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Sorne of the statements contained herein are forward looking statements 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 refiance should not be placed on them.




SP TRANSMISSION PLC
STRATEGIC REPORT

The directors present an overview of SP Transmission plc’s structure, 2014/15 perforimance, strategic objectives and
plans,

STRATEGIC QUTLOOK

The principal activity of SP Transmission pic {“the company”), registered company number SC189126, is the ownership of
the electricity transmission network within the Central and Southern Scotiand area. In accordance with the British
Electricity Trading and Transmission Arrangements (“BETTA”), National Grid operates the Great Britain (“GB")
transmission system, including balancing of generation and demand in Scotland. The company retains network
ownership and all associated responsibilities including development of the network, The company will continue with this
activity for the foreseeable future.

The ultimate parent of the company is Iberdrola S.A. {"lberdrola") which is listed on the Madrid stock exchange and the
immediate parent of the company is Scottish Power Energy Networks Moldings Limited (“SPENH"). Scottish Power
Limited {"SPL”) is the United Kingdom {“UK") holding company of the Scottish Power Limited group (“ScottishPower”) of
which the company is a member.

The company is part of ScottishPower’s Energy Networks Division {“Energy Networks”). Energy Networks owns three
regulated electricity network businesses in the UK. The company and fellow subsidiary companies, SP Distribution plc
("SPD”) and SP Manweb plc {“SPM"}, are “asset-owner companies” 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. In addition, a further unregulated business, SP
Power Systems Limited {“$PPS"), 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 transmission network owner. The electricity transmission network consists of the high-voltage
electricity wires that convey electricity from power stations to distribution system entry points or, in certain cases, direct
to end-users’ premises via a national network of high-voltage grids.

The company is a natural monopoly and is governed by The Office of Gas and Electricity Markets (“Ofgem”) via
regulatory price controls. The primary objective of the regulation of the electricity networks is the protection of
customers interests while ensuring that demand can be met and companies are able to finance their activities. Price
controls are the method by which the amount of allowed revenue is set for network companies over the period of the
price control. Price contro! processes are designed to cover the company's efficient costs and allows it to earn a
reasonable return, provided it behaves efficiently, delivers value for customers and meets Ofgem targets.

The company faces considerable challenges over the next decade to secure the significant investment required to
malntain reliable and secure networks. To ensure that this investment is delivered at a fair price for customers, Ofgem
have introduced a new RHO framework (Revenue = Incentives + Innovation + Outputs). It is a performance based model,
lasting eight years, that places a much greater emphasis on network companies playing 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 and the provision of incentives
to reduce network costs for both current and future customers, The method for setting the controls has changed with a
“fast-track” process designed to conclude the negotiation in advance for companies who submit business plans that are
acceptable to Ofgem.

As part of the transmission price control (“RII0-T1”), the company was fast-tracked and its price control was finalised in
April 2012, a full year ahead of the price control coming into effect in April 2013, The company continues to make good
progress on the delivery of the large RIO-T1 investment programme. Highlights for the year include: continuing to invest
ahead of plan on asset renewal, with nearly half of this spend on overhead lines; energisation of Denny North substation,
a key milestone in the Beauly-Denny project; and commencing the Visualisation of Real Time System Dynamics with
Enhanced Monitoring ("VISOR"} trial project, which secured funding under the Network Innovation Competition ("NIC").
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STRATEGIC REPORT continued

STRATEGIC OUTLOOK continued

The key strategies for the company until the end of the current transmission price review peried and beyond are:
s ensure public safety and the safety of employees;

s deliver improved customer service through more efficient processes, systems and higher first-time resolution;
s deliver value for money to customers through improved security of supply and network performance;
L

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

achieve investor objectives on sustainable returns on investment; and

s facilitate the UK’s transition to a low carbon economy by connecting renewable generation and increasing
transmission capacity.

-«

OPERATIONAL PERFORMANCE
The table below provides key financial information relating to the company’s performance during ';h(_a year.

[Financial key nance indicaf .
Revenue (a) 330.7 286.3
Profit from operations (a) 239.3 2159
Net assets {b) 562.6 6411
Net capital investment (c} 334.6 281.5
Cash inflow from coperating activities (d) 246.9 27541
Purchase of tangible fixed assets (cash flow) (d) 291.8 287.1

{a) Revenue, profit from operations and profit before tax are presented on page 21,
{b} Net assets are presented in the balance sheet on page 20.
{c} Net capital investment Is discussed an page 3.

{d) Cash Inflow from operating activities and purchase of tangible fixed assets are presented in the cash flow statement on page 23.
{e) Met debt is further analysed on page 6.

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 continued to focus on cost control with efficiency improvements altowing increased operating activity to
he managed within the existing cost base.

The company’s profit from operations was £239.3 million, an increase of £23.4 million compared to the prior year, and
profit before tax was £212.6 million, an increase of £17.4 million compared to the prior year.

Revenue increased as a result of higher base revenues to fund significant investment in the transmission network.
Qutside services are broadly in line with prior year.
Taxes other than income tax have Increased as a result of a rates refund recognised in the prior year.

Depreciation and amortisation charge, allowances and provisions has increased mainly as a result of ongoing capital
additions being brought into use in the year, increasing the cost base for depreciation.

Net finance costs were higher due to the company entering into a new loan agreement in the year of £350.0 million, as
discussed on page 6.

The income tax expense has increased due to higher profits and the one off beneficial impact in 2013/14 on deferred tax
due to the change in corporation tax rates,

Overall, the directors are satisfied with the level of business and the year end financial position.
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OPERATIONAL PERFORMANCE continued

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. The company earns allowed returns on this extensive capital investment
programme.,

Net capital investment for the year was £334.6 million {2014 £281.5 million) consisting of fixed asset additions of £341.8
million {2014 £291.4 million) less capital contributions received of £7.2 million (2014 £9.9 million). Property, plant and
equipment additions in relation to growth of the network amounted to £239.9 million (2014 £187.9 million} less capital
contributions of £7.2 million (2014 £9.9 million). This investment delivers new connections to the transmission 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 £101.9 million (2014 £103.5 million). The scale of
investment is consistent with the eight-year price review period allowed capital expenditure programme,

The tables below provide key non-financial performance indicators relating to the company's operational assets and
operational performance during the year ended 31 March 2015:
;

i

Franchiée”areé' (kmz) 22,950 22,956'

System maximum demand (Gigawatts {"GW"}) 3.5 3.6
Length of overhead lines (circuit km) 3,605 3,703
Length of underground cables (circuitkm) _ 352 350

erfor
Annual system availability 93.88% 94.14%
Winter peak systern availability (b} 97.16% 96.68%
Annual reliability of supply {c} 99,99% 99.99%
Annual number of loss of supply incidents {d) 19 17
1. Incentivised incidents 3 7
2, Non incentivised incidents 16 10

(a) Annual system availability details the overall availability of the licensee’s transmission circuits, with any reduction below 100% belng due to
planned cutages and faults. The annual system availability has marginally decreased due to a very small increase in outages as a result of planned
{maintenance and construction} work and unplanned {favlts). Note that unplanned {faults) outages can be influenced by many factors, such as
weather and third parties.

{b) Winter peak system availability is the average system avallability over the three months of December, January and February.

{c) Annual refiability of supply is calculated by deducting the total estimated unsupplied energy from all loss of supply incldents (l.e. faults that cause
a loss of supply) from the total energy that weuld have been supplied by the transmission systems and dividing by the fatter.

{d) Any event on the licensee’s transmission system that causes electricity not to be supplied. Incentivised incidents are Incidents where the loss of
supply Is longer than three minutes and non-incentivised incidents are those which do not cause a foss of supply to customers and those that
cause a loss of supply to customers that Jasts less than three minutes. Annual number of loss of supply incidents has increased as a result of an
increase in ‘non incentivised incidents’.

Although these metrics give a view on asset network performance, it must be pointed out that performance can be
Impacted by factors that are out with the control of the transmission licensee e.g. faults due to bad weather,
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PROJECTS

The company in accordance with its Jong-term plan agreed with stakeholders, continues to undertake a number of major
projects that will enhance the capabllity and capacity of the transmission network. This includes key projects to facilitate
the delivery of the Government's target for renewable generation in Scotland.

New Projects

In February 2012 National Grid and the company announced the award of a £1 billion contract to build the first ever sub-
sea electricity link between Scotland and England/Wales. The link will be the longest high capacity High Voltage Direct
Current (“HVDC”) cable in the world and will increase the capacity of electricity flowing between Scotland and
England/Wales by more than 2 GW. Voluntary agreements were concluded with the various landowners around
Hunterston in 2013/14 and civil works commenced. During 2014/15, construction of the HVDC convertor station started
and production issues with the undersea power cable were resolved.

These production issues have caused project delays. The project is expected to be available for full commercial operation
in 2017. The engineering and construction works undertaken on strategic reinforcement profects during 2014/15
underpins an ambitious investment plan which will increase capacity from Scotland to England from 3.3 GW to close to 7
GW by 2021. The under-sea link noted above is one of several key projects designed to transport more power from
Scotland to England and complements existing reinforcement projects like the construction of a new 400 kilovolts (“kv")
double-circuit overhead link" between Beauly {near Inverness) and Denny (near Falkirk). This circuit is necessary to
increase power transfers to Central Scotland, arising from new renewable generation in the North of Scotland.

In December 2009, the Scottish Government granted Section 37 (“$37”) consent for the Beauly-Denny 400 kV overhead
line, subject to appropriate visual mitigation measures. Since then extensive liaison has taken place with Stirling Council
and the local community to develop visual mitigation measures in an attempt to fully comply with planning conditions
attached to the $37 consent, This took considerable time and a submission was made to the Scottish Government in
August 2011. In December 2011 formal notice of consent for the Beauly-Deniny project was provided to the company by
the Scottish Ministers. A full tender and contract award assessment process was largely completed during 2012 and
work is well underway on all of the major contracts. The Denny North 275 kV substation was energised during 2014. In
July 2014, the construction of the first overhead line on the Energy Networks 20 km section of the 400 kV Beauly to
Denny overhead power line commenced. The new circuits to Scottish Hydro Electric Transmission Limited will be
completed by the end of 2015 with all remaining works, including the Stirling Visual Impact Mitigation scheme,
completed by the end of 2016.

The company has been making good progress with a project to increase reactive compensation in Central Scotland to
secure the network for increased power flows. The installation and cormmissioning of shunt compensation plant at
Windyhill and Elvanfoot was completed during winter 2012/13. This enabled an Increase in power transfer capacity to
3,15 GW on the Scotland-England Interconnector. The work at Moffat was completed during 2014. The final elements at
Longannet will be completed by summer 2015, which will realise the full increase in transfer capacity to 3.3 GW {from 2.8
GW).

During 2014/15, significant progress has been made on engineering and construction works for a further two strategic
reinforcement projects — East-West upgrade and Series Compensation®. Both projects are designed to strengthen the
power finks between the West and East of Scotland and significantly increase the transport of electricity from Scotland to
England. Once operational they will take the power transfer capability between Scotland and England up to 4.4 GW.
These projects are described further below.

The East-West Upgrade project construction continues, substation works progressing at Strathaven, Wishaw, Kaimes and
Smeaton. Overhead line re-insulation works from Wishaw to Strathaven were completed during 2014/15, The works to
re-insulate the next phase, Wishaw to Kaimes are scheduled for completion in [ate 20186.

1 The overhead line will be built with two circuits, one an each side of the tower. Initial operation will have one side operating at 400kY and the other
side at 275 k.
2Serles compensation enables more power to be transmitted through existing overhead lines at a fraction of the cost and time expenditure of a new
overhead line,
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PROJECTS continued

New Projects continued

Series Compensation is the complementary project to the East-West upgrade and will be the first use of series
compensation on overhead lines in the UK. The principal contract was awarded In summer 2013. Site works at all three
locations - Eccles, Moffat and Gretna — remain on schedule to enable completion during 2015/16. A fifth shunt
compensation plant will also be installed and commissioned at Cockenzle within the same timeframe.

The company is working closely with Scottish Hydro Electric Transmission ple (“SHE Transmission”} to reinforce the
transmission systemn in Kintyre by establishing a twin 220 kV AC subsea link between Crossaig in Kintyre and Hunterston
in Ayrshire, The need for this reinforcement is driven by the growth of renewable generation in Kintyre and the growing
stress on the existing transmission network in the area. The company mobilised on site at Hunterston during 2014 and is
on track to energise the circuits to Kintyre by late 2015.

The company continues to work closely with stakeholders to connect wind farms in accordance with proposals set out in
its Business Plan for RIIQ-T1. It has exceeded the original connection target for Transmission Price Control (“TPCR4") (the
previous transmission price control framewaork), and the rollover year, defivering the infrastructure to connect 1,850 MW
cumulative of renewable generation. The current projection for renewable generation, based on contracted generation
schemes, is expected to exceed the original RIIO-T1 plan with an increase in the portfolio of approximately 3.6 GW by
2020/21 in its franchise area.

In 2014/15 activity has continued to focus on development and construction works on new wind farm capacity, including
ten projects in South-West Scotland, totafling over 800 MW. The Initial works comprising the extension of the existing
275 kV network from Coylton to New Cumnock remains on course for completion by the end of 2015. The next phases of
the work are scheduled for completion by 2016/17. There continues to be significant interest in further renewable
connections in this and other areas within Central Scotland.

Network reinforcement and modernisation

Whilst there has been significant construction activity associated with new renewable generation activity, a substantial
amount of reinforcement work was undertaken to Improve security and quality of supply to existing customers. An
increase in underlying electricity demand in and around the West of Glasgow has necessitated the establishment of a
new Grid Supply Point {“GSP”) near Glasgow city centre, which was completed in 2015,

In 2014/15, development and engineering work commenced on behalf of Network Rail. Network Rail plan to electrify the
Edinburgh to Glasgow (Queen Street) line via Falkirk, as well as the line from Stirling to Falkirk, and through Cumbernautd
and Stepps to Springburn. In addition, it is proposed to electrify the rail network in the Bonnybridge area and the
company will establish a new railtrack feeder station at Greenhill with a capacity of approximately 48 Mega Volt Amperes
{("MVA”), with an anticipated connection date of 2016.

Reinforcement and refurbishment work

A number of projects to reinforce GSPs were developed during the year for delivery in future years of RIIO-T1. These
projects, originally identified in the RIIO-T1 Business Plan, are required to address predicted technical issues on the
network. These schemes will further enhance security of supply and provide new capacity for the distribution network to
support economic development.

The modernisation of the existing network continued with a range of projects across the main asset groups: switchgear,
transformers, overhead lines and underground cables. In accordance with a key strategy agreed as part of TPCR4, the
company has removed from service all poor condition and performance gas compression cables and replaced with
modern polymer insulated cables. As a result, it is not expected that there will be significant investment in underground
cable modernisation during RIIO-T1.
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PROIJECTS continued

Reinforcement and refurbishment work continued

During the year a number of modernisation projects were undertaken to address substation assets that were at or
approaching the end of their life. The replacement of transformers at Killermont, Bainsford and Cockenzie were
completed during 2014/15. There has been significant switchgear asset replacement activity at Bonnybridge, Devol Moor
and Inverkip completed during 2014/15. Inverkip 400 kV substation and a number of connecting overhead lines in the
local vicinity were removed from the network avoiding expensive replacement costs and reducing inspections and
maintenance expenditure. In addition, major engineering works associated with the replacement of worn-out switchgear
and transformers commenced at Carntyne, Chapelcross, Sighthill and Windyhill substations. These works will contribute
to the delivery of key asset health outputs in future years to improve the quality and reliability of electricity supplies to
customers.

In accordance with the company's asset strategy, asset replacement and refurbishment work was undertaken to improve
the asset health of a number of 400 kv, 275 kV and 132 kV overhead line routes, Further to a busy year in 2013/14 there
were several major refurbishment projects, involving full reconductoring, either commenced or completed during
2014/15. This inciuded completion of the Windyhill to Sloy 132kV route, and commencement of Windyhill to Lambhill,
Neilstion/ Busby/ East Kilbride and Kaimes to Cockenzie routes. These routes had sections modernised during 2014/15
with full project completion expected in 2015/16.

The aforementioned major refurbishment works are supported by a programme of minor works to maintain the
reliability and performance on other overhead lines until they are due for major works in future. This approach ensures
that the network assets are modernised in an efficient manner without compromising long-term customer service.

Network Innovation

The company has embedded innovation within its RIIO-T1 projects and several have been referred to above; ranging
from the HVDC link undersea cable, where a research project is underway to develop HVDC cable condition monitoring
technology, to a novel deployment of series compensation In a complex network environment. The company continues
to explore further opportunities to better utilise the existing network e.g. using composite core conductor to increase
power capacity to smaller substation footprints through wider adoption of digital technology.

The company, supported by other transmission licensees and academics, were successful in securing funding from
Ofgem for VISOR under the NIC mechanism in late 2013, The trial project commenced in 2014 and is scheduled to
complete during 2016/17. The Wide Area Monitoring (“WAM”) system proposed for development and trial of VISOR will
provide a new insight to the capability and dynamic performance of the transmission systemt in both planning and
operational time-scales.

The VISOR trial will provide the system operator with the ability and confidence to utilise the full capacity of the network
where increasing volumes of wind generation lead to more volatile system flows, resulting in greater operating margins
to maintain and manage network security. The WAM system will also provide transmission network owners with a risk-
mitigating measure in a period of uncertainty to help safeguard the network against high impact low probability events
that may result in partial or widespread system failure.

LIQUIDITY AND CASH MANAGEMENT
Cash and net debt

Net cash flows from operating activities decreased by £28.2 million to £246.9 million for the year, as detailed on page 23,
As detailed in the table below, net debt increased by £303.3 million to £1,035.1 miilion. This was as a result of a new loan
with Scottish Power UK ple {"SPUK”) for £350.0 million which is due to mature in 2025, This was offset by a capital
repayment of £52.0 million on the long term loan with SPUK due to mature in 2022

Analysis of netdebt.
Cash

6.8 -
211 33.2

Loans receivable from Iberdrola group comypanies
Loans payable to Iberdrola group compani _ (1,063.00  (765.0)
Netdebt - ol e i (1;0350) 5 (731.8):

{a) Asdetailed on the balance sheet, refer to page 20
{b) Loans due from lberdrola group companies, refer to Note 8 on page 32,
{¢) Loanswith Iberdrola groug companies, refer to Note 15 on page 35,
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LIQUIDITY AND CASH MANAGEMENT confinued

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
Iberdrola group. All the equity is held by the company’s immediate parent undertaking, SPENH. Treasury services are
provided by 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 jevels. Further detalls 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 éxercise to achieve legal separation of SPUK’s businesses 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 externai
lenders of SPUK for debt existing in that company at 1 October 2001.

Liguidity 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 level of
liquidity at least sufficient to maintain an investment grade credit rating. The directors consider that sufficient funding,
should it be necessary, 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 30.

HEALTH AND SAFETY

Energy Networks is compliant with relevant health and safety legislation, 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 and standards 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 strives 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 has 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.

The table below provides key information relating to performance of Energy Networks with regard to health and safety:

Total recordable incident rate {a} 0.22 0.26
Lost time accidents 4 5
Occupational heaith monitoring {b} 98% 90%
Audit and inspection programme completion & 112% 95%

(a) Total recordable incident rate is the summation of any incidents, be they lost time, medical treatment or leading to some work restriction per
100,000 hours worked.

(b} Qccupational health monitoring is a measure of how Energy Networks meet our planned forecasts for those staff assessed as at risk.

{c} Audit and Inspection programme completion is the measurement of the planned internal management systern audits and Energy Network
compliance inspections, both against Energy MNetworks own staff and contracting partners,
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HEALTH AND SAFETY continued

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

PRINCIPAL RISKS AND UNCERTAINTIES

ScottishPower's strategy, which is adopted by the company, is to conduct business in a manner benefiting customers
through balancing cost and risk whife delivering shareholder 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.

Further details of ScottishPower's governance structure and risk management are provided in Note 4 of the Annual
Report and Accounts of SPL.

The principal risks and uncertainties of ScottishPower, and so that of the company, which may impact the current and
future operational and financial performance and the management of these risks are described below:
Material deterioration in the relatively stable and predictable  iPositive and transparent engagement with all appropriate
UK reguiatory and political environment. istakeholders to ensure that long-term regulatory stability and
fpolitical consensus is maintained and necessary public backing Is;
??:secured for much needed investment in the UK energy system,

Adverse findings from the Competition and Markets Authority Proactive and positive engagement process with business, legal
{"CMA") market investigation. “and regulatory experts and advisors aimed at seeking outcomes
“that are well founded and positive for competition.

A major health and safety incident In the course of operations | ScottishPower’s Health and Safety function provides specialist
could impact staff, contractors, communities or the services and support for the businesses in relatlon to health and
environment. isafety. A comprehensive framework of health and safety policy
‘and procedures, alongside audit programmes, is established
th roughout ScottishPower, which aim to ensure not only
iﬁcontinuing fegal compliance but also drive towards best practice{
‘In all levels of its health and safety operations.

The principal risk and uncertainty of the company which may impact the current and future operational and financial
performance and the management of this risk is described below:

Failure to deliver the Transmission outputs agreed with the itigating actions include formulating detailed investment,
regulator in the current price control. source, outage and contingency plans supported by an
extensive procurement strategy. Good communication and co-
rdination of activities across the business is Integral to success,
mplemented by a comprehensive monitoring regime that
rovides early warning of potential issues.

Other factors affecting financial performance include economic growth and downturns, and abnormat weather, both of
which impact revenues, cash flows and investment.
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PRENCIPAL RISKS AND UNCERTAINTIES continued
During the year to 31 March 2015 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 15.

The company manages financial 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 the GEMA. Regulatory controls include
price controls which restrict the average amount, or total amount, charged for a bundle of services.

(b) Treasury management

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

(c} Credit risk

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 monitored on a daily basis.

Insurance

For the year ended 31 March 2015, the company's mafn 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

Scott Mathieson
Director
24 June 2015
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DIRECTORS’ REPORT

The directors present their report and audited Regulatory Accounts for the year ended 31 March 2015,

INFORMATION CONTAINED WITHIN THE STRATEGIC REPORT
The directors have chosen to disclose information on the following, required by Companies Act 2006 to be included in
the Directors’ Report, within the Strategic Report, found on pages 1to 9:

¢ 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 £167.8 million {2014 £167.0 million}. The aggregate dividends paid during the
year amounted to £229.0 million {2014 £165.0 million).

ENVIRONMENTAL MANAGEMENT AND REGULATION

Throughout its operations, ScottishPower strives to meet, or exceed, relevant legislative and regulatery 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 company’s specific environmental strategy can be located in the ‘Stakeholder Engagement: Transmission’
section within the ‘Serving Our Customers’ section of www.spenergynetworks.co.uk. Further environmental information
and documents specific to Energy Networks are available at www.spenergynetworks.co.uk/pages/other_reports.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 policies cover a wide range of employment Issues such as disciplinary, grievance,
harassment, discrimination, stress, anti-bribery and ‘whistleblowing’ and have been brought together in the Code of
Ethics of therdrola and its group of companies (which also outlines expectations for employees’ conduct).

Training

ScottishPower has a continuing commitment to training and personal development for its employees with over 15,000
training events {over 191,000 hours) undertaken in the year to 31 December 2014, Much of the training is focused on
health and safety and technical training ensuring field staff are safe and competent. In addition, ScottishPower recruits
over 100 craft and engineering trainees annually who undertake a concentrated training period as part of their induction
and development programme, leading toward a recognised apprenticeship or formal engineering qualification. Team
Jeaders and managers also participate in core management skills training and there are management development
programmes and modules aimed at increasing our leadership capability.

Employee feedback and consultation

ScottishPower believes that it is important that all employees have the opportunity to get involved and share their views.
During 2014 around 60% of employees tock part in the annual employee survey ‘The LOOP? and the overall engagement
score remained high at 75%. In 2014 the key areas of action included the launch of an online development toalkit to
improve the opportunities for employees to develop, a focus on internal communications to keep employees more
informed about what Is happening in the organisation, and a review of how to best recognise the efforts of employees.

Regular consultation takes place with employees using a variety of means, including monthly team meetings, team
managers’ conferences, business roadshows, safety committees, employee relations mechanisms and presentations.

Equality and diversity

ScottishPower recognises the importance of difference and respects individuality as part of its ongoing commitment to
promoting equality and diversity. ScottishPower also understands that diversity goes beyond legatly compliant policies
and practices, It also includes a focus on creating an innovative, integrated organisation where people feel valued,
inspiring them to perform at their best. During 2014 Employers Network for Equality & Inclusion (“ENEI"} were appointed
to conduct an external diversity and inclusion audit across ScottishPower and support development of a clear, specific
and practical action plan. This action plan will be progressed throughout 2015.

*The "LCOPF Survay is 2n Internal employee relations initiative.
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SP TRANSMISSION PLC
DIRECTORS’ REPORT continued

EMPLOYEES continued

Employment of disabled persons

In support of the policy on Equality and Diversity on the previous page, ScottishPower expects all employees to be
treated with respect and has supporting policy guidance on People with Disabilities and Reasonable Adjustments to help
ensure equality of employment opportunity for people with disabitities. The aim of these guidelines is to establish
working conditions that 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.

Employee health and wellbeing
ScottishPower promotes and supports the physical and mental health and wellbeing of its employees through a
programme of health promotion and information run by its occupational health department.

Employee volunteering

ScottishPower prides itself in being a good corporate neighbour, providing support to the communities it serves in each
of its operating areas. Volunteering is central to community involvement and ScottishPower has an excellent track record
in this area. During 2014 ScottishPower introduced a new company-wide Volunteering Policy. This policy gives all
registered volunteers, on an annual basis, an opportunity to take an additional one day’s paid leave, to be used as a
volunteering day. *

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 and 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 interacts with 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.

ScottishPower 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. This is of particular impertance to the business as a
developer, owner and operator with longstanding relationships in many of the communities in which it works.

A variety of methods 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 facilities host visits from community groups, maintain a number of visitor
centres and run Local 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 landowner, 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.
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SP TRANSMISSION PLC
DIRECTORS’ REPORT continued

POLITICAL DONATIONS AND EXPENDITURE

ScottishPower is a politically neutral organisation. It is subject to the Political Parties, Elections and Referendums Act
2000, which defines politica! “donations” and “expenditure” in wider terms than would be commonly understood by
these phrases. During the year ended 31 March 2015, ScottishPower paid a total of £21,000 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 £7,000

ScottishPower was represented at all the major UK political party conferences in 2014, and sponsored receptions at the
conferences of the above parties. 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 for
any particular party.

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

Scott Mathieson
Frank Mitchell

Dame Denise Holt {resigned 24 June 2014)
Professor Sir James McBonald

Elizaheth Haywood {appointed 1 January 2015)
Wendy Barnes (appointed 1 January 2015)

Pearse Murray was appointed as director of SP Transmission plc on 30 April 2015,

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

s so far as he or she is aware, there is no relevant audit information of which the company's auditor is unaware;
and

s he or she has taken all the steps that he or she ought to have taken as a director 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 2015,

ON BEHALF OF THE BOARD

Scott Mathieson
Director
24 June 2015
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SP TRANSMISSION PLC
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 adepts the principles and rules contained in the most widely recognised good
governance recormendations 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 Iberdrola 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

During the Regulatory year the company was governed by a Board {“the SP Transmission Board”) consisting of two
executive directors bringing a broad range of skills and experience to the company. The SP Transmission Board has also
been enhanced, over the course of the year, by the appointment of two independent non-executive directors to
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.

In addition to formal SP Transmission and SPENH Board meetings, which are convened as required, the directors and
other senior managers within the Regulatory Business 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 directors of the company are subject to annual evaluation of their performance in respect of their executive
responsibilities as part of the performance management system which is in place throughout ScottishPower.

SPENH Board
The SPENH Board comprised the Chairman Javier Villalba Sanchez and eight other directors as at 31 March 2015. The
directors of SPENH and their classification are shown below.

Javier Villalba Sanchez Chairman
Frank Mitchell Chief Executive Officer
Nicola Connelly Executive director
Antonio Espinosa de los Monteros Non-independent, non-executive director
losé lzaguirre Nazar Non-independent, non-executive director
Scott Mathieson Executive director
Dame Denise Holt Independent non-executive director
' (resigned 24 June 2014)
Professor Sir James McDonald Independent non-executive director
Elizabeth Haywood Independent non-executive director
(appointed 1 January 2015}
Wendy Barnes Independent non-executive director

{appointed 1 January 2015)
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SP TRANSMISSION PLC
CORPORATE GOVERNANCE STATEMENT continued

Administrative, management and supervisory bodies continued

SPENH Board continued

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

Javier Villalba Sanchez 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 six meetings
Dame Denise Holt Attended one meeting
Professor Sir James McDonald Attended five meetings
Elizabeth Haywood Attended two meetings
Wendy Barnes Attended three meetings

ScottishPower Audit and Compliance Committee (“ACC”)

The ACC, a permanent internal body, has an informative and consultative 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 Articles of Association 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;

+ monitoring the effectiveness of ScottishPower’s internal control, internal audit, compliance and risk
management systems; and

¢ monitoring the statutory audit of the annual and consolidated Accounts of ScottishPower.

The ACC comprises three members, including two independents, as indicated in the table below. The ACC met six 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
Professor Susan Deacon External independent, attended all meetings
Juan Carlos Rebollo Liceaga Non-independent, attended all meetings

therdrola Appointments and Remuneration Committee (“IARC”}

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

Inés Macho Stadler (Chairperson} External independent
ffiigo Victor De Orio! Ibarra 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 Therdrola group
companies, and to assist the Board of Directors in the determination and supervision of the compensation policy for the
above-mentioned persons.
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SP TRANSMISSION PLC
CORPORATE GOVERNANCE STATEMENT continued

Internal control

During the year under review, the directors of the company had overall 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 system at ScottishPower group level was kept under review through the work of the ACC. The system of internal
control is designed 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 consciousness 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 [evels 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, cuitural 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. Furthermoer ScottishPower has a Speaking Out and Whistleblower
Protection Policy, incorporating a confidential 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 procedures, 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 controi objectives

During the year under review the ScottishPower governance structure was supported by risk policies adopted by the
ScottishPower Board. These risk policies are adopted by the ScottishPower Board on an annual basis with the Energy
Network specific policy also being adopted by the SPENH Board. 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 business risks are adequately assessed,
monitored, mitigated and managed.

ScottishPower’s strategy, which is adopted by the company, is to conduct business in @ 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 procedures, and promotes a robust 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.

Capital investment

Capital investment proposals are considered by the Regulated Business’ Investment Review Group {“IRG"). Membership
of the IRG includes the Business Executive Team members including representation from the Corporate finance and legal
functions. In addition, significant capital investment proposals are referred to the SPENH Beard and an operating
committee which comprises senior executives from the Iberdrola group.
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SP TRANSMISSION PLC
CORPORATE GOVERNANCE STATEMENT continued

Monitoring and corrective action

The management team of the company 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 taol in ensuring the active management of risks. The operation of the contrel and monitoring procedures
are reviewed and tested by ScottishPower’s internal audit function with a direct reporting fine to the Audit, Risk and
Supervision Committee of Iberdrola and the ACC.

Auditor independence

The Audit, Risk and Supervision Committee of Iberdrola, which comprises nen-executive directors, is responsible for the
nomination of the external auditors. This committee and the firm of external auditors have safeguards to avoid the
possibility that the auditors' objectivity and independence could be compromised.

Where the work to be undertaken is of a nature that is generally considered reasonable to be completed by the external
auditors for sound commercial and practical reasons, including confidentiality, the conduct of such work is permissible
provided that all necessary internal governance has been met,

Social, environmental and ethical matters

Social, 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
stgnificance 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 TRANSMISSION PLC

STATEMENT OF DIRECTORS' RESPONSIBILITIES
in respect of the Regufatory Accounts and the compliance with Standard Licence Condition B1

Standard Condition B1 of the Electricity Transmission 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 prudent;

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 fn 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 B1 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 Transmission plc {“the company”)

We have audited the Regulatory Accounts of the company for the year ended 31 March 2015 ({the “Regulatory
Accounts”) which comprise the Balance Sheet, Income Statement, Statement of Comprehensive Income, Statement of
Changes in Equity, Cash Flow Statement, and the related notes 1 to 30.

These Regulatory Accounts have been prepared in accordance with the basis of preparation and accounting policies set
out on pages 24 to 28.

This report is made, on terms that have been agreed, solely to the company and the Authority in order to meset the
requirements of Standard Condition B1 of the Electricity Transmission Licence (“the Regulatory Licence”). Our 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 responsibility 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 17, 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 on the Regulatory Accounts in accordance
with International Standards on Auditing {UK and irefand), 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 material misstatement, 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 become 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 B1 of the company’s Regulatory Licence. Where Standard Condition B1 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:
e fairly present in accordance with Standard Condition B1 of the company’s Regulatory Licence, basis of
preparation and the accounting policies set out on pages 24 to 28, the state of the company’s affairs at 31
March 2015 and its profit and its cash flow for the year then ended; and
+ have been properly prepared in accordance with Standard Condition B1 of the company’s Regulatory Licence
and the accounting policies.
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INDEPENDENT AUDITOR’S REPORT continued

BASIS OF PREPARATION

Wwithout modifying our opinion, we draw attention to the fact that the Regulatory Accounts have been prepared in
accordance with Standard Condition B1 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 IFRSs does not necessarily represent a true and fair view of the
financial performance or financial position of a company as shown in statutory financial statements prepared in
accordance with the Companies Act 2006.

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 2014 on which we reported on 30 March 2015, 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 by our prior
consent in writing.

™

Ernst & Young LLP
Statutory Auditor
Glasgow

h( June 2015
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SP TRANSMISSION PLC
BALANCE SHEETS
as at 31 March 2015 and 31 March 2014

ASSETS
NON CURRENT ASSETS
tangible assets L e e e e
Other |ntanglble assets 4 - -
“Property, plant and equipment 0 S T R e L 2 007,20 0 1709,
Property, plant and equrpment inuse 5 1,440.5 1,135.4
Property, plant and equment m the course of constructmn 5 566 7 574.0
Finandal assets .- e i ._ gl R 1 3 1_8
Investment in joint venture 6 - -
Finance lease recewables 7 i3 1.8
'NON-CURRENT ASSETS G R e D 0088 T
CURRENT ASSETS
i “Trade'and other recewables
“Financlal assets .
Finance lease recewables
vative financial Instruments

TOTALASSETS

EQUITY AND UABILITIES

EQUITY

““Of shareholders of the Parent - =0l b iin i s e s T e g 641
Share capital 11, 12 200.0 200.0
Hedge reserve 12 {20.0) (2.7}
Retalned earnmgs 12 382.6 443.8

NON CURRENT LIABI!.ITIES
Deferred income -
““Provistons .

Other provisions
“ Bank borrowings and other financial liabilities
Loans and other borrowings

N Denvatwe financial instruments o o 9,16 2.2 03

= Deferred tax Ilabllltues

NON CURRENT LIABILITIES *

CURRENT LIABILITIES

' Bank borrowings and other financial Habilities -/ T e e 0 54,67

Loans and other borrowings 15 44.0 52.0
Derivative financial instruments o %1% 130 28

0T 0
0.7 0.7
'.__.11’021"_2_::_'_. I 7133

Current ta_x_-_lla_hlllti,es

.CURRENT LIABILITIES
TOTALLIABILITIES 1 SR, Nt s Lt 1,498,515
TOTAL EQUITYAND L!ABILITIES R T R T T 0B 75006
Approved by the Board on 24 June 2015 and 51gned on its behalf by

Scott Mathieson

Director

The accompanying notes 1 to 30 are an integral part of the balance sheets as at 31 March 2015 and 31 March 2014.
20




SP TRANSMISSION PLC
INCOME STATEMENTS
for the years ended 31 March 2015 and 31 March 2014

Revene
crnlentr 33007 L2863
Staff costs 19 {1.0) {1.0}
Outside services (27.0) {25.9}
Otheroperatmg mcome _ 53 45
i CELR eam s (224
Taxes other than income tax i (24.7)  {10.5)
Depreciation and amomsatuon charge allowances and_prowsmns o o 21 {44.0} {37.4)

PROFIT FROM OPERATIONS
Finance income
Fina nce costs

PROFI‘F BEFORE TAX
Income tax

NETPROFIT FORTHE YEAR

Net profit for both years is wholly attributable to the equity holders of SP Transmission plc.

All results relate to continuing operations.

The accompanying notes 1 to 30 are an integral part of the income statements for the years ended 31 March 2015 and 31 March 2014.
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SP TRANSMISSION PLC
STATEMENTS OF COMPREHENSIVE INCOME
for the years ended 31 March 2015 and 31 March 2014

NET PROFIT. FOR-THE YEAR :
OTHER COMPREHENSIVE INCOME
Items that will not be reclassified to the income statement:
Cash fiow hedges:
Change in the value of cash flow hedges recognised 12 {21.6) (3.9)
Tax relating to cash flow hedges
'OTHER COMPREHENSIVE INCOME FOR THE YEAR
TOTAL COMPREHENSIVE INCOME FORTHE YEAR "0

Total comprehensive income for both years is wholly attributable to the equity holders of SP Transmission plc.

STATEMENTS OF CHANGES IN EQUITY

for the years ended 31 March 2015 and 31 March 2014
o 1"'0rd|nafY i

Total comprehensive income for the year - (2.1) i67.0 1639
Dividends s eo (1690
ACLAPHIZ014 T R 0 000,0 T 2d) L 443800 eali
Total comprehenswe income for the year - (17.3) 167.8 150.5

Dividends _ R T (2290) . (2290}
At31 March 2015 B S e s e T RERCEC (200) 3826 (5626

The accompanying notes 1 to 30 are an integral part of the statements of comprehensive income and the statements of changes in
equity for the years ended 31 March 2015 and 31 March 2014.
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5P TRANSMISSION PLC
CASH FLOW STATEMENTS
for the years ended 31 March 2015 and 31 March 2014

Cash flows from operating activities

Profit before tax 212.6 195.2
Adjustments for:
Depreciation and amortisation 433 36.8
Change in provisions - 0.7
Transfer of assets from customers (1.7} {1.4)
Finance income and costs 26.7 20.7
Net [osses on disposal/write-off of non-current assets 0.7 0.5
Changes in working capital:
Change in trade and other receivables (16.1) {0.3)
Change in trade and other payables 5.4 40.6
Assets received from customers 7.2 9.9
income taxes paid (31.3) (28.0)
Interest received e .0 0.4
Netcash flows from operating activities (i} 0 00 g S T 24890 T 275,00
Cash flows from investing activities
Investments in property, plant and equipment ' (291.8) {287.1)
Net cash. ﬂows __'o.._,x .nvesting activities (i) 0 e e e il {291.8) =i (287 1);
Cash flows from financing activities
Increase in amounts due to Iberdrola group companies 298.0 220.0
Dividends paid to company's equity holders (229.0) (169.0)

] Interest pald

.nc'_l_-.s:a.Sh equiv_al.ent-ﬁ a.t. e_,n.d of year

Cash and cash equivalents at end of year comprises:

Balance sheet cash 6.8
Receivables due from Iberdrola group companies - ioans s 33.2
Cash flow statement cash and cash équivalents 2 o0 i SR L T 2 3332

The accompanying notes 1 to 30 are an integral part of the cash flow statements for the years ended 31 March 2015 and 31 March
2014,
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SP TRANSMISSION PLC
NOTES TO ACCOUNTS
31 March 2015

1 BASIS OF PREPARATION

A BASIS OF PREPARATION OF THE ACCOUNTS

The Accounts have been prepared in accordance with Standard Condition B1 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 2015. The company's accounting reference date is 31 December to match that of its ultimate parent
undertaking, Iberdrola, S.A.. Standard Condition B1 of the Electricity Transmission Licence requires the directors to
prepare Regulatory Accounts, for each regulatory year, with the same content and format as the most recent statutary
accounts of the company. The references made to the financial year within these Regulatory Accounts refer to the year
from 1 April 2014 to 31 March 2015. Consequently the Corporate Report & Regulatory Accounts for the year ended 31
March 2015 are separate from the Annual Report and Accounts of the company which have been prepared for the year
ended 31 December 2014. The Accounts are prepared in accordance with the Accounting Policies set out in Note 2.

The Accounts contain information about SP Transmission plc as an individual company and do not contain consolidated
information as an investor in a joint venture, The company is exempt under Section 400 of the Companies Act 2006 from
the requirements to prepare consolidated Accounts as it and its subsidiary undertakings are included by full
consolidation in the consolidated Accounts of tberdrola S.A., a company incorporated in Spain.

B ACCOUNTING STANDARDS
In preparing these Accounts, the company has applied all relevant IAS, {FRS 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 2015.

For the year ended 31 March 20
Standard

lied the following standards and amendments for the f

* Amendments to JAS 32 Financial Instruments: Presentation — Offsetting Financiat Assets and Financial Liabilities’

» Amendments to IFRS 10 Consolidated Financial Statements’, IFRS 12 "Disclosure of Interests in Other Entities’
and IAS 27 'Separate Financial Statements’ - 'Investment Entities’'

« Amendments to IAS 36 'Impairment of Assets: Recoverable Amount Disclosures for Non-Financial Assets' {a}

» Amendments to IAS 39 'Financial instruments: Recognition and Measurement - Novation of Derivatives and (a)

. Continuation of Hedge Accounting’

{a} The application of these pronouncements did not have a material impact the company’s accounting policies, financial position or performance.
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1 BASIS OF PREPARATION continued

B ACCOUNTING STANDARDS continued

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
heen implemented by the company:

mpany;
+ |FRIC 21 "Levies' {b}, {c) i April 2015
+ Amendments to |AS 19 'Employee Benefits: Defined Benefit Plans: Employee (b) 1 July 2014 1 April 2015
Contributions'
+ Annual Improvements to [FRSs (2010-2012) {b) 1 July 2014 1 April 2015
+ Annual Improvements to [FRSs {2011-2013} {b) 1July 2014 1 April 2015
» IFRS 14 'Regulatory Deferral Accounts' {b), (d} 1 January 2016 1 April 2016
* Amendments to IFRS 11 ‘Joint Arrangements: Accounting for Acquisitions of {0), {d} 1 fanuary 2016 1 Aprit 2016
Interests in Joint Operations’
» Amendments to IAS 16 ‘Property, Plant and Equipment’ and IAS 38 ‘Intangible Assets’ (b}, (d} 1 January 2016 1 April 2016
— ‘Clarification of Acceptable Methods of Depreciation and Amortisation’
* Amendments to 1AS 16 ‘Property, Plant and Equipment’ and 1AS 41 ‘Agriculture’ - {b), (d} 1 January 20i6 1 April 2016
‘Agriculture: Bearer Plants’
« Annual Improvements to 1FRSs (2012-2014) {b), {d} 1 January 2016 1 April 2016
« Amendments to IAS 27 ‘Separate Financial Statements: Equity Method in Separate {b), (d} 1 January 2016 1 Aprit 20i6
Financial Statements'
* Amendments to IFRS 10 ‘Consolidated Financial Statemeants’, IFRS 12 (b}, {d) 1 January 2016 1 April 2016

'Disclosure of Interests in Other Entities' and IAS 28 "Investments In Associates
and Joint Ventures' - 'lavestment Entitles: Applying the Consclidated Exception’

» Amendments to 1AS 1 'Presentation of Financial Statements: Disclosure Initiative' (b}, {d) 1 January 2016 1 April 2016
* |ERS 15 'Revenue from Contracts with Customers' {d), {e) 1 January 2017 1 April 2017
* |FRS 9 ‘Financial Instruments’ {d), (e 1 January 2018 1 April 2018
« Amendments to IFRS 10 'Consolidated Financial Statements' and |AS 28 'Investments {b), (d}, {f) To be decided To be decided

in Assoclates and Joint Ventures' - 'Sale or Contribution of Assets between an Investor
and its Associate or Joint Venture'

(b} The future application of these pronouncements is not expected to have a materizl impact on the company’s accaunting policies, financial position
or performance,

{¢} Although the effective date of this interpretation is 1 January 2014, it was not endorsed by the EU until 13 June 2014, therefore it will not be
applied by the company until  April 2015.

{d} These pronouncements have not yet been adopted by the EU.

{e) The directors are currently In the process of assessing the impact of this standard In relation to the company’s accounting peficies, financial
position and performance,

{f} The effective date of this amendment was for periods commencing on or after 1 January 2016, However, the EU endorsement process for this
amendment has been postponed, awalting a revised exposure draft from the 1ASB. The effective date will be amended in due course.

{g) The company has chosen not to early adopt any of these standards/famendments for the regulatory year ended 31 March 2015.

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

REVENUE

INTANGIBLE ASSETS (COMPUTER SOFTWARE COSTS)

PROPERTY, PLANT AND EQUIPMENT

IMPAIRMIENT OF PROPERTY, PLANT AND EQUIPMENT AND INTANGIBLE ASSETS
LEASED ASSETS

FINANCIAL INSTRUMENTS

TRANSFER OF ASSETS FROM CUSTOMERS

TAXATION

RETIREMENT BENEFITS

—Z o Mmoo OwPE
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2  ACCOUNTING POLICIES continued

A REVENUE

Revenue comprises charges made to customers for use of the transmission network. Revenue includes accruals in
respect of unbilled income relating to units transferred over the network 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. :

B8 INTANGHBLE 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 will 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 seven years:

C  PROPERTY, PLANT AND EQIHPMENT

Property, plant and equipment is stated at cost and is generally deprecfated 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 production 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 substantially ready for their intended use. Reviews are
undertaken annually of the estimated remaining fives and residual values of property, plant and equipment. Residual
values are assessed based on prices prevalling at each balance sheet date,

Land Is not depreciated. The main depreciation periods use_d by the company are as set out &b_elow,_

'frar'isrdié's;i'dri facillties - : : 0

Meters and measuring devices 2-10
Other facilities and other items of property, plant and equipment 3-25

D IMPAIRMENT OF PROPERTY, PLANT AND EQUIPMENT AND INTANGIBLE ASSETS

At each balance sheet date, the company reviews the carrying amount of its property, plant and equipment 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
impairment 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 leases are classified as operating leases.

Finance lease receivables are initially recognised at the lower of the fair value of the leased asset and the present value
of future payments. Finance income Is subsequently recognised over the useful life of the leased asset using the effective
interest method,

Rentals payable under operating leases are charged to the income statement on a straight-line basis over the period of
the lease.
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2 ACCOUNTING POLICIES continued

F FINANCIAL INSTRUMENTS

F1, ACCOUNTING POLICIES UNDER IAS 39 ‘FINANCIAL INSTRUMENTS RECOGNITION AND MEASUREMENT’ (“IAS 39")

(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 group or company operates.

(b) The carrying amount of finance lease receivables is calculated as set out in Note 2E.

{c} Cash and cash equivalents and term deposits in the balance sheet comprises cash on hand. In the cash flow
statement, cash and cash equivalents include bank overdrafts repayable on demand and the net of current loans
receivable and payable to |berdrola group companies.

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

{e) All interest bearing loans and borrowings 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, except where the loan or borrowing is a hedged item in an effective fair value hedging relationship
{see F3 below).

IAS 39 requires all derivatives to be recognised on the balance sheet at fair value, Embedded derivatives in other
financial instruments or other host contracts are treated as separate derivatives when their risks and characteristics are
not closely related to those of the host contracts and the host contracts are not carried at fair value through the income
statement.

Unrealised gains or losses on remeasurement of derivatives and embedded derivatives used in the group’s treasury
activities are recognised within finance income or finance costs in the income statement, except where hedge accounting
is applied {see F3 below).

F2, RISK CONTROL ENVIRONMENT

ScottishPower’s strategy 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. To maintain this strategic direction ScottishPower develops and implements risk
management policies and procedures, and promotes a rigid control environment at all levels of the organisation. Further
details of ScottishPower’s strategy and management of risks are discussed in detail in the most recent Annual Report and
Accounts of SPL.

F3. HEDGE ACCOUNTING
Hedge accounting is applied when certain conditions required by 1AS 39 are met. Hedge accounting falls into the
following category:

F3.1 CASH FLOW HEDGES

The portion of gain or foss of the hedging instrument that was determined to be an effective hedge is recognised directly
In equity and forms part of the hedge reserve, The ineffective portion of the change in fair value of the hedging
instruments is recognised in the income statement within finance income or finance costs. If the cash flow hedge relates
to an underlying transaction which results in the recognition of a non-financial asset, the assocfated gains or losses on
the derivative that had previously been recognised in equity are recognised in the initial measurement of the asset
arising from the hedged transaction. For hedges that relate to an underlying transaction which results in recognition of a
financial asset or a liability, amounts deferred in equity are recognised in the income statement in the same period in
which the hedged item affects the income statement.

F3.2 HEDGE EFFECTIVENESS

Hedge effectiveness is measured and respective entries recorded in the balance sheet, reserves and income statement
on a half-yearly basis. Hedge effectiveness is achieved where the correlation between the changes in value of the
hedging instrument and the hedged item is between 80% and 125%.
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2 ACCOUNTING POLICIES continued

F FINANCIAL INSTRUMENTS continued

F3.3 DISCONTINUING HEDGE ACCOUNTING

The company discontinues prospectively hedge accounting when the hedge instrument expires or is sofd, terminated or
exercised, when the hedge relationship no longer qualifies for hedge accounting or when the designation is revoked, In
the case of cash flow hedging, any gain or loss that has been recognised in equity until that time remains separately
recognised ih equity until the forecast transaction occurs, If the transaction is no longer expected to occur, related
cumulative gains and losses which have been previously deferred in equity are recognised in the income statement.

F4. VALUATION OF FINANCIAL INSTRUMENTS

In those circumstances where 1AS 39 requires financial instruments to be recognised in the balance sheet at fair value,
the company's valuation strategies for derivative and other financial instruments utilise as far as possible quoted prices
in an active trading market.

In the absence of quoted prices for identical or similar assets or liabilities, it is sometimes necessary to apply valuation
techniques where contracts are marked using approved models. Madels are used for developing both the forward curves
and the valuation metrics of the instruments themselves where the instruments are complex combinations of standard
or non-standard products. All models are subject to rigorous testing prior to being approved for valuation and
subsequent continuous testing and approval procedures designed to ensure the validity and accuracy of the model
assumptions and inputs.

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

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,

H  TAXATION
The company’s liability for current tax is calculated using the tax rates that have been enacted or substantively enacted
at 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 liability method. Deferred tax liabilitles are
generally recognised for all taxable temporary differences, Deferred tax assets are recognised 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.

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.

| RETIREMENT BENEFITS

ScottishPower operates a number of defined benefit and defined contribution retirement benefit schemes in the UK. SP
Transmission plc is a participating company in these arrangements, and the contributions for the defined benefit
schemes are based on pension costs across all the participating companies. The company is unable to identify its share of
the underlying assets and liabilities in the defined benefit schemes, as the scheme administrators do not calculate these
separately for each of the various companies participating in the schemes and therefore treats these schemes as if they
were defined contribution schemes. The amount charged to the income statement in respect of pension costs is the
contributions payable in the period.
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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"), or disposal value if higher. The discount rate applied is
based on ScottishPower's welghted 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 2015, the carrying value of property, plant and equipment amounted to £2,007.2 million (2014 £1,709.4
million).

INTANGIBLE ASSETS

Yearended 31 March 2014

At1April2013:and 31 March.2014 -
Amortisation:

At 1 April 2013 4.3
Amordsation fortheyear e o7
Net book value
‘At31'March' 2014
At 1 April 2013

Amortlsatlon' o

At April2014and 31 March'2015 .0l
Net book value: _
At 1'April 2014 and 31 March 2015

{a) The cost of fully amortised computer software sttll in use at 31 March 2015 was £5.0 million (2014 £0.4 milfion).
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5 PROPERTY, PLANT AND EQUIPMENT
(a) Movements in property, plant and equipment

At 1 April 2013 1,268.5 73.6 20.5 476.4 1,839.0
Additions - - 3.9 287.5 291.4
Transfers from in progress to plant in use 189.1 0.8 - (189.9) -
Disposals e N (6.6)
AU3TMarch'2014 0 fin SUFa4 T 244 e 700 2,123.8
Amortisation:

At 1 April 2013 3447 38.6 11 - 334.4
Depreciation for the year 33.5 2.6 - - 36.1
Disposals . L T : {6.1)
AL March 2004 50U I e g e e A2 i e e 414.4°
Netbookvalue: N . _ .

At 1 April 2013 923.8 35.0 19.4 476.4

The net book value of property, plant and equipment at 31March 2014 is analysed as follows:

Property, plant and equipment in use 1,078.9 33.2 233
Property, plant and equipment in the course of construction - . -
LR T e Ny R L PR B RO

anded 31 March 2015

Cost:

At 1April 2014 1,451.0 74.4 244 574.0 2,123.8
Additions - - 0.4 341.4 341.8
Transfers from in progress to plant in use 344.6 4,1 - (348.7) -
Disposals R ¢ - - (10.7)
A3 March 2005 T e R 1,784, TS 24,8 5687 2,858.9)
Amortisation:

At1April 2014 3721 41.2 il - 414.4
Depreciation for the year 40.6 2.7 - - 43.3
Disposals e 100) T - (10.0)
At 3‘;__[_\_,&]3',_;}_, 2(')_15 L R e e -;;_92_.7_"3_ 43,9 ": 11 e _ LI AA7.7
AC3IMarch 2015 50 R 3R e B 237 e BeeT 2,007.21
At 1 April 2014 1,078.9 33.2 23.3 574.0 1,709.4

The net book value of property, plant and equipment at 31 March 2015 is analysed as follows:

Property, plant and equipment in use 1,382.2 34.6 23.7 -
Property, plant and equipment in the course of construction S T T .1
TR R S L, B8R TR T 2B T B6T

() The category "Other facititles” principally comprises telecommunication assets.

{ity  The category "Plant In progress” principally comprises transmission facilities In the course of construction.

(i)  Additions of £279.2 million (2014 £228.0 million) were purchased internally from the asset management entity SPPS and £59.5 million from a
jointly controlled entity NGET/SPT Upgrades Limited {“NGET”} {2014 £58.4 million}, as noted within Note 28. Capitalised interest accounts fer the
remainder of additicns.

() Interest on the funding attributable to major capital projects was capitalised during the year at a rate of 3.62%.

(v) The cost of fully depreciated property, plant and equipment still in use at 31 March 2015 was £54.4 million {2014 £56.6 mililon).

{vl) Included within the cost of property, plant and equipment are assets in use not subject to depreclation, being land of £23.1 million
{2014 £22.8 million).
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5 PROPERTY, PLANT AND EQUIPMENT continued
(b) Operating lease arrangements

e 2'01'5 :

Operating lease recewab!es.; i ; :
The future minimum lease payments receivable under non-cancellable operatsng Ieases are as fol|ows

The company leases bulldings as a lesser under aperating teases. The leases have varying terms, escalation clauses and renewal rights.

{c) Capital commitments

_Contra_ctéd hut not provided _ o o _ 733.2 436.3

6 INVESTMENT IN JOINT VENTURE

At 1 April 2013, 1 April 2014 and 31 March 2015

Cotntry.of incorporation . - - sharesheld%
Deve[opment of offsh ore HVDC
NGET/SPT Upgradeslimited ~ ~~ England&Wales ~ ~  100% _  West Coast transmission link

{a) This investment represents 50% of the total issued share caplta[

7  FINANCE LEASE RECEIVABLES

Amounts receivable under finance leases:

Current receivables 0.3 0.3
Non-current receivables N T = SO L8
Gross receivables from finance leases:
Within one year 0.4 0.4

i 14

CERaS L 18

Unearned future fmance Income on fln nce Ieases {0.2) ' (0.4)
‘Net investment in finance lease: e 16 24
The net investment in finance leases is analysed as follows:
Within one year 0.3 0.3
Between one and five years . . e 1.3 18
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8 TRADE AND OTHER RECEIVABLES

Current recelvables:

Receivables due from Iberdrola group companies - trade 0.1 -
Recelvables due from Iberdrola group companies - loans (a) 211 33,2
Receivables due from lberdrola group companies - interest - 0.1
Receivables due from joint arrangements - trade 0.1 0.5
Trade receivables and accrued income 18.5 -
Prepayments with joint arrangements 3.6 4.9

Other receivables o o s 03

{a) Interest on current [oans due from iberdrola group companies is payable at 1% above the Bank of England base rate and the loans are repayable
on demand.

9 MEASUREMENT OF FINANCIAL ASSETS AND LIABILITIES
The table below sets out the carrying amount and fair value of the company's financial instruments.

Financial assets

Finance lease receivables 1.6 1.6 2.1 2.1
Derivative financial instruments (a) 2.1 21 0.1 0.1
Receivables (b) 39.8 39.8 341 341
Cash {c) 6.8 6.8 - -
Financiat liabilities
Derivative financial instruments (a} {15.2) (15.2) 2.9 (2.9}
Loans and other borrowings {d} (1,063.0) {1,233.4) (765.0) {896.3)
Payables @ (722)  (722) (1270) _ (127.0)

The carrying amount of these financial instruments is calculated as set out in Note 2F. With the exception of loans and borrowings payable, the carrying
value of financial assets and liabilities is a reasanable approximation of fair value. The fair value of loans and borrowings 1s calculated as set out in Note

{d).

(a) Further details on derivative financial instruments are disclosed within Note 16.

{b) Balances outwith the scope of IFRS 7 ‘Financial Instruments: Disclosure’ (“IFRS 77) have been excluded, namely prepayments, payments on
account and other tax payables.

{c)  Asageneralrule, cash deposited with banks earns interest at rates similar to market rates on daily deposits.

(d} The carrying value of loans and other borrowings are accounted for at amortised cost. The carrying value of short term debt is a reasonable
approximation of fair value. The falr value of long-term debt is calculated using a discounted cash flow.

The company holds certain financial instruments which are measured in the balance sheet at fair value. The company uses the following hierarchy for
determining and disclosing the fair value of financlal instruments by valuation technique:

Level 1: quoted {unadjusted) prices in active markets for Identical assets or liabilities

Level 2: other techniques for which all inputs which have a significant effect on the recorded fair value are observable, either directly or indirectly

Level 3: techniques which use inputs which have a significant effect on the recorded fair value that are not based on observable market data.

All derivatives held by the company are Level 2,
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10 LIQUIDITY ANALYSIS

Maturity profile of financial Habilities

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

Derwative fmanciaI instruments

{excluding commodity derivatives) 148.5 27.4 - - - - 175.9
Loans and other borrowings 80.7 157.9 76.7 228.7 69.3 751.7 1,365.0
Payables* 1647 - 01 - - - 1648

C tilows :
Derivative financial mstruments
{excluding commodity derivatives) 136.8 20.4 - - - - 157.2
Loans and other horrowings . 80.8 72.2 80.5 71.9 154.0 626.0 1,085.4
Payables” . - 1203
805 TN 01540 00 626.0 41,3629,

* ContractuaE cash ﬂows exclude accrued Interest as these cash ﬂows are |ncluded wnhin loans and other bor;owlngs

11 SHARE CAPITAL

Authorised:

200,000,000 ordinary shares of £1 each {2014 200,000,000} e 200.0 2000
Allotted, called up and fully paid shares:
200,000,000 ordinary shares of £1 each (2014 200,000,000) . 2000 200.0

12 ANALYSIS OF MOVEMENTS IN EQUITY ATTRIBUTABLE TO EQUITY HOLDERS OF 5P TRANSM!SSlON PLC

‘At April 2013 i

Profit for the year attributable to equlty holders of

$P Transmission plc - - 167.0 167.0
Changes in the value of cash flow hedges - (3.9) - {3.9)
Tax relating to cash flow hedges - 0.8 - 0.8
Dividends s ues0)  (1690)
At1April 2014 Sl 2000 TH27) N a4380 0 eALd
Profit for the year attnbutable to equity holders of

SP Transmission plc - - 167.8 167.8
Changes in the value of cash flow hedges - (21.6) - {21.6)
Tax relating to cash flow hedges - 4.3 - 4.3
Dividends S _ _ - - {229.0) {229.0)
‘At 31 March 2015 - R T 20000 (2040) 0 38287 56246

{a) The hedge reserve represents the balance of gains and losses on cash fiow hedges (net of taxation) not yet transferred to incame or the carrying
amount of a non-financlal asset.

{b) Retalned earnings comprise the cumufative batance of profits and losses recognised in the financial statements as adjusted for transactions with
shareholders, principally dividends.
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12  ANALYSIS OF MOVEMENTS IN EQUITY ATTRIBUTABLE TO EQUITY HOLDERS OF SP TRANSMISSION PLC continued
(g_:) _The_ _c_hg_r_)ggs _In e__hed_gg reserve qus%ng from val_u nts to_hg

Effectwe cash f[ow hedges recognised
Removed from equity and recognised in carrying amount of hedged

items N . - oy 04

Effectwe cash fiow hedges recogmsed (21.9) 4.4 (17.5)
Removed from equity and recognised in carrying amount of hedged

ftems . 03 o1 02
‘At:31'March2015 SR N V1 ) B i R LT

The maturity analysis of amounts included in the hedge reserve is as foliows_:

_{éss t%anlyear S Sl T (155} (2__5_;
12years N e L @8 032
g R s (zo 0) 2 7))

DEFERRED INCOME

é'a'r.\ _ M rchi20147% CoE “£m RS ) B
Transfef of assets from Customem 47.1 .88 ... s 556

o Releasedto 0. At31
. income. darch.

Recewabie
' ‘dunng year_'_ '

Transfer of assets from customers N

14 PROVISIONS

Yearended 31 March 2014

Year erided 31 March 2015 -
Onerouscontracts

{a) The provision for anerous contracts relates to unavoldable project costs which may be reduced dependant on the project cutcome. This Is
expected to be concluded in 2017,

34




SP TRANSMISSION PLC
NOTES TO ACCOUNTS continued
31 March 2015

15 LOANS AND OTHER BORROWINGS
(a) Analysls of E_oans and other borrowings by instrument and maturity

Instrument L S Notes Interest rate® = T i Maturity o
Intercompany loan with SPL 3.858% 29 January 2019
Intercompany [oan with SPUK {,(in 3.416% 21 December 2022
Intercompany foan with SPUK (1,(im) 3.57% 20 December 2023
Intercompany loan with SPUK (i) 2.821% 31 March 2025

Intercompany loanwith SPUK () LIBOR+3365% 28 January 2029

*LIBOR — London Inter-Bank Offer Rate

Analysis of total loans and borrowings . -
Current
Non-curent

{1 Under the conditions of the long term loan agreaments between the company and SPUK, the company has an option, without fee or 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 businass days befere the intended repayment date.

(i) The intercompany loan with SPUK that is due to mature in December 2022 is repayable in equal Instalments every two years. The repayment of
£52.0 million that was due in 2014 was classified as current In the 2014 analysis above,

(i} The intercompany loan with SPUX that is due to mature in December 2023 is repayable in equai instalments every two years. The repayment of
£44.0 million that 1s due in 2015 has been classified as current In the 2015 analysis above.,

{iv) The intercompany loan with SPUK that is due to mature in March 2025 is repayable in equal instalments every two years with the first repayment
due in March 2017,

{v) A1%increase In the LIBOR rate and Base rate would result in a £2.1 million increase in the full year interest charge.

(b) Borrowing facilities
The company has no undrawn committed borrowing facilities at 31 March 2015 (2014 £nil}.

16 DERIVATIVE FINANCIAL INSTRUMENTS
Analysis of carrying value of derivative financial instrument

s — carrying value
i e

Tiabilities’
e s

Hedging derivatives
_...-Foreign exchange rate L2l

.0 (22) 0

17 TRADE AND OTHER PAYABLES

Current trade and other payables:

Payables due to Iherdrola group companies- trade 27.0 25.7
Payables due to lberdrola group companies- interest 7.4 6.7
Payables due to joint arrangements- trade - 1.3
Other taxes and social security 14.3 9.7
Payments received on account 24.5 10.3
Other payables TR 1377 91

Non-curfeﬁt other payables:
Otherpayables 0202
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18 DEFERRED TAX
Deferred tax provided in the Accounts Is as follows:

AtiApnI_ZOia;;. SR G R S T MR | N R 1 B A e e b b
Credit to income statement (2.8} - (2.8)
Recorded in the statem t of comprehensive income o e (0.8) (0.8)

At 1 Aprii 2014 E b 11625507 (o 7} SniissY
Charge to income statement 11.7 11.7

Recorded In the statement of comprehenswe income o _ _ - (4.3) a3
‘At 31'March 2015 e R S 122,98
Finance Act 2013 contained legistation that reduced the rate of UK Corporation Tax from 23% to 21% from 1 April 2014 and to 20% from 1 Aprit 2015,
These changes reduced the tax rates expected to apply when temporary differences reverse,

19 EMPLOYEE INFORMATION
(a) Staffcoets__

Wages and salaries
Social security costs

Pension and other costs
Total staff costs .

{i} The employee costs for the years ended 31 March 2015 and 31 March 2014 include those In respect of one director, Scott Mathleson. The
emoluments of the other directors of the company for the years ended 31 March 2015 and 31 March 2014 are Included within the employee
costs of another $cottishPower group company, as they do not have a contract of service with the company. Details of directors’ emoluments are
set out in Note 28.

(b} Employee numbers

The year end and average numbers of employees {full and part-time) employed by the company, including executive

directors, were:
10

Adminlstratwe staff .
The year end and average numbers of full time equwalent staff employed by the ¢ company ‘match those stated above.

(c} Pensions

The company's contributions payable in the year were £142,200 {2014 £148,000). 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 and Accounts of SPL. As at 31 December 2014, the deficit in the Scottish
Power group's defined benefit schemes in the UK amounted to £308.4 million {2013 £332.7 million). The employer
contribution rate for these schemes in the year ended 31 December 2014 was 30.1%-31%.

20 TAXES OTHER THAN INCOME TAX
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21 DEPRECIATION AND AMORTISATION CHARGE, ALLOWANCES AND PROVISIONS |

'Probert\.r.,..plaﬁt éhd equibment depreuat.lon ch.efg“e o - . . 433 361
Intangible asset amortisation - 0.7
Charges and provisions, allowances and impairment of assets 07 06

22 FINANCE INCOME

Iﬁtereétrecewaﬁlebnfihence'leese's' o ' o ' 0.2 : g
Interest receivable from Iberdrola group companies .02

23 FINANCE COSTS |

lnterest on amounts due to Iberdrola group companies

Capltahsed interest

24 INCOMETAX

C.urren.t tax:
UK Corporation tax
Adjustments in respect of prior years

Current tax for the year -

Deferred tax:

Origination and reversal of temporary differences 13.4 13.9
Adjustments in respect of prior years (0.9) 0.6

Impact of tax rate change R
Deferred tax fortheyear - ool vl
Incomie tax charge for the year - "

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

Corporation tax at 21% (2013 23%) ' - ' a4

Adjustments in respect of prior periods 0.2
Impact of tax rate change {0.8)
Impact of rate change from headline corporation tax rate 0.3 -

Permanent differences _ i L o 0.5 -
Incometaxchargefortheyear T R T T R R R

The rate of UK Corporatlon tax reduced from 23% to 21% on T April 2014 and from 24% to 23% on 1 Apnl 2013.The 2013 Finance Act includes
legislation which reduced the rate of UK Corporation tax to 20% on 1 April 2015. These changes reduce the tax rate expected to apply when temporary
differences reverse and impact the deferred tax charge.
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25 FINANCIAL COMMITMENTS
Other contractual commitments

The contract in place for the provision for asset management services provided by SPPS explres on 31 March 2016
reparding the extension of the contract were underway as at the signing date of the Regulatory Accounts.

26 DIVIDENDS

e : S T2014
i _ per-ordinary share ' pence perordinary share: =0 G0 o5
Aggregate dividendspaid  w&s 85 .22

27 CONTINGENT LIABILITIES

As part of the exercise to achleve 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 to external
lenders of SPUK for debt existing in that company at 1 October 2001. The value of debt guaranteed by these companies,
which was still cutstanding at 31 March 2015 was £1,219.7 million (2014 £1,213.4 million).

28 RELATED PARTY TRANSACTIONS
{a) Transactions and balances arising in the normal co

urse of business
2pis

Types of transaction

Sales and rendering of services - - - 2.0 - - - 2.2
Purchases and receipt of services - - {25.3) - - - {23.8) -
Purchases of property, plant and equipment - - (279.3) (59.5) - - {228.0) (58.4)
Interest income - - - - - - 0.2 -
Interest costs 2.9) - (27.2) - (2.9) - (20.2) -
Net gains/f{losses) on foreign exchange - - - - - - - (0.1)
Changes in the value of cash flow hedge reserve {21.6) - - - {3.9) . - -
Dividends paid N ] - (229.0} . - - {169.0) - -
Balances outstanding

Loans receivabfe - - 2141 - - - 33.2 -
Trade and other recelvables - - 01 3.7 - - - 5.4
Interest receivable - - - - - - 0.1 -
Derivative financial assets 21 - B - 0.1 - - -
Loans payahle {75.0) - (988.0) - {75.0) - {650.0) -
Trade and other payables - - (27.0) - - - (25.7) {1.3}
Interest payable {0.5) - (6.9) - {0.5) - (6.2 -
Derivative financial tiabilities {15.2)

{§§ During the year ended 31 March 2015, SPUK made pension contributions of £142,200 on behalf of the company (2014 £148,000).
{i}  The amounts outstanding are unsecured and will be settled in cash. No guarantees have been given or recelved.
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28 RELATED PARTY TRANSACTIONS continued

(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
personnel are remunerated for their work for the Iberdrola group, it has not been possible to apportion the
remuneration specifically in respect of services to this company. Of the eight key management personnel, only one is
paid by this company.

Short-term employee benefits
Post-employment benefits
Termination benefits
Share-based payments

(¢} Directors' remuneration

The total emoluments of the directors that provided qualifying services to the company are shown below. As these
directors are remunerated for their work for the therdrola group, it has not been possible to apportion the emoluments
specifically in respect of services to this company. All but one director are paid by another company within the
ScottishPower group,

Number of directors who exercised share options 1 1
Number of directors who received shares under a long-term incentive scheme 2 2

Number of directors accruing retirement benefits under a defined benefit schete 2~ 2

Aggregate remuneration 518 472
Accrued pension benefits S . 89 88

{i}  The highest paid director received shares under a long-term incentive scheme during both years.
{il) The highest paid director exercised share options during both years.

{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 fs SPENH,

Copies of the Consolidated Accounts of [berdrola S.A. may be obtained from Iberdrola S.A., Torre lberdrola, Plaza Euskadi
5, 48009, Bilbao, Spain. Copies of the Consolidated Accounts of SPENH may be obtained from The Secretary, Scottish
Power UK plc, 1 Atlantic Quay, Glasgow, G2 8SP.

29 AUDITOR'S REMUNERATION

Audit of the company's Annual Accounts and Rregulatory Accounts
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30 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 9.

The company has recorded a profit after tax in both the current year and previous financial year and the company’s
balance sheet shows that it has net current liabilities of £239.9 million and net assets of £562.6 million at its most recent
balance sheet date.

The company is ultimately owned by iberdrola S.A. and it participates in the Iberdrola group’s centralised treasury
arrangements and so shares banking facilities with its parent companies and fellow subsidiaries. As a consequence, the
company depends, in part, on the ability of the Iberdrola group to continue as a going concern. The directors have
considered the company’s funding relationship with Iberdrola to date and have considered available relevant
information relating to Iberdrola’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 basls of these considerations, the directors have a reasonable expectation 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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