. “participation in all warking groups, use of a dedicated team of internal staff

‘and external advisors warking an the business plan; strong executive

’ oversight; and a manager appointed to improve stakeholder engagement.
The business plan was submitted in March 2014 with final proposals fram
-Ofgem expected in November 2014,

Failure to deliver the Distribution outputs agreed with the “Mitigating actions inﬁiﬁﬂé fbl"'mt'J'l'éti'né detailed investment, resource,

regulator in the current price contral. ‘outage and contingency plans supported by an extensive procurement
fstrateg\n Good communication and co-ordination of activities across the
Ebusiness is integral to success, complemented by a comprehensive
f%monitorlng regime that provides early warning of potential issues,

Other factors affecting financial performance include economic growth and downturns, and abnormal weather, both of
which impact revenues, cash flows and investment.

During the year to 31 March 2014 the ScottishPower governance structure was supported by risk policies approved by
the Board of Directors of Iberdrola and adopted by the Board of Directors of Scottish Power Limited {“the ScottishPower
Board”). Further information is provided in the ‘Identification and evaluation of risks and control objectives’ section of
the Corporate Governance Statement on page 14.

The company manages flnanclal risk exposure in three key areas: revenue risk, treasury management and credit risk.

{a) Revenue risk
The majority of the revenue generated by the company is subject to regulation by GEMA. Regulatory controls include
price controls which restrict the average amount, or total amount, charged for a bundle of services.

{b) Treasury managemaent

The company is exposed to various financial risks including liquidity risk, interest rate risk and foreign exchange risk.
Treasury services are provided by SPL, a UK parent company. Liquidity risk is managed by iberdrola Group Treasury,
which is responsible for arranging banking facilities on behalf of ScottishPower. ScottishPower’s financing structure is
determined by its position in the wider Iberdrofa group and interest rate risk managed on an tberdrola group wide basis.
Exposure to fluctuating interest rates is managed by issuing a proportion of debt at fixed rates, refinancing risk Is
managed hy issuing debt with various maturity dates. Foreign exchange risk in relation to procurement contracts is
managed through use of foreign exchange forward contracts

{c) Creditrisk

The company has credit guidelines to mitigate against credit risk. The company employs specific eligibility criteria in
determining appropriate limits for each prospective counterparty and supplements this with letters of credit and
collateral where appropriate. Credit exposures are then monftored on a daily basis.

Insurance

For the year ended 31 March 2014, the company's main insurance strategy was to procure cover from external insurance
markets. The company conducts periodic reviews of the business requirements and evaluates alternative risk mitigation
strategies to ensure that the most effective and economic cover is secured.

ON BEHALF OF THE BOARD

p s

Scott Mathieson
Director
26 June 2014




SP DISTRIBUTION PLC {formerly SP DISTRIBUTION LIMITED)
DIRECTORS' REPORT

The directors present their report and audited Regulatory Accounts for the regulatory year ended 31 March 2014.

INFORMATION CONTAINED WITHIN THE STRATEGIC REPORT
The directors have chosen to disclose infarmation on the following, required by Companies Act 2006 to be included in
the Directors’ Report, within the Strategic Report, found on pages 1 to 8:

+ information on financial risk management and policies; and
¢ information regarding future developments of the business.

RESULTS AND DIVIDENDS

The net profit for the year amounted to £127.5 million (2013 £152.7 million). The aggregate dividends paid during the
year amoaunted to £68.0 million (2013 £468.0 million). On 7 May 2014 an interim dividend of £44.0 million was approved
by the SP Distribution board and subsequently paid on 21 May 2014.

ENVIRONMENTAL REGULATION

Throughout its operations, ScottishPower strives ta meet, or exceed, relevant legislative and regulatory environmental
requirements and codes of practice. A more extensive description of how the ScottishPower group addresses
environmental requirements can be found in the most recent Annual Report and Accounts of SPL.

Details of the environmental strategy specific to Energy Networks can be found in the business plan within the ‘Serving
Our Customers’ section of www.spenergynetworks.co.uk. Further environmental information and documents specific to
Energy Networks are available at www.scottishpower.com/pagesfother_documents.asp.

EMPLOYEES

Employment regulation

ScottishPower has well-defined policies in place throughout its businesses to ensure compliance with applicable laws and
related codes of practice, These palicies cover a wide range of employment issues such as disciplinary action, grievance,
harassment, discrimination, stress, anti-bribery and ‘whistle-blowing’ and have been brought together in the Code of
Ethics of Iberdrola and its group of companies {which also outlines expectations for employees’ canduct).

Employee consultation

Regular consultation takes place on key business initiatives or Tssues raised by employees using a variety of means,
including monthly team meetings, team managers’ conferences, business unit road shows, safety committees,
presentations and employee magazines. In addition, work on employee engagement is paying dividends with another
strong year in terms of “Loop Survey”! resuits. In 2013/14, ScottishPower’s focus was taking action based on the outputs
of this survey as well as embedding some elements of “The Deal”’, ScottishPower believes that an important element of
a positive working experience is stable employee and industrial relations; it recognises the legitimacy of trade union
involvement and has formal agreements in place to foster open, two-way communication and consultation. Positive
relationships and ongoing lialson with employees and their representatives are seen as contributing significantly to
achieving the performance objectives of the businesses.

Equal opportunities

ScottishPower is committed to equal opportunities for all, irrespective of age, disability, gender reassignment, race,
religion or belief, sex, sexual orlentation, marriage and civil partnership, pregnancy and maternity or ather
considerations that do not affect a person’s ability to perform their job. Further details of group workplace policy and
performance can be found in the ‘Corporate Governance’ section of www.scottishpower.com.

Employment of disabled persons

In support of the policy on Equal Opportunities (above), ScottishPower expects all employees to be treated with respect
and has a policy on People with disabilities to help ensure equality of employment opportunity for people with
disabilities. The aim of the policy Is to establish working conditions which encourage the full participation of people with
disabilities, which may be achieved through activities such as: making adjustments and/or adaptations to premises;
enabling access to the full range of recruitment and career opportunities including the provision of specialist training;
and the retention of existing staff who are affected by disability, through rehabilitation, training and reassignment.
ScottishPower also works with support organisations, such as Business Disability Forum, which provide support, guidance
and sharing of best practice to enable companies to become disability confident.

The “Loop Survey” and “The Deal” are internal employee relations initiatives.




SP DISTRIBUTION PLC {formerly SP DISTRIBUTION LIMITED}
DIRECTORS' REPORT continued

EMPLOYEES continued

Positive about disabled people - double tick acereditation

ScottishPower Is a disability positive organisation and in April 2013 was re-accredited and retained the double tick
symbol, which recognises the positive actlon and good practices the organisation has continuously adopted to ensure the
required commitments to good employment practice specified by Jobcentre Plus are being met in areas such as
recruitment and selection, career development, consultation, retention and redeployment of disabled people.

COMMUNITY RELATIONSHIPS

Community relationships

Building the trust of communities has been part of ScottishPower’s core values for many years. ScottishPower has a
significant presence in many communities — with power stations and substations, offices and overhead lines, along with
meters in several million homes and businesses. It aims to conduct its activities responsibly, in a way that is considerate
to local communities and makes a positive contribution to society.

Community consultation

ScottishPower engages with communities across its operations, where new and modernising developments are planned.
The key areas where ScottishPower’s business impacts upon the community include the siting of new facilities, the
presence of distribution and transmission lines and routine maintenance and upkeep work. ScottishPower takes a
proactive approach to providing good information from pre-planning through to construction. It maintains strong
relationships with local communities by working with community groups, elected representatives, interest groups and
individuals ensuring that those affected by the work are aware of what's happening in their area in advance, allowing
communities to have their say.

A variety of methads of consultation are used to keep in touch with the needs and concerns of the communities
potentially affected. ScottishPower's community consultation processes include representation at community meetings,
presentations and forums. ScottishPower's power stations host visits from community groups, maintain a number of
visitar centres and run Locat Liaison Committees which provide a forum for discussion between local management teams
and community representatives,

Many of ScottishPower’s assets, such as pylons, are situated on land not owned by ScottishPower, therefore it is
important that effective policies are in place to ensure that the safety and integrity of the plant is maintained, while
respecting the needs of the landewner, the local community and the general public. Energy Networks and those working
on its behalf adhere to a Grantors Charter which sets out guidance of commitment to grantors and has been prepared in
consultation with key stakeholders,

POLITICAL DONATIONS AND EXPENDITURE

ScottishPower is a politically neutral organisation. It is subject to the Political Parties, Elections and Referendums Act
2000, which defines political “donations” and “expenditure” in wider terms than would be commonly understood by
these phrases. During the year ended 31 March 2014, ScottishPower paid a total of £20,000 for the sponsorship of
conferences and events — activities which may be regarded as falling within the terms of the Act.

The recipients of these payments were:
* The Conservative Party £7,000

+ The Labour Party £7,000

¢ The Scottish National Party £6,000

These occasions provide an important opportunity for ScottishPower to represent its views on a non-partisan basis to
politicians from across the political spectrum. The payments do not indicate support far any particular party.

DIRECTORS
The directors who held office during the year were as follows:

Scott Mathieson

Frank Mitchel

Dame Denise Holt {appointed 31 March 2014 and resigned 24 June 2014)
Professor Sir James McDonald (appointed 31 March 2014)
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SP DISTRIBUTION PLC {formerly SP DISTRIBUTION LIMITED)
DIRECTORS’ REPORT continued

DISCLOSURE OF INFORMATION TO AUDITORS
Each of the directors in office as at the date of this Directors’ Report and Accounts confirms that:

e 5o far as he or she is aware, there is no relevant audit information of which the company’s auditor is unaware;
and

¢ he or she has taken all the steps that he or she ought to have taken as a directar in order to make himself or
herself aware of any relevant audit information and to establish that the company’s auditor are aware of that
information.

This confirmation is given and should be interpreted in accordance with the provisions of Section 418 of the Companies
Act 2006,

AUDITOR
Ernst & Young LLP were re-appointed as auditor of the company for the year ended 31 March 2014,

ON BEHALF OF THE BOARD

Scott Mathieson
Director
26 June 2014
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SP DISTRIBUTION PLC {formerly SP DISTRIBUTION LIMITED)
CORPORATE GOVERNANCE STATEMENT

The ultimate parent company Is Iberdrola S.A. which is listed on the Madrid stock exchange.

As a guiding principle, the company adopts the principles and rules contained in the most widely recognised good
governance recommendations and, in particular, has taken as reference the Uniform Good Governance Code for Listed
Companies approved by the National Securities Market Commission of Spain.

ScottishPower, the UK operations of Iberdrala S.A,, operates on divisional lines and the activities of the company fall
within the Transmission and Distribution business within the Energy Networks Regulated Business {“Regulated
Business”).

Administrative, management and supervisory bodies

Board and management meetings

Throughout the regulatory year the company was governed by a Board consisting of two directors, bringing a broad
range of skills and experience to the company, being full-time employees of ScottishPower. On 31 March 2014, the
company appointed two independent non-executive directors to enhance and complement the existing Board. The
immediate parent of the company is Scottish Power Energy Network Holdings Limited (“SPENH"). The SPENH Board of
Directors {“SPENH Board”) are responsible for the effective day to day operation and management of the Regulated
Business within ScottishPower, In accordance with the strategy set by the ScottishPower Board.

Non-executive oversight is provided at ScottishPower group level by the ScottishPower Board (which includes four
independent non-executive directors), other than on those matters reserved for the SPENH Board {which includes two
non-executive directors).

In addition to formal SP Distribution and SPENH Board meetings, which are convened as required, the directors and
other senior managers within the Regulated Business ({the three asset-owner companies) hold monthly management
meetings which review strategy, operational performance and risk issues on behalf of both the company and other
companies within the Regulated Business,

The executive directors of the company are subject to annual evaluation of their performance in respect of their
executive responsibllities as part of the performance management system which is in place throughout ScottishPower.

SPENH Board
The SPENH Board comprises the Chairman Javier Villalba Sdnchez and seven other directors. The directors of SPENH and
their classification are shown below,

Javier Villalba $énchez Chairman

Frank Mitchelt Chief Executive Officer

Nicola Connelly Executive director

Antonio Espinosa de los Monteros Executive director

José lzaguirre Nazar Executive director

Scott Mathieson Executive director

Dame Denise Holt Independent non-executive directar (resigned 24 June 2014}
Professor Sir Jim McDonald Independent non-executive director (appointed 21 March 2014)

SPENH Board meetings were held on six occasions during the year under review. Attendance by the directors was as
follows:

Javier Villalba Sénchez Attended all meetings
Frank Mitchell Attended all meetings
Nicola Connelly Attended all meetings
Antonio Espinosa de los Monteros Attended all meetings
José lzaguirre Nazar Attended all meetings
Scott Mathieson Attended all meetings
Dame Denise Holt Attended three meetings (resigned 24 June 2014)
Professor Sir Jim McDonald Attended no meetings (appointed 21 March 2014)
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SP DISTRIBUTION PLC {formetrly SP DISTRIBUTION LIMITED)
CORPORATE GOVERNANCE STATEMENT continued

Administrative, management and supervisary bodies continued

ScottishPower Board

The ScottishPower Board comprises the Chairman losé lgnacio Sénchez Galdn and eight other directors. José Tgnacio
Sanchez Galan is also the Chairman and Chief Executive of Iberdrola S.A..

The directors of Scottish Power Limited and their classifications are shown below.

Directors

José Ignacio Sanchez Galdn (Chairman) Non-independent, non-executive director
Lord Kerr of Kinlochard GCMG {Vice Chairman)  Independent non-executive director

José Miguel Alcolea Cantos Non-independent, non-executive director
Keith Andersan Non-independent, executive director
Professor Susan Deacon Independent non-executive director

Sir Tom Farmer CVO CBE KCSG Independent non-executive director

Rt Hon Lord Macdonald of Tradeston CBE Independent non-executive director

Juan Carlos Rebollo Liceaga Non-independent, non-executive director
José Sainz Armada Non-independent, non-executive director

ScottishPower Board meetings were held on seven occasions during the year under review. Attendance by the directors
is also shown below.

losé Ignacio Sanchez Galdn Attended six meetings
Lord Kerr of Kinlochard GCMG Attended all meetings
José Miguel Alcolea Cantos Attended all meetings
Keith Anderson Attended all meetings
Professor Susan Deacon Attended all meetings
Sir Tom Farmer CVQ CBE KCSG Attended five meetings
Rt Hon Lord Macdonald of Tradeston CBE Attended six meetings
Juan Carlas Rebollo Liceaga Attended all meetings
José Sainz Armada Attended all meetings

There is no designated Senior Independent Director on the ScottishPower Board.

ScottishPower Audit and Compliance Committee {“ACC*)

The ACC, a permanent internal body, has an informative and consuitative role, without executive functions, with powers
of information, assessment and presentation of proposals to the ScottishPower Board within its scope of action, which is
governed by the Memorandum and Articles of Assoclation of Scottish Power Limited and by the Terms of Reference of
the ACC. The ACC's responsibilities include:

* monitoring the financial reporting process for ScottishPower;

¢ monitering the effectiveness of the ScottishPower’s internal control, internal audit and risk management systems;
and

* monitoring the statutory audit of the annual and consolldated accounts of ScottishPower,

The ACC comprises three mempbers. The Chairman of the ACC has relevant accounting and financial experience. There are
two Independent members on the ACC as indicated in the table below.

The ACC met five times during the year under review. The members of the ACC and their attendance record are shown in
the table below.

Rt Hon Lord Macdonald of Tradeston CBE (Chairman) External independent, attended all meetings
Juan Carlos Rebollo Liceaga Executive director, attended all meetings
Professor Susan Deacon External independent, attended two meetings
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SP DISTRIBUTION PLC {formerly SP DISTRIBUTION LIMITED)
CORPORATE GOVERNANCE STATEMENT continued

Administrative, management and supervisory bodies centinved

Iberdrola Appointments and Remuneration Committee (“IARC”)

There is no separate Appointments or Remuneration Committee within ScottishPower. Instead appointments and
remuneration mattars relevant to ScottishPower and the company are dealt with by the IARC. The members of the IARC
are:

Inés Macho Stadler {Chairman) External independent
Inigo Victor De Oriol [barra External independent
Santiago Martinez Lage External independent

The IARC has the power to supervise the process of selection of directors and senior managers of the Iberdrola group
companies, and to assist the Board of Directors in the determination and supervision of the compensation policy for the
above-mentioned persons.

Internal control

During the year under review, the directors of the company had overalt responsibility for establishing and maintaining an
adequate system of internal controls within the company and they participated in the review of internal controls over
financial reporting and the certification process which took place on a ScottishPower group-wide basis. The effectiveness
of the systemn at ScottishPower group level was kept under review through the work of the ACC. The system of internal
contro! is desighed to manage rather than eliminate risk. In pursuing these objectives, internal control can only provide
reasonable and not absolute assurance against material misstatement or loss,

A risk and control governance framework is in place across ScottishPower, The risk management framework and internal
control system Is subject to continuous review and development. The company is committed to ensuring that a proper
control environment is maintained. There is a commitment to competence and integrity and to the communication of
ethical values and control conscioushess to managers and employees. HR policies underpin that commitment by a focus
on enhancing Job skills and promoting high standards of probity among staff. in addition, the appropriate organisational
structure has been developed within which to control the businesses and to delegate authority and accountability,
having regard to acceptable levels of risk. The company’s expectations in this regard are set out in ‘ScottishPower Code
of Ethics’, a policy document which aims to summarise some of the main legal, regulatory, cultural and business
standards applicable to all employees. This document has been distributed to all employees of the company.

ScottishPower has fraud and anti-bribery policies and procedures in place to ensure that all incidences of fraud and
bribery are appropriately investigated and reported. Further, ScottishPower has adopted a revised Speaking Out and
Whistleblower Protection Policy, incorporating a confidentlal external reporting service operated by an independent
provider. This policy, which is applicable to employees of the company, covers the reporting and investigation of
suspected fraud, bribery, and misappropriation, questionable accounting, financial reporting or auditing matters,
breaches of internal financial control pracedures, and serious breaches of behaviour and ethical principles. There Is also a
process in existence within ScottishPower whereby all members of staff may report any financial irregularities to the
Audit, Risk and Supervision Committee of Iberdrola.

Identification and evaluation of risks and contro] ohjectives

During the year under review the ScottishPower governance structure was supported by risk policies adopted by the
ScottishPower Board. These risk policles are adopted by the ScottishPower Board on an annual basis. ScottishPower
business risk assessment teams and the independent group risk management function support the ScottishPower Board
in the execution of due diligence and risk management. In addition, the SPENH Board is responsible for ensuring that
husiness risks are adequately assessed, monitored, mitigated and managed.

ScottishPower’s strategy, which is adopted by the company, is to conduct business in a manner benefiting customers
through balancing cost and risk while delivering shareholder value and protecting ScottishPower’s performance and
reputation by prudently managing the risks inherent in the business. ScottishPower develops and implements risk
management policies and pracedures, and promotes a rabust control environment at all levels of the organisation.

The company identifies and assesses the key business risks associated with the achievement of its strategic objectives.

Any key actions needed to further enhance the control environment are identified, along with the person responsible for
the management of the specific risk.
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SP DISTRIBUTION PLC {formerly SP DISTRIBUTION LIMITED)
CORPORATE GOVERNANCE STATEMENT continued

Capital investment

Capital investment proposals are cansidered by the Regulated Business’ Investment Review Group {“IRG"). Membership
of the IRG includes the Energy Networks Executive Team {“ENET”} members including representation from the Corporate
finance and legal functions. In addition, significant capital investment proposals are referred to the SPENH Board and an
operating committee which comprises senigr executives from the therdrola group.

Meonitoring and corrective actlon
The ENET reviews, on a monthly basis, the key risks facing the business, the controls, action plans and monitoring
procedures for these. A risk report is produced for review and challenge at the monthly management meetings,

This is a key tool in ensuring the active management of risks. The operation of the controf and monitoring procedures
are reviewed and tested by ScottishPower’s internal audit function with a direct reporting line to the Audit, Risk and
Supervision Committee of lberdrola and the ACC.

Auditor independence

The Audit, Risk and Supetvision Committee of Iberdrola, which comprises non-executive directors, is responsible for the
nomination of the external auditor. This committee and the firm of external auditor have safeguards to avoid the
possibility that the auditor's objectivity and independence coutd be compromised.

Where the work to be undertaken is of a nature that is generally considered reasonable to be completed by the external
auditor for sound commercial and practical reasons, including confidentiality, the conduct of such work is permissible
provided that it has been pre-approved by the ScottishPower Board.

Social, environmental and ethical matters

Soctal, environmental, and ethical {“SEE”) matters are included in the overall risk and control framework and in the Risk
Report which is reviewed at the monthly management meetings. As such, regular account is taken of the strategic
significance of SEE matters to the company, and the risks and opportunities arising from these issues that may have an
impact on ScottishPower's short-term and long-term values are considered.

Further information regarding the SEE matters can be found in the ‘Corporate Responsibility’ section of the
ScottishPower website www.scottishpower.com.
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SP DISTRIBUTION PLC (formerly SP DISTRIBUTION LIMITED)

STATEMENT QF DIRECTORS’ RESPONSIBILITIES
in respect of the Regulatory Accounts and compliance with Standard Licence Condition 44

Standard Condition 44 of the Electricity Distribution Licence requires the directors to prepare Regulatory Accounts, for
each regulatory year, which presents fairly the assets, liabilities, reserves and provisions of, or reasonably attributable to,
the company and of the revenues, costs and cash flows of, or reasonably attributable to, the company for the year. in
preparing the Regulatory Accounts, the directors are required to:

»  select suitable accounting policies and then apply them consistently;

» make judgements and estimates that are reasonable and prudant;

o state whether the accounts comply with IFRSs, subject to any material departures disclosed and explained in the
financial statements; and

e prepare the Regulatory Accounts on the going concern basis unless it is inappropriate to presume that the company
will continue in business,

The directors are responsible for keeping proper accounting records that disclose with reasonable accuracy at any time
the financial position of the company and enable them to ensure that the financial statements comply with the
Companies Act 2006 and Standard Condition 44 as applicable, They are also responsible for the system of internal
control, for safeguarding the assets of the company and hence for taking reasonable steps for the prevention and
detection of fraud and other irregularities.
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INDEPENDENT AUDITOR’S REPORT

To the Gas and Electricity Markets Authority {"the Authority") and to SP Distribution plc (formerly SP Distribution
Limited} {“the company”}

We have audited the Regulatory Accounts of the Company for the year ended 31 March 2014 {the “Regulatory
Accounts”} which comprise the Balance Sheet, Income Statement, Statement of Changes in Equity, Cash Flow Statement,
and the related notes 1 to 28,

These Regulatory Accounts have been prepared in accordance with the basis of preparation and accounting policies set
out on pages 23 to 26.

This report is made, on terms that have been agreed, solely to the Company and the Authority in order to meet the
requirements of Standard Condition 44 of the Electricity Distribution Licence (“the Regulatory Licence”}. Qur audit work
has been undertaken so that we might state to the Company and the Authority those matters that we have agreed to
state to them in our report, in order {a) to assist the Company to meet its obligation under the Regulatory Licence to
procure such a report and (b) to facilitate the carrying out by the Authority of its regulatory functions, and for no other
purpose. To the fullest extent permitted by law, we do not accept or assume responslbility to anyone other than the
Company and the Authority, for our audit work, for this report or for the opinions we have formed.

RESPECTIVE RESPONSIBILITIES OF THE AUTHORITY DIRECTORS AND AUDITOR

As explained more fully in the Statement of Directors’ Responsibilities set out on page 16, the directors are responsible
for the preparation of the Regulatory Accounts and for their fair presentation in accordance with the basis of preparation
and accounting policies. Our responsibility is to audit and express an opinion an the Regulatory Accounts in accordance
with International Standards on Auditing (UK and Ireland), except as stated in the ‘Scope of the audit of the Regulatory
Accounts’ below, and having regard to the guidance contained in Audit 05/03 ‘Reporting to Regulators of Regulated
Entities’ issued by the Institute of Chartered Accountants in England and Wales. Those standards require us to comply
with the Auditing Practices Board’s Ethical Standards for Auditors.

SCOPE OF THE AUDIT OF THE REGULATORY ACCOUNTS

An audit involves obtaining evidence about the amounts and disclosures in the Regulatory Accounts sufficient to give
reasonable assurance that the Regulatory Accounts are free from materlal misstaiement, whether caused by fraud or
error. This includes an assessment of: whether the accounting policies are appropriate to the company’s circumstances
and have been consistently applied and adequately disclosed; the reasonableness of significant accounting estimates
made by the directors; and the overall presentation of the Regulatory Accounts. In addition, we read all the financial and
non-financial information in the Corporate Report & Regulatory Accounts to identify material inconsistencies with the
audited Regulatory Accounts. If we hecome aware of any apparent misstatements or inconsistencies we consider the
implications for our report.

We have not assessed whether the accounting policies are appropriate to the circumstances of the Company where
these are laid down by Standard Condition 44 of the company’s Regulatory Licence. Where Standard Condition 44 does
not give specific guidance on the accounting policies to be followed, our audit includes an assessment of whether the
accounting policies adopted in respect of the transactions and balances required to be included in the Regulatory
Accounts are consistent with those used in the preparation of the statutory financial statements of the company.
Furthermore, as the nature, form and content of Regulatory Accounts are determined by the Authority, we did not
evaluate the overall adequacy of the presentation of the information, which would have been required if we were to
express an audit opinion under International Standards on Auditing (UK & Ireland).

OPINION ON THE REGULATORY ACCOUNTS
In our opinion the Regulatory Accounts:

s fairly present in accordance with Standard Condition 44 of the company’s Regulatory Licence, basis of
preparation and the accounting policies set out on pages 23 to 26, the state of the Company’s affairs at 31
March 2014 and its profit and its cash flow for the year then ended; and

s have been properly prepared in accordance with Standard Condition 44 of the company’s Regulatory Licence
and the accounting policies.
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INDEPENDENT AUDITOR’S REPORT continued

BASIS OF PREPARATION

Without modifying our opinion, we draw attention to the fact that the Regulatory Accounts have been prepared in
accordance with Standard Condition 44 of the company’s Regulatory Licence and the accounting policies set out in the
statement of accounting policies.

The Regulatory Accounts are separate from the statutory financial statements of the Company and have been prepared
under the basis of International Financial Reporting Standards as adopted by the European Union {“IFRSs”}. Financial
information other than that prepared on the basis of {FRSs does not necessarily represent a true and fair view of the
financial performance or financlal position of a company as shown in statutory financial statements prepared in
accordance with the Companies Act 20086.

OTHER MATTERS

The nature, form and content of Regulatory Accounts are determined by the Authority. It is not appropriate for us to
assess whether the nature of the information being reported upon is suitable or appropriate for the Authority's
purposes. Accordingly we make no such assessment.

Our opinion on the Regulatory Accounts is separate from our opinion on the statutory financial statements of the
Company for the year ended 31 December 2013 on which we reported on 27 March 2014, which are prepared for a
different purpose. Our audit report in relation to the statutory financial statements of the Company {our “Statutory
audit”) was made solely to the Company’s members, as a body, in accordance with Chapter 3 of Part 16 of the
Companies Act 2006, Our Statutory audit work was undertaken so that we might state to the Company’s members those
matters we are required to state to them in a statutory audit report and for no other purpose, In these circumstances, to
the fullest extent permitted by law, we do not accept or assume responsibility for any other purpose or to any other
person to whom our Statutory audit report is shown or into whose hands it may come save where expressly agreed hy
our prior consent in writing.

Ty 0
J

Ernst & Young LLP
Statutory Auditor
Glasgow

26 June 2014
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SP DISTRIBUTION PLC {formerly SP DISTRIBUTION LIMITED)
BALANCE SHEETS
as at 31 March 2014 and 31 March 2013

Notes

ASSETS
NON-CURRENT ASSETS
Intangihle assets :
Other intangible assets 4

Property, plant and equipment =
Property, plant and equipment in use
Property, plant and equipment In course of construction

Investments - :
'NON-CURRENT ASSETS - 0"
CURRENT ASSETS o 6
L Trade ther receivables C66,7: 158.7
A 0% .
JRRENT ASSE] : v 76.2 1618
TOTALASSETS ' 77w ‘2,533.0 2,616.4°
EQUITY AND LIABILITIES
FQuiTy R
Of shareholders of the parent - RS S ERY -1 & 1.6,
Share capital 10,11 300.0 300.0
Retained earnings _ o - N u o 4911 4616
TOTALEQUITY Ry - -

NON-CURRENT LIABILITIES

Deferred income 12
Provisions 13
Bank borrowings and other flnancia! liabllities *
toans and other borrowings 14 836.8
=Trade and other payahles 15 14.8
- Deferred tax llabllitles - 16 1747

1,505.8 -

'NON-CURRENT LIABILITIES
CURRENT LIABILITIES

nancial llabilities .~

“Carrant tax Habliities”
‘CURRENT LIABILITIES
TOTALLIABILITIES
TOTAL EQUITY AND LIABILITIES - :

Approved by the Board on 26 June 2014 and signed on its hehalf by:

Scott Mathieson
Director

The accompanying notes 1 to 28 are an integral part of the balance sheets as at 31 March 2014 and 31 March 2013.
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SP DISTRIBUTION PLC {formerly SP DISTRIBUTION LIMITED)

INCOME STATEMENTS
for the years ended 31 March 2014 and 31 March 2013

Revenue
Procyrements

Staff cos{s
Qutside services
Other operating Income

Taxes other than income tax

Depreciation and amortisation charge, allowances and provisi
'PROFIT-FROM OPERATIONS L

Dividends received

Finance income

Finance costs

‘PROFIT BEFORE TAX
Incometax
‘NET PROFIT.FORTI

Net profit for both years is wholly attributable to the equity holders of SP Distribution plc {formerly P Distribution
Limited).

All results relate to continuing operations.

The accompanying notes 1 to 28 are an integral part of the income statements for the year ended 31 March 2014 and 31 March
2013.
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SP DISTRIBUTION PLC {formerly SP DISTRIBUTION LIMITED)
STATEMENTS OF CHANGES IN EQUITY

for the years ended 31 March 2014 and 31 March 2013

Retained
earnings
‘A1 April 2012 - 7769 i,
Total comprehensive Income for the year 152.7

Dividends

{468.0)
At1-April:2013: RIS 4616
Total comprehensive income for the year 127.5
Dividends (98.0}
‘At31 March2014 IR

Total comprehensive income for both years comprises net profit for the respective years,

The accompanying notes 1 to 28 are an integral part of the statements of changes in equity for the years ended
31 March 2014 and 31 March 2013.
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SP DISTRIBUTION PLC (formerly SP DISTRIBUTION LIMITED}
CASH FLOW STATEMENTS

for the years ended 31 March 2014 and 31 March 2013

Cash flows from operating activities
Profit before tax
Adjustments for:
Depreciation and amortisation
Change in provisions
Transfer of assets from customers
Shareholding Income
Finance income and costs
Net losses on write-off/disposal of non-current assets
Changes in working capital:
Change in trade and other receivables
Change In trade and other payables
Provisions paid
Assets received from customers
Income taxes paid
Interest received
Dividends received
Net cash flows from aperating acti
Cash flows from investing activities
Investments | |n pro
iNet'cash ﬂows :
Cash flows from flnancmg actwatles
Increase in amounts due to iberdrola group companies
Dividends paid to company's equity holders
Interest paid
‘Net cash flows from flnanc[ng activities (

ENet (decrease)/mcrease in cash shequ alents (i)+(|t)+(|n) '
:Cash and cash equivalents at heg[nn[ng of year : :

‘Cash and cash equivalents at end of year

Cash and cash equivalents at end of year comprises:

Balance sheet cash and cash equivalents and term deposits
Receivables due from Iberdrola group companies - loans
Cash f!__'__ {&: tement cash and cash equivalents

©2013
£m

1315 178.4

93.3 84.6
(0.9) 0.1
(14.2) (13.2)
(0.1) .
36.0 26.3
44 2.1

19
39.8
(1.5)
45.4

{36.4}

0.9

3294

(195.2)
(195.2)

- 425.0
{98.0) {468.0)
(23.0)
(66.0}
68.2:
324

100.6-

9.5

8.1
17.6

The accompanylng hotes 1 to 28 are an integral part of the cash flow statements for the years ended 31 March 2014 and

31 March 2013,
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SP DISTRIBUTION PLC (formerly SP DISTRIBUTION LIMITED)
NOTES TO ACCOUNTS
31 March 2014

1 BASIS OF PREPARATION

A BASIS OF PREPARATION OF THE ACCOUNTS

The Accounts have been prepared in accordance with Standard Condition 44 of the company’s Regulatory Licence and
International Accounting Standards (“IAS”), International Financial Reporting Standards (“IFRSs”} and International
Financial Reporting Interpretations Committee {“IFRIC”) Interpretations (collectively referred to as IFRS), as adopted by
the European Union ("EU"} as at the date of approval of these Accounts and which are mandatory for the financial year
ended 31 March 2014. The company's accounting reference date is 31 December to match that of its ultimate parent
undertaking, Iberdrofa $.A.. Standard Condition 44 of the Electricity Distribution Licence requires the directors to prepare
regulatory accounts, for each regulatory year, with the same content and format as the most recent statutory accounts
of the company. The references made to the financial year within these Regulatory Accounts refer to the year from 1
April 2013 to 31 March 2014. Consequently the Corporate Report & Regulatory Accounts for the year ended 31 March
2014 are separate from the Annual Report and Accounts of the company which have been prepared for the year ended
31 December 2013. The Accounts are prepared in accordance with the Accounting Policies set out in Note 2.

§  ACCOUNTING STANDARDS
in preparing these Accounts, the company has applied all relevant 1AS, IFRS and IFRIC Interpretations which have been

adopted by the EU as of the date of approval of these Accounts and which are mandatory for the regulatory year ended
31 March 2014,

e:
ote

(@)

For the year ended 31 March 2014, the company has applied the foltowing standards and amendments for the first tim

'« Amendments to |AS 1 ‘Presentation of ltems of Other Comprehensive Income’

+ |AS 19 {Revised) ‘Employee Benefits’ (a)
« Amendments to 145 12 ‘Income Taxes: Deferred tax - Recovery of Underlying Assets’ {a)
+ |FRS 10 ‘Consolidated Financial Statements’ {a)
« IFRS 11 ‘Joint Arrangements’ {a)
+ |FRS 12 ‘Disclosure of Interests in Other Entities’ {a)
« [FRS 13 ‘Fair Value Measurement’ {a)
+ |AS 27 (Revised) ‘Separate Financial Statements’ (a)
* [AS 28 (Revised) ‘Investmentis in Associates and Joint Ventures’ (a)
» Amendments ta IFRS 7 ‘Financial Instruments: Disclosures — Offsetting Financial Assets and Financial Liabilities’ {a)
+ Annual Improvements to 1FRSs (2009-2011) (a)
» Amendments to [FRS 10, IFRS 11 and [FRS 12 ‘Consolidated Financial Statements, Joint Arrangements and

Disclosure of Interests in Other Entities: Transition Guidance’ (a)

The following new standards, amendments to standards and Interpretations have been issued by the International
Accounting Standards Board (“IASB”} but have an effective date after the date of these financial statement thus have not
been implemented by the company:
LRI i “1ASB effe
date (for pe
ommencing on o

anned date of
pplication by the

Standard

T : R 88 ~after) company.

* IFRS 9 ‘Financia! Instruments’ and subsequent amendments {b}, {c}, (d) Notyetassigned Not yet assigned
+ Amendments to [AS 32 ‘Financial Instruments: Presentation ~ Offsetting

Financial Assets and FInancial Liabilities’ (e} 1 January 2014 1 April 2014
« Amendments to IFRS 10, [FRS 12 and IAS 27 ‘Investment Entities’ (e} 1 janvary 2014 1 April 2014
« Amendments to 1AS 36 ‘Impalrment of Asset— Recoverahle Amount

Disclosures for Non-Financial Assets’ (e} 1 January 2014 1 April 2014
* [FRIC 21 ‘Levies’ (e) 1 January 2014 1 April 2014
+ Amendments to 1AS 32 ‘Financia! Instruments: Recognition and Measurement

— Navation of Derivatives and Continuatian of Hedge Accounting’ (e} 1 lanuary 2014 1 Aprit 2014
« Amendments to |AS 19 ‘Employee Benefits: Defined Benefit Plans Employee

Contributions’ {c}, () 1 July 2014 1 April 2015
« Annual Improvements to IFRSs (2010-2012) {c}, {e) 1 July 2014 1 April 2015
* Annual Impravements to IFRSs {2011-2013) {c), (&) 1 july 2014 1 April 2015
* IFRS 14 'Regulatory Deferral Accounts' {c), {e) 1 fanuary 2016 1 April 2016
+ Amendment to IAS 16 ‘Property Plant and Equipment’ and 1AS 38 'Intanglble Assets’ -

‘Clarification of Acceptable Methods of Depreciation and Amortisation' (¢}, (e} 1 Janvary 2016 1 April 2016
+ Amendment to IFRS 11 Joint Arrangements: Acquisitions of Interest in

Joint Operations' (), {2) 1 January 2016 1 April 2016
* [FRS 15 ‘Revenue from Contracts with Customers’ (b), (c) 1 January 2017 1 April 2017
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SP DISTRIBUTION PLC {formerly SP DISTRIBUTION LIMITED)
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1 BASIS OF PREPARATION continued

B ACCOUNTING STANDARDS continued

{a) The applicati'on of these prencuncements did not have a material impact on the company’s accounting policles, financial position or performance.

(b) The directors are currently in the process of assessing the Impact of these standards in relation to the company’s accounting policies, financial
position and performance.

(c) These pronouncements hava not yet been adopted by the EU.

(d) The IASB decided that the original mandatory date of 1 January 2015 would not allow sufficient time for the entities to apply the new standard as
all phases of the IFRS 9 project has not been completed. Accordingly, the 1ASB removed the mandatory effective date from IFRS 9. In February
2014, the 1ASB tentatively decided to require an entity to apply IFRS ¢ for annual periods heginning on or after 1 January 2018, Entities may stilt
choose to apply IFRS 9 immediately; the company has decided not to do.

{e) The future application of these pronouncements Is not expected to have a material impact on the company’s accounting policies, financlal position
or performance.

{fi The company has chosen not to early adopt any of these standardsfamendments for year ended 31 March 2014,

2 ACCOUNTING POLICIES
The principal accounting policies applied in preparing the company’s Accounts are set out helow.

A REVENUE

B INTANGIBLE ASSETS (COMPUTER SGFTWARE COSTS)

¢ PROPERTY, PLANT ANB EQUIPMENT

D IMPAIRMENT OF PROPERTY, PLANT AND EQUIPMENT AND INTANGIBLE ASSETS
£ LEASED ASSETS

F o FINANCIAL ASSETS AND LIABILITIES

G TRANSFER OF ASSETS FROM CUSTOMERS

H  TAXATION

A REVENUE

Revenue comprises charges made to customers for use of the distribution network. Revenue includes accruals in respect
of unbilled income relating to units transferred over the netwark established from Industry data flows and for other
rechargeable work completed but not yet billed. Revenue excludes Value Added Tax. Revenue consists entirely of sales
made in the UK,

B INTANGIBLE ASSETS {COMPUTER SOFTWARE COSTS)

The costs of acquired computer software are capitalised on the basis of the costs incurred to acquire and bring to use the
specific software and are amortised on a straight-line basis over their operational lives. Costs directly associated with the
development of computer software programmes that wilt probably generate economic benefits over a period in excess
of one year are capitalised and amortised, on a straight-line basis, over their estimated operational lives. Costs include
employee costs relating to software development and an appropriate proportion of relevant overheads directly
attributable to bringing the software into use. Amortisation of computer software is over periods of up to four years.

C  PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment is stated at cost and is generally depreciated on the straight-line method over the
estimated operational lives of the assets. Property, plant and equipment includes capitalised employee and other directly
attributable costs. Borrowing costs directly attributable to the acquisition, construction or preduction of major qualifying
assets, which are assets that necessarily take a substantial period of time to get ready for their intended use, are added
to the cost of those assets, until such time as the assets are substantlally ready for thelr intended use. Reviews are
undertaken annually of the estimated remaining lives and residual values of property, plant and equipment. Residual
values are assessed based on prices prevailing at each balance sheet date.

Land is not depreciated. The main depreciation periods used by the company are set out below.

Years
Distribution facilities 40
Meters and measuring devices 2-10
Other facllities and other items of property, plant and equipment 3-25
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2 ACCOUNTING POLICIES continued

U VIPAIRMENT OF PROPERTY, PLANT AND EQUIPMENT AND INTANGIBLE ASSETS

At each balance sheet date, the company reviews the carrying amount of its property, plant and eguipment and
intangible assets to determine whether there is any indication that those assets have suffered an impairment loss. If any
such indication exists, the recoverable amount of the asset is estimated in order to determine the extent of the
Impalrment loss {if any). Where the asset does not generate cash flows that are independent from other assets, the
company estimates the recoverable amount of the cash generating unit to which the asset belongs.

E LEASED ASSETS

The determination of whether an arrangement is, or contains, a lease is based on the substance of the arrangement at
inception date, whether fulfilment of the arrangement is dependent on the use of a specific asset or assets or the
arrangement conveys a right to use the asset, even If that right is not explicitly specified in the arrangement. For
arrangements entered into prior to 1 April 2004, the date of inception is deemed to be 1 April 2004 in accordance with
the transitional requirements of IFRIC 4 ‘Determining Whether an Arrangement Contains a Lease’.

The company classifies leases as finance leases whenever the lessor transfers substantially all the risks and rewards of
ownership to the lessee. All other feases are classified as operating leases.

Rentals payable under aperating leases are charged to the income statement on a straight-line basis over the period of
the lease.

F o FINANCIAL ASSETS AND LIABILITIES

(a} Financial assets categorised as trade and other receivables are recognised and carried at original invoice amount less
an allowance for impairment of doubtful debts, Allowance for doubtful debts has been estimated by management,
taking Into account future cash flows, based on past experience and assessment of the current economic
environment within which the company operates.

(b} Cash and cash equivalents in the balance sheet comprise cash on hand which is readily convertible into a known
amount of cash without a significant risk of change in value, in the cash flow statement, cash and cash equivalents
exclude term deposits which have a maturity of more than 90 days at the date of acquisition and include bank
overdrafts repayable on demand the next business day and the net of current foans receivable and payable from
lberdrola group companies.

{c) Financial liabilities categorised as trade payables are recognised and carried at original invaice amount.

{d) All interest bearing loans and horrowings are initially recognised at fair value, net of directly attributable transaction
costs. Interest bearing loans and borrowings are subsequently measured at amortised cost using the effective
interest method.

G TRANSFER OF ASSETS FROM CUSTOMERS
Transfers of assets from customers are ¢redited to deferred income within non-current liahilities.

Pursuant to the applicable industry regulations, the company receives contributions from its customers for the
construction of grid connection facilities, or is assigned such assets that must be used to connect those customers to a
network and provide them with ongoing access to a supply of goods or services, or both. As the installation received is
considered to be payment for ongoing access to the supply of the goods and services, it is credited to deferred income
and released to the income statement over the estimated operational lives of the related assets.

 TAXATION
The company’s liability for current tax Is calculated using the tax rates that have been enacted or substantively enacted
by the balance sheet date.

Deferred tax is the tax expected to be payable or recoverable on the difference between the carrying amounts of assets
and liabilities in the balance sheet and the corresponding tax bases used in the computation of taxable profits
{temporary differences), and is accounted for using the balance sheet [iability method. Deferred tax liabllities are
generally recognised for all taxable temporary differences. Deferred tax assets are recoghised to the extent that it is
probable that taxable profit will be available against which deductible temporary differences, unused tax losses or credits
can be utilised.
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2 ACCOUNTING POLICIES continued

H  TAXATION coniinued

Deferred tax is calculated on a non-discounted basis at the tax rates that are expected to apply in the period in which the
liability is settled or the asset realised based on tax rates and laws enacted or substantively enacted at the balance sheet
date. Deferred tax Is charged In the income statement, except where it relates to items charged or credited to equity (via
the statement of comprehensive income), in which case the deferred tax is also dealt with in equity and is shown in the
statement of comprehensive income,

3 CRITICAL ACCOUNTING JUDGEMENTS AND KEY SOURCES OF ESTIMATION UNCERTAINTY

In preparing the Accounts in conformity with IFRSs, the company is required to make estimates and assumptions that
impact on the reported amounts of revenues, expenses, assets and liabilities of the company. Actual results may differ
from these estimates. The critical accounting judgement and key source of estimation uncertainty is discussed below and
should be read in conjunction with the full statement of Accounting Policies at Note 2.

IMPAIRMENT OF PROPERTY, PLANT AND EQUIPMENT

In certain circumstances, property, plant and equipment are required to be reviewed for impairment. When a review for
impairment is conducted, the recoverable amount is assessed by reference to the net present value of the expected
future cash flows of the relevant Cash Generating Unit (“CGU"), ar disposal value if higher. The discount rate applied is
based on ScottishPower's weighted average cost of capital with appropriate adjustments for the risks associated with the
CGU. Estimates of cash flows involve a significant degree of judgement and are consistent with management’s plans and
forecasts.

At 31 March 2014, the carrying value of property, plant and equipment amounted to £2,456.7 million (2013 £2,353.4
million},

4 INTANGIBLE ASSETS
Year :er'td_ed":.‘;.l_ March2013.
Cost: o
At1 April 2012 and 31 March 2013 £
Amortisation:

At 1 April 2012 13.2
Amortisation for the year 1.4

Note

—{a)

At31'March 2013 . 14,6
Net book value;

At31:March 2013 P S R 11
At 1 April 2012 25

Year ended 31 March 2014 ~ =2
Cost: -
At 1 April 2013 and 31 March 2014 5
Amortisation:

At 1 April 2013 146
Amortisation for the year

At 31 March 2014 700
Net book value:

‘At 31 March 2014
At 1 April 2013

Nate

{a)

{a) The cost of fully amortised computer software still in use at 31 March 2014 was £15.2 million {2013 £9.9 milion).
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5 PROPERTY, PLANT AND EQUIPMENT
{a) Movementsin pro

S : Othe_r"ite.'rr'l
Operating plant = Operating plant - ‘prope

“distelbution - otier - and equl i
fadilifies (Note (i) 00 “ Total
fm . SEm SlEm
Cost:
At 1 April 2012 2,614.6 249.5 34.0 289.6 3,187.7
Additions 27.3 3.8 - 187.9 219.0
Transfers from in progress to plant in use 280.2 1.7 - (281.9) -
Pisposals _(13.0) 27) - -
At 31 March 2013 S ST 28235 e 3410 195,61
Depreciation:
AE1 April 2012 781.6 i61.5 249 - 968.0
Charge for the year 66.6 16.6 - - 83.2
(11.2) 2.4) - e 1)
8370 1757 : W 0ATE
# rch'2013 F i 2,0721 766 2,353.4
At 1 April 2012 1,833.0 88.0 2,218.7
The net book value of property, plant and equipment at 31 March 2013 is analysed as follows:
Praperty, plant and eguipment in use 2,0721 76.6 9.1 - 2,157.8
Property, plant and equipment in the
course of construction _ - - - 1958
SR ' 12,0721 76,6 5 2,353.4

Operating plant = Operating piaﬁt S

distribution other - and :
facilities {Note §i)) : - Total
£m Emo e

At 1 April 2013 2,809.1 252.3 34.0 195.6 3,391.0
Additions 4.5 2.8 - 192.6 199.9
Transfers from in progress to plant in use 2306 0.5 - {231.1) -
Disposals {16.0} (1.8} - - (17.8)
At 31 March 2014 CEdgRa .80 34,0 i57:1 '3,573.1%
Depreciation:
At 1 April 2013 837.0 175.7 249 - 1,037.6
Charge for the year 76.9 15,3 - - 92.2
Disposals {12.0} (1.4) - - (13.4)
i ha014. 9019 189.6 . ©U1,116.4°
Net book value o
2,2263 64,2 +'72,456,7
At 1 April 2013 2,0721 76.6 2,353.4
The net hook value of property, plant and equipment at 31 March 2014 is analysed as follows:
Property, plant and equipment in use 2,226.3 64.2 9.1 - 2,299.6
Property, plant and equipment in the
course of canstruction - - - 157.1 1571
2,226.3 60,2 157.1 2,456.7

{l} The category "Operating plant - other" principally comprises meters and measuring devices.
(i) The category "Operating plant in progress™ principally comprises distribution facilities in the course of construction.

{iiiy Additions of £195.4 million (2013 £191.7 million) were purchased from asset management entity SPPS, as shown in Note 26.

(iv] The cost of fully depreciated praperty, plant and equipment still in use at 31 March 2014 was £283.4 million {2013 £270.3 millian},
(v} Included within the cost of property, plant and equipment are assets in use not subject to depreclation, being land of £7.4 million (2013 £7.3

million).
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SP DISTRIBUTION PLC {formerly SP DISTRIBUTION LIMITED)
NOTES TO ACCOUNTS continued
31 March 2014

5 PROPERTY, PLANT AND EQUIPMENT continued
(b) Operating lease arrangements

2014 -2013;
(I) Operating lease payments B : £m CEm
Minimum lease payments under operating leases recogmsed as an expense In the year 0.2 0.2
Contingent based operating lease rents recognised as an expense in the year 0.1 01
Sublease payments recognised as an expense in the year _ 0.1
- 2014
(:;) Operatmg Eease commltments £m:=

The future minimum lease payments under non-cancellable operating leases are as foiiowr.
Within one year

Between one and five years
More than five years

(iii} Operating Iease receiuables :
The future minimum lease payments reclevable under non-cancellable operatmg Ieases are as follows:

Within one year 0.5

Between one and five vears .. 01

Sublease payments of EO 1 mllllon (2013 £0.1 mzlhon}were received in the year.

{c] Capltal commitments

: : : 2014 -

Contracted but not provided _ _ 228.0 192.3

6 INVESTMENTS

: : s : Other. -~
nvestrentin = Tunlisted .
;_s'ub'sidiaries - investments

. , - : S e £000 £000

At 1 Aprll 2012, 1 Aprll 2013 and 31 March 2014 50 6

Placeof = = L P
Incorporatlon - - Class of . :
S “‘or registration share capital -- eld U Ackivity
¢ ("SPDF") _England  Ordinaryshares£1  100%  Finance company
7  MEASUREMENT OF FINANCIAL ASSETS AND LIABILITIES

The table below sets out the carrymg amount and fair value of the company's financial instruments.

2014 _
- Fair Carrylng
value amount
: £ cofm
Financial assets
Recelvables 66.7 66.7 158.7 158.7
Cash and short term deposits {a) 95 9.5 31 31
Financial liabilities
Loans payable to |berdrala group companies (b) (921.58)  {1,006.9) (921.2) (1,060.3}
Payables e ) (680) (68.0)  (912) (912}

The carrying amount of these financial instruments is calculated as set out in Note 2F. With the exception of loans payable, the carrying value of
financtal assets and liabilities is a reasanable approxtmation of fair value. The fair value of loans and borrowings is calcslated as set out in Note {c}.

{a) Asageneral rule, cash deposited with banks earn interest at rates simlilar to market rates on dally deposits.

{b) The carrying value of loans and other barrowings are accounted for at amortised cost. The carrying value of short-term debt is a reasonable
approximation of fair value, The fair value of lang-term debt is calculated using a discounted cashflow with the exception of the loan with SPDF,
which is valued using the most recently traded price to the year end date of the external bond in SPDF due to mature in 2026.

{c) Balances autwith the scope of IFRS 7 ‘Financial Instruments: Disclosures’ have been excluded, namely, payments on account and other taxes
payable.
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& LIQUIDITY ANALYSIS
Maturity profile of financial liabilities

The table below summarises the maturity profile of the company's financial liabilities based on contractual undiscounted
payments.

2017 Tota!

‘Cash outflows: Sl o CUITEm £m
Loans with [berdrola group companies 121.9 34.3 121.1 1,282.9
Payables* - - ~A9.0
B ri7348 0 1214 1,331.9

2014

2018
‘Cash outtlows L e B SR £m
Loans with lberdrela group companies 37.0 121.3 34.1 119.6 324
ayables* | | 508 - ER -
N 7.8 01213 SR 96324

* Cantractual cash flows exclude accrued Interest as these cash flows are Included in external borrowings and loans with [berdrola group companies.

9 TRADE AND OTHER RECEIVABLES

2013
= £m.
Current receivables:

Receivables due from Iberdrola group companies - trade 16.1 21.2
Receivables due from Iberdrola group companies - toans (a} 8.1 a97.5
Receivables due from Iberdrola group companies - interest - 0.2
Trade receivables and accrued income (b} 37.8 35.5
Other receivables 4.3
e s L i _ 1587
(a) Interest on current loans due from Iberdrola group companies is payable at 1% above the Bank of England base rate and the loans are repayable

on demand.
(b) Trade receivables are stated net of allowance for impairment of doubtfu! debts of £0.2 milkon {2013 £0.6 million). Trade receivables are assumed
to approximate their fair values due to the short term nature of trade recelvables, Provisions for doubtful debts have been estimated hy
management, taking inte account future cash flows, based on prior experience, ageing analysis and an assessment of the current ecanomic
enviranment within which the company operates. The income statement credit on change in bad debt for the year to 31 March 2014 {s £0.3
millian (2013 £0.3 million).
{c}  At31March 201 de receivables of £0.7 million {2013 £5.3 million) were past due but not impaired.

Past due but not impaired:
‘Less than 3 months
Between 3 and 6 months
Between 6 and 12 manths
After more than 12 months

10 SHARE CAPITAL

S2013
[ : £m
Authorised:
300,000,000 ordinary shares of £1 each {2013 300,000,000) , e, 300,0 3000
Allotted, called up and fully paid shares:
300,000,000 ordinary shares of £1 each {2013 300,000,000} . ... 3000 3000
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11 ANALYSIS OF MOVEMENTS IN EQUITY ATTRIBUTABLE TO EQUITY HOLDERS OF SP DISTRIBUTION PLC {formerly SP
DISTRIBUTION LIMITED)

Profit for the year attributable to equity holders of SP Distribution plc (formerly SP
Distribution Limited) - 152.7 152.7
Dividends {468.0)
Profit for the 'year attributable to equity holders of SP Distribution plc (formerly SP

Distribution Limited) - i127.5 127.5
Dividends _ _ _ o - {98.0) (98.0)
At3LMarch 2044 oo T e : : 300.0 491177911

(3) Retalned earnings comprise the cumulative balance of profits and losses recognised in the financial statements as adjusted for transactions with
shareholders, principally dividends.

12 DEFERRED INCOME

Year.ended 31-March 2013
Transfer of assets from customers

Year ended 31 March 2014 _ = -
Transfer of assets from customers e A28 Q4

13 PROVISIONS

S April C7New during the At
s Ch 2012 provisions year 31 March 2013
Year eiided 31 Mar SEm CEmi £m: £m
Environmental costs -(a) 1.0 0.1 - 1.1

Contract termination costs

Year.ended 31 March 2014
Environmental costs
Contract termination costs

Current
rrent

{a) The provision for environmental costs relates to obligations under the Control of Asbestos at Wark Regulations. The timeframe for the surveys to
be completed at each substation was reassessed during the year, with £0.2 million {2013 £0.7 million) being considered 1o be non-current. The
remainder of the costs are expected to be incurred in the next financial year.

{b) The provision for contract termination costs relates to likely contractor payments followlng the termination of contracts. The provision was
utilised during the year.
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SP DISTRIBUTION PLC {formerly SP DISTRIBUTION LIMITED}
NOTES TO ACCOUNTS continued
31 March 2014

14 LOANS AND OTHER BORROWINGS
(a} Analysis of loans and other borrowings by instrument and maturity

S : : e : 2014 - 2013
s by instrument and maturity . Notes  Interestrate® -~ Maturity £m £m
Intercompany loan with SPL )] LIROR +0.34% 17 December 2018 150.0 150.0
Intercompany loan with SPUK {Imy, {11} 3.416% 21 December 2022 425.0 425.0
Intercompany loan with SPDF _ {iv) 5.875% 17 July 2026 346.5 346.2
Ta SES : - - 921.5 S P AL
*LIBOR - Londan Inter Bank Offer Rate
: Chmhs e . 2014 2018
nal tal'foans and other borrowings = _ Lo - . CEme il i Em
Current 84.7 -
Non-current S 921.2
i Shrie212)

{i}  For LIBOR linked debt, 2 1% increase in the LIBOR rate would result in a £1.5 million increase in the full year interest charge.

{ii} \Under the conditions of the long term loan agreements between the company and SPUK, the company has an option, without fee ar penalty, to
make a repayment in whole or in part, of the then outstanding loan principal, plus accrued interest thereon, by providing SPUK with written
notice at least five business days before the Intended repayment date.

{iii) The intercompany loan with SPUK that is due to mature in December 2022 has a schedule of repayments commencing in 2014, The first
repayment of £85.0 million is classified as current in the above analysis,

{iv)] The intercompany loan with SPDF Is shown net of finance costs, of which £0.3m sre classtled as current In the analysis above.

{b) Borrowing facilities
The company has no undrawn committed borrowing facilities at 31 March 2014 {2013 £nil).

15 TRADE AND OTHER PAYABLES

2014 2013
L Note o fm £m

Current trade and other payables:
Payables due to Iberdrola group companies - trade 27.6 48.2
Payables due to Iberdrola group companies - interest 19.0 18.1
Other taxes and soclal security 11.2 10.2
Payments received on account 63.1 59.5

Other payables

Non-current trade and other payables:
[Payables due to Iberdrola group companies - trade R - 18 213

{a) The company utilises forms of collateral to manage its credit exposure in respect of the pravision of network services. All collateral held is settled
in cash, At 31 March 2014, the company hefd cash collateral of £14.8 million (2013 £21.3 million).

16 DEFERRED TAX
Deferred tax provided in the Accounts is as follows:

Property, “i0ther
plantand .- temporary :
- equipment differences Total
: G : : ' fm. £m £m
providedat 1Aprif 2012 oo 2035 oo 2035
me statement (5.6) - {(5.6)
ax provided at 1 April 2013 T e L e L) X %
tatement | 3 ©.1) (23.2)
sided at 31 March 2014 - o IR Sd748 0 ed) - 1747

Finance Act 2012 cantained legislation to set the rate of UK Corporation tax at 23% from 1 April 2013, In the year to 31 March 2013, the rate of tax
expected to apply when temporary differences reverse reduced from 24% to 23%. Finance Act 2013 contained legislation to reduce the rate to 21%
from 1 Aprit 2014 and to 20% from 1 April 2015, These changes have reduced the tax rates expected to apply when temporary differences reverse,
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17 EMPLOYEE INFORMATION
(a) Staff costs

e L2013
o “Note S E000.
Wages and salaries 556
Saclal securlty costs 51
‘Penslon and other costs 130
Total emplo ) © 737

)  The employee costs do not Include the directors of the company as they do not have a contract of service with the company. The emoluments of
all directors are included within the amployee costs of other ScottishPower group companies. Details of directors' emoluments are set out in
Note 26.

{b) Employee numbers
The year end and average numbers of employees (full and part-time) employed by the company, excluding executive
directors, were:

Administrative o 12 10 10 1

The year end andaveragenumbers of full ime equivalent staff em;ﬁ!o?ed by the compahij match those stated above.

{c} Pensions

The company's contributions payable in the year were £145,500 (2013 £129,600). The company contributes to the
ScottishPower group's defined benefit and defined contribution schemes in the UK. Full details of these schemes are
provided in the most recent Annual Report & Accounts of SPL. As at 31 December 2013, the deficit in the ScottishPower
group's defined benefit schemes in the UK amounted to £332.7 millicn {2012 £498.7 million). The employer contribution
rate for these schemes In the year ended 31 December 2013 was 30.1%-31%.

18 TAXES OTHER THAN INCOME TAX

20140 2013

o £m S fm
Property taxes 35.7 40.0
19 DEPRECIATION AND AMORTISATION CHARGE, ALLOWANCES AND PROVISIONS
S T g El 201472013
Property, plant and equipment depreciation charge 92,2 83.2
Intangible asset amortisation 1.1 1.4
Charges and provisions and allowances 42 N 1.9
s LR S 97,5 86-5:
20 FINANCE INCOME
T P . 2014 . 2013
Interest receivable from therdrola group companies _ 11 1.0
21 FINANCE COSTS
T 2014 2013

R S £m. £m
Interest on amounts payable to lberdrola group companies 37.1 27.3
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22 INCOME TAX

i
Current tax:

UK Corporation tax 273 36.7

Adjustments In respect of prao (0 1) _ {4.4)
Current tax for the year - 27200 3230
Deferred tax:

Origination and reversal of temporary differences 29 7.1

Adjustments in respect of prior years - (3.8)
Im of rate change on deferred tax _ (26.1) {(8.9)
Deferred tax credit for the year: R (23.2)° {5.6)

Income tax expensé for the year. Z : 267

The tax expense on profit on ordinary activities for the year varied from the standard rate of UK Corporation tax as
follows:

UK Corporatieﬁ fa.x at 23% (2013 24%) . . 30.2 431

Impact of rate change from headline corporation tax rate (0.2} 0.5
Adjustments in respect of prior years (0.1} {8.2)
Impact of tax rate change {26.1) {8.9)
Oth

manent difference o 0.2 _ 0.2
X expense for the year. S :

The rate of UK Corporatian tax reduced from 24% to 23% an 1 April 2013 and from 26% to 24% on 1 April 2012.

The 2013 Finance Act includes legislation which will reduce the rate of UK Corporation tax to 21% on 1 April 2014 and to 20% an 1 April 2015. These
further reductions impact the deferred tax charge as they reduce the tax rate expected to apply when the temporary differences reverse,

23 DIVIDENDS

2014, - 2013 2014 2013
ce per. ordinary share pence per ordinary share SO
327 . 1560 980 4680

An interim dividend of £44 0 malhon was approved on 7 May 2014 by the Sp Dlstrlbutlon Board and subsequently paid on
21 May 2014.

Interim dlwdend paid

24 CONTINGENT LIABILITIES

As part of the exercise to achieve legal separation of SPUK's businesses pursuant to the provision of the Utilities Act
2000, the company and other subsidiary companies of SPUK were each required to jointly provide guarantees ta external
lenders of SPUK for debt existing in that company at 1 Cctober 2001, The value of debt guaranteed by these campanies,
which was still outstanding at 31 March 2014 was £1,213.4 million {2013 £1,205.1 million}.

The company has unconditionally and irrevocably guaranteed the debt of SPDF. The value of debt guaranteed at 31
March 2014 was £350.0 million (2013 £350.0 million).

25 FINANCIAL COMMITMENTS
Other contraetual commitments

2014 2013
: R £ fm
Pravision of asset management services from SPPS - 69.7

The contract for the provision for asset management services prowded by SP Power Systems Limited expired on 31
March 2014, Negotiations concerning the extension of the contract are currently underway.
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26 RELATED PARTY TRANSACTIONS
(a) _Transactions and balances arising in the normal course of husiness

'Types of transactton

Sales and rendering of services - - - 110.0 - - - 144.9
Purchases and receipt of services - - - (82.6} - - {0.1) (53.1)
Finance income - - - 1.1 - - - 1.0
Finance costs {1.4) - {20.9) {14.8} (2.1) - (21.0) {(4.2)
Purchases of property, plant and

equipment - - - {195,4) - - - {191.7)
Dividends paid - (98.0) - - - (468.0) - -
Balances outstanding

Loans receivable - - - 8.1 - - - 97.5
Trade receivables - - - 16.1 - - - 21.2
Interest receivable - - - - - - - 0.2
Eoans payahle {150.0) - {3865)  [4250) (1500} - (3462)  (425.0)
Trade payables - - - {42.4) - - - (69.5)
Interest payable {0.4} - (14.5) (4.1) (0.4} - (14.5) {4.2)

{iy During the year ended 31 March 2014, SPUX made pension contributions of £145,500 on behalf of the campary (2013 £129,600).
{I}  The amounts cutstanding are unsecured and will be settted in cash. No guarantees have been given or received.

(b} Remuneration of key management personnel

The remuneration of the key management personnel of the company is set out below. As all of the key management
persannel are remunerated for their work for the lberdrola group, it has not been possible to apportion the
remuneration specifically in respect of services to this company. All of the key management personnel are paid by other
ithin the ScottishPower group.

Short-teri employee benefits 1,627 1,512

Post-employiment benefits 415 246
Share-based payments o _ _ _ 564 219
Total - S : B E R R ST 606 g7

(c} bBirectors' remuneration

The total emoluments of the directors that provided qualifying services to the company are shown below. As these
directars are remunerated for their work for the Iberdrola group, it has not been possible to apportion the emoluments
specifically in respect of services to this company. All the directors were paid by other companies within the
ScottishPower group.

Aggregate remuneration in respect of qualifying services
Number of directors who exercised share options 1
Number of directors who received shares under a long-term incentive scheme 2
Number of directors accruing retirement benefits under a defined benefit scheme

Highest paid director : o :
Aggregate remuneration in respect of qualifying services
Accrued pension benefit

(i}  The highest paid director received shares under a long-term incentive scheme during both years.
(i} The highest paid director exercised share eptions during both years.
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26 RELATED PARTY TRANSACTIONS continued

{d} Ultimate parent company and immediate parent company

The directors regard Iberdrola S.A. {incorporated in Spain) as the ultimate parent company, which is also the parent
company of the largest group in which the results of the company are consolidated. The parent company of the smallest
group in which the results of the company are consolidated is SPENH.

Copies of the Consolidated Accounts of lberdrola S.A. may be obtained from Iberdrola S.A., Torre Iberdrola, Plaza Euskadi
5, 48009, Bilbao, Spain. Copies of the Consolidated Accounts of SPENH may be obtained from The Secretary, Scottish
Power UK ple, 1 Atlantic Quay, Glasgow, G2 85P.

27 AUDITORS' REMUNERATION

______ : 2014 R 2013
Audit of the company's annual accounts and regulatory accounts 0.1 0.1

28 GOING CONCERN
The company’s business activities, together with the factors likely to affect its future development and position, are set
out in the Strategic Report on pages 1 to 8.

The company has recorded a profit after tax In both the current year and previous financial years and the company’s
hatance sheet shows that it has net current liabilities of £159.9 million and net assets of £791.1 million at its most recent
halance sheet date.

The company is ultimately owned by therdrola S.A. and 1t participates in the Therdrola group’s centralised treasury
arrangements and so shares banking facilities with its parent companies and fellow subsidiarpies. As a consequence, the
company depends, in part, on the ability of the Iberdrola groun to continue as a going concern. The directors have
considered the company's funding relationship with lherdrola to date and have considered available relevant
information relating to [berdrola’s ability to continue as a going concern. In addition, the directors have no reason to
believe that the Iberdrola group will not continue to fund the company, should it become necessary, to enable it to
continue in operational existence.

On the basis of these considerations, the directors have a reasonable éxpectation that the company will be able to

continue in operational existence for the foreseeable future, Therefore, they continue to adopt the going concern basis
of accounting In preparing the Accounts,
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