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Independent auditor’s report to Scottish Power UK plc and its Licensees SCOTTISHPOWER

We have audited the accompanying statement (the ‘Consolidated Segmental Statement’ or ‘CSS’) of Scottish Power UK plc and its Licensees
(as listed in footnote () which comprises the Introduction, Consolidated Segmental Statement, Basis of Preparation, Reconciliation of CSS
Revenue and EBIT to the Annual Report and Accounts of Scottish Power UK plc, Questionnaire on Business Functions and Appendices A and
B, in accordance with the terms of our engagement letter dated 27 April 2015. The CSS has been prepared by the directors of Scottish
Power UK plc and its Licensees based on the requirements of Standard Condition 16B of the Electricity Generation Licence and Standard
Condition 19A of the Gas and Electricity Supply Licences and the associated guidelines issued by Ofgem (together, the ‘Licences’) and the
basis of preparation on pages 5 to 9.

Directors’ responsibility for the CSS

Directors are responsible for the preparation of the CSS in accordance with the Licences and the basis of preparation on pages 5 to 9 and
for such internal control as directors determine is necessary to enable the preparation of the CSS that is free from material misstatement,
whether due to fraud or error.

Auditor’s responsibility

Our responsibility is to express an opinion on the CSS based on our audit. We conducted our audit in accordance with International
Standards on Auditing. Those standards require that we comply with ethical requirements and plan and perform the audit to obtain
reasonable assurance about whether the CSS is free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the CSS. The procedures selected
depend on the auditor’s judgment, including the assessment of the risks of material misstatement of the CSS, whether due to fraud or
error. In making those risk assessments, we consider internal control relevant to the entity’s preparation of the CSSin order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s
internal control. Our audit also includes evaluating the reasonableness of accounting estimates made by directors, as well as evaluating the
overall presentation of the CSS.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.

Opinion

In our opinion, the CSS of Scottish Power UK plc and its Licensees for the year ended 31 December 2014 is prepared, in all material respects,
in accordance with;

(i) the requirements of Standard Condition 16B of the Electricity Generation Licence and Standard Condition 19A of the Gas and

Electricity Supply Licences and the associated guidelines issued by Ofgem in December 2014; and

(ii) the basis of preparation on pages 5 to 9.

Basis of accounting and restriction on distribution and use

Without modifying our opinion, we draw attention to pages 5 to 9 of the CSS which describes the basis of preparation. The CSS is prepared
to assist Scottish Power UK plc and its Licensees to meet the requirements of the Regulator Ofgem rather than in accordance with a
generally accepted accounting framework. The CSS should therefore be read in conjunction with both the Licences and the basis of
preparation on pages 5 to 9. This basis of preparation is not the same as segmental reporting under IFRS. As a result, the CSS may not be
suitable for another purpose.

This report, including our conclusions, has been prepared solely for the Directors of Scottish Power UK plc and its Licensees as a body in
accordance with the agreement between us, to assist the Directors in reporting on the CSS to the Regulator Ofgem. We permit this report
to be displayed on the ScottishPower website (1 http://www.scottishpower.com/pages/company_reporting.asp to enable the directors to
show that they have addressed the governance responsibilities by obtaining an independent assurance report in connection with the CSS.
To the fullest extent permitted by law we do not accept responsibility to anyone other than the Directors as a body and Scottish Power UK
plc and its Licensees for our work or this report except where terms are expressly agreed between us in writing.

[/AA)} } Yottj wr.

Ernst & Young LLP
29 April 2015
Glasgow

(i) ScottishPower Energy Retail Limited, ScottishPower Generation Limited, ScottishPower (DCL) Limited, ScottishPower (SCPL) Limited, Scottish Power Renewables UK Limited
Morecambe Wind Limited, Celtpower Limited and East Anglia One Limited.

(i) The maintenance and integrity of the Scottish Power website is the responsibility of the directors; the work carried out by the auditors does not involve consideration of these matters
and, accordingly, the auditors accept no responsibility for any changes that may have occurred to the CSS since it was initially presented on the website.
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Introduction SCOTTISHPOWER

This CSS and associated regulatory information is presented in accordance with Standard Licence Condition 16B of the Electricity Generation
Licence and Standard Condition 19A of the Electricity and Gas Supply Licences (“the Conditions”).

The CSS and supporting information has been prepared by the Directors of Scottish Power UK plc (“SPUK”) in accordance with the Conditions
stated above and the associated guidelines issued by Ofgem. The CSS has been derived from and reconciled to the Annual Report and Accounts
of SPUK for the year ended 31 December 2014, which have been prepared in accordance with International Accounting Standards, International
Financial Reporting Standards and International Financial Reporting Interpretations Committee Interpretations (collectively referred to as IFRS)
as adopted by the European Union.

ScottishPower Operational and Management Reporting Structure

The diagram below outlines the operational and management reporting structure of ScottishPower. ScottishPower is defined as Scottish Power
Limited (“SPL”) and its subsidiaries. SPL is the United Kingdom (“UK”) parent company of both the Great Britain (“GB”) and Ireland operations of
Iberdrola S.A. (“Iberdrola”) and since 2014 the European offshore wind activities of Iberdrola. The intermediate UK parent company, SPUK, acts
principally as the immediate holding company for the ScottishPower operations. For the purpose of the CSS, “the group” is defined as SPUK and
its subsidiaries.

In accordance with the disclosure requirements of IFRS, the Annual Report and Accounts of SPUK reports the financial results of the operating
segments outlined below and, in the interest of improved transparency, voluntarily reports the financial results of the business functions and
divisions. This disclosure is provided on a voluntary basis to increase transparency and to demonstrate the alignment of the operating
segments, business functions and business divisions in the Annual Report and Accounts of SPUK with those reported in the CSS for the year
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The group’s operating segments, business functions and business divisions are defined as follows:

Energy Networks Energy Networks Energy Networks The transmission and distribution business within the group.

Renewables Renewables

Energy Wholesale
and Retail

Renewables — The Great Britain licensed activity of the Renewables operating segment, which develops and operates renewable generation plant,
Licensed business other than hydro-electric generation plant.

Other The non-licensed activity of the Renewables operating segment, which includes generation activity outside Great Britain and the
impact of the amortisation of the fair value attributed to the Renewables operating segment when purchased by Iberdrola during 2007.

Generation — The licensed activity of the Energy Wholesale business function, which owns and operates coal, gas and hydro-electric generation
Energy Wholesale

Licensed business plant.

Energy The non-licensed activities of the Energy Wholesale business function, responsible for wholesale market sales and purchases for the
Management Generation and Supply licensed business divisions, which is further defined on page 5.

Other The other non-licensed activity of the Energy Wholesale business function, which includes the group’s waste water treatment facility.

Supply — Licensed The licensed activity of the Energy Retail business function responsible for the supply of electricity and gas to domestic and business

Energy Retail N
&Y business customers.

Other The non-licensed activity of the Energy Retail business function, which includes the group’s Energy Services activities.
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Introduction continued

ScottishPower Operational and Management Reporting Structure continued
SPUK is the intermediate holding company of all Licensees within ScottishPower. The individual supply and generation licences are held in legal
entities reported within the Annual Report and Accounts of SPUK for the year ended 31 December 2014. The individual supply and generation

licences held within SPUK are as follows:

Business Division

SCOTTISHPOWER

Ownership

Licensee Licence

ScottishPower Energy Retail Limited Supply

ScottishPower Generation Limited Generation
ScottishPower (DCL) Limited Generation
ScottishPower (SCPL) Limited Generation
ScottishPower Renewables UK Limited Generation
Morecambe Wind Limited Generation
Celtpower Limited Generation
East Anglia One Limited? Generation

Supply — Licensed business
Generation — Licensed business
Generation — Licensed business
Generation — Licensed business
Renewables — Licensed business
Renewables — Licensed business
Renewables — Licensed business
Renewables — Licensed business

100%
100%
100%
100%
100%
50%
50%
50%

The segmental results of the operating segments of SPUK for the year ended 31 December 2014 and those of the business divisions defined
above are disclosed in the Annual Report and Accounts for SPUK for the year ended 31 December 2014 and can be found at

http://www.scottishpower.com/pages/company _reporting.asp

For information purposes the segmental results for 2014 reported within the Annual Report and Accounts of SPUK for the year ended 31

December 2014 have been included within Appendix B of this document.

East Anglia One Limited is a licensee however the company did not generate electricity in the year to 31 December 2014. On 24 March 2015 the group acquired the remaining 50% interest
in the share capital of East Anglia One Limited, at which point East Anglia One Limited ceased to be a joint venture and became a subsidiary of the group.



Consolidated Segmental Statement for the year

ended 31 December 2014 SCOTTISHPOWER

ENERGY

GENERATION
MANAGEMENT

SUPPLY

Electricity Electricity [<EH ScottishPower
ScottishPower ~ ScottishPower Aggregate Non- Non- Aggregate Energy
Generation Renewables Generation Domestic domestic Domestic domestic Supply Management
Total revenue £m 1,148.8 326.1 1,474.9 1,807.2 785.1 1,303.0 17.0 3,912.3 5,039.8
Revenue from sales of £m 1,148.8 326.1 1,474.9 1,807.2 7851 1,303.0 17.0 3,912.3 5,039.8
electricityand gas
Other revenue £m - - - - - - - - -
Total operating costs £m (1,078.4) (86.9) (1,165.3) (1,639.3) (772.2) (1,257.9) (16.9) (3,686.3) (5,009.9)
Direct fuel costs £m (518.7) - (518.7) (747.1) (420.4) (699.3) (10.0) (1,876.8) (5,000.8)
Transportation costs £m (92.7) (29.1) (121.8) (460.8) (199.8) (323.5) (2.8) (986.9) -
Envi tal and ial
nvironmenta’ andsoda £m (136.5) - (136.5) (2304)  (110.0) (51.9) - (392.3) -
obligation costs
Other direct costs £m (237.7) (41.8) (279.5) (13.6) (8.4) (13.0) (0.6) (35.6) -
Indirect costs £m (92.8) (16.0) (108.8) (187.4) (33.6) (170.2) (3.5) (394.7) (9.1)
EBITDA £m 70.4 239.2 309.6 167.9 12.9 45.1 0.1 226.0 29.9
DA £m (145.8) (84.3) (230.1) (19.2) (0.9) (13.8) (0.2) (34.1) (1.6)
(3:108 £m (75.4) 154. 79.5 148.7 12.0 31.3 (0.1) 191.9 28.3
TWh,
Volume Mtherm 15.3 2.8 18.1 12.8 7.3 1,038.6 13.2 N/A N/A
WACO F/E/G (calculated) 42.8 N/A N/A 58.4 57.6 67.3 75.8 N/A N/A
Customer Numbers 000s N/A N/A N/A 3,151 203 2,181 13 5,548 N/A
Supply EBIT margi 4% 4.9%
Restated*
2013 Summarised CSS
ENERGY
GENERATION SUPPLY MANAGEMENT
Electricity Gas ScottishPower
ScottishPower ScottishPower Aggregate Non- Non- Aggregate Energy
Generation Renewables Generation Domestic _domestic _Domestic _domestic Supply Management
Total revenue £m 1,213.3 264.3 1,477.6 1,789.7 887.6 1,401.6 15.3 4,094.2 6,370.3
EBIT £m (86.8) 140.2 53.4 137.7 26.6 15.7 (0.3) 179.7 13.2
Supply EBIT margin 7.7% 3.0% 1.1% % 4.4%

Glossary of Terms

EBITDA EBITDA represents earnings before interest, tax, depreciation and amortisation. It is calculated by subtracting total operating costs from total revenue. As per
paragraph 1.6 of the Ofgem guidelines this excludes exceptional items (refer to definition below).

DA Depreciation and amortisation.

EBIT EBIT represents earnings before interest and tax and is calculated by subtracting depreciation and amortisation from EBITDA. As per paragraph 1.6 of the Ofgem
guidelines this excludes exceptional items (refer to definition below).

Volume Volume for the Supply segment is supplier volumes at the meter point, i.e. net of losses.
Volume for the Generation Segment is the volume of electricity produced by assets operated by Aggregate Generation, that can actually be sold on the
wholesale market, i.e. after losses up to the point where electricity is received under the Balancing and Settlement Code, but before subsequent losses. For
ScottishPower Generation's pumped storage station, the production volume included is net of volumes purchased for pumping.

WACOF/E/G For ScottishPower Generation, the WACOF represents the weighted average input cost of coal, gas and emissions, shown as £/MWh. This is calculated by adding

Customer Numbers

Supply EBIT margin

Exceptional Items

the cost of the Carbon Price Floor tax, the EU Emissions Trading System (EU ETS) and SO2/NO2 emissions allowances totalling £136.4 million (refer to Appendix
A) to direct fuel costs before dividing by volume.

For the Supply business, the WACOE/G represents the weighted average cost of procuring electricity and gas on the wholesale market, shown as £/MWh
(electricity) and p/therm (gas), and comprises the costs of wholesale gas and electricity, transmission and distribution losses, the energy component of
Reconciliation by Difference (“RBD”) costs and the costs associated with balancing and shaping. This is calculated by dividing direct fuel costs by volume.

Customer numbers are based on the average monthly number of Meter Point Administration Numbers for electricity customers and Meter Point Reference
Numbers for gas customers during the year to 31 December 2014.

EBIT profit margin for the Supply business expressed as a percentage, calculated by dividing EBIT by total revenue and multiplying by 100.
As per Ofgem’s guidelines, exceptional items are defined as revenues, costs and profits that do not reflect a company’s normal year of operations (e.g. profit or
loss on disposal, restructuring costs and impairment charges). Certain remeasurements (e.g. mark to market) are also classed as exceptional items per Ofgem’s

guidelines.

Further details on exceptional items can be found on page 9.

* In accordance with Ofgem’s revised guidelines issued in December 2014, the total revenue for aggregate supply has been reduced by £24.8 million reflecting the deduction of discounts
given to customers under the Warm Home Discount programme; these discounts were previously reported within Environmental and social obligation costs. The ScottishPower Renewables
total revenue and EBIT have also been restated to include revenue of £2.8 million and EBIT of £1.2 million for Celtpower Limited, a 50% joint venture.



Basis of Preparation SCOTTISHPOWER

The CSS presents a segmental analysis of ScottishPower’s Aggregate Generation and Aggregate Supply licensed activities within GB and
provides information relating to the revenues, costs and profits of these activities in order to enhance the transparency within the energy
market for both consumers and other stakeholders.

These statements have been prepared by the Directors of Scottish Power UK plc (“SPUK”) and its Licensees in accordance with Standard
Condition 16B of the Electricity Generation Licence and Standard Condition 19A of the Electricity and Gas Supply Licences and the associated
guidelines issued by Ofgem and the basis of preparation contained herein.

The financial data provided has been taken from the Relevant Licensees’ and Affiliate’s (as defined in the Conditions) financial information for
the year ended 31 December 2014, included within the Annual Report and Accounts of SPUK for the year ended 31 December 2014, which has
been prepared under IFRS.

In order to aid comparability, a summarised 2013 CSS has been provided as a voluntary disclosure. The financial comparative information has
been restated to reflect the revised Ofgem guidelines issued in December 2014. The restated 2013 CSS is audited and presented on page 4.

For clarity, the following should be noted:
Aggregate Generation

e The financial results have been included for all GB activities which require a generation licence. ScottishPower Renewables includes all
revenues and costs in relation to the group’s renewable energy generation assets with the exception of the hydro assets which are
included within ScottishPower Generation.

e ScottishPower Renewables holds an equity investment in an 80% subsidiary, Coldham Windfarm Limited. This company generates
electricity, however, it is exempt from holding a generation licence as it is classed as a ‘Small Generator’. Therefore the financial results of
this company have been excluded from the CSS. ScottishPower’s share of EBIT for this company for 2014 is £0.9 million.

e ScottishPower Renewables owns operational wind farms located in Northern Ireland and the Republic of Ireland. However, the financial
results of these wind farms have been excluded from the CSS because they do not constitute licensed activities within GB. The EBIT of
these wind farms for 2014 is £5.3 million.

Aggregate Supply
e The financial results have been included for all GB activities which require a supply licence.

e The domestic supply segments represent the revenues and associated costs in supplying gas and electricity to domestic premises in GB,
wholly or mainly for a domestic purpose. The non-domestic supply segments represent the revenue and associated costs in supplying gas
and electricity to non-domestic premises in GB.

* The financial results relating to Energy Services have been excluded from Aggregate Supply as this does not constitute a licensed activity.
Energy Management

e Energy Management is a non-licensed business division. However, information has been provided on a voluntary basis in order to enhance
transparency within the CSS.

* Energy Management performs all trading with external markets for electricity, gas, coal and emissions allowances on behalf of
ScottishPower Generation and Aggregate Supply. All trading for ScottishPower Generation and Aggregate Supply is undertaken to hedge or
meet their physical requirements and is ring-fenced in separate trading books for each business division. In addition, Energy Management
undertakes limited proprietary trading and gas storage activities on its own behalf. These are held separate from ScottishPower Generation
and Aggregate Supply. The profits of Energy Management are the result of all proprietary activities undertaken by Energy Management on
its own behalf, all gas storage activities, the pricing of the long term gas contracts as described on pages 6 and 7, and the residual costs of
running the Energy Management operations after a proportion of indirect costs as described on page 9 have been recharged to
ScottishPower Generation and Aggregate Supply.

Pricing for electricity and gas

The pricing relationship between Energy Management, ScottishPower Generation and Aggregate Supply is that of market prices, and contract
specific prices under long term gas contracts as described on pages 6 and 7. No transfer pricing is therefore required between Energy
Management, ScottishPower Generation and Aggregate Supply as all prices are reflective of actual prices transacted.

Internal transactions are undertaken by Energy Management between the divisions, with the majority of these internal transactions being sales
of electricity from ScottishPower Generation to Aggregate Supply. Where there is a corresponding equal and opposite position in
ScottishPower Generation and Aggregate Supply then an automated internal transaction takes place overnight, and is priced at the prior day’s
closing market price for the relevant period. This allows internal demand and supply to be met, at market prices for the relevant period, before
trading in the market. All other internal transactions are priced at the prevailing market price for the relevant period at the point the
transaction is made.

All external transactions with the market for each division are at the prevailing market price at the time of transaction. The market prices at the
time of procurement may differ from the price prevailing at the time of supply.

In December 2014, Ofgem finalised its proposed licence amendments which included the requirement to keep transfer pricing methodologies
under review for the purposes of ensuring that these are appropriate and up to date. To satisfy this requirement the group ensured that
internal agreements were in place for all transfers between group companies and that all agreements were subject to bi-annual review. In
addition, the group ensured that measures were in place to notify Ofgem of any material changes to transfer pricing methodology.



Basis of Preparation continued SCOTTISHPOWER

Revenues
ScottishPower Generation

‘Revenue from sales of electricity and gas’ comprises the sales value of electricity and other related services supplied to Iberdrola group
companies and external customers during the year and excludes Value Added Tax. Revenue from the sale of electricity is the value of units
supplied during the year. Units are based on energy volumes that can actually be sold on the wholesale market and are recorded on industry-
wide trading and settlement systems. All revenue is earned wholly within GB.

Pricing
ScottishPower Generation revenue comprises five key components, which are priced as follows:
. the sale of energy, both to the market and to other Iberdrola group companies as described on page 5;

. revenue in respect of balancing activities, ancillary services and constraint management, which are allocated in full directly to
ScottishPower Generation, and are priced at the agreed contract price;

. sales of energy, heat and steam from Combined Heat and Power (“CHP”) plant to external customers, which are at the agreed contract
price;

. sales of Renewable Obligation Certificates (“ROCs”) and Levy Exemption Certificates (“LECs”) made from ScottishPower Generation to
Aggregate Supply. ROCs are priced at the buy-out price plus the associated recycle payment. LECs are priced at the relevant price for each
period; and

. revenue received by embedded generating sites from Aggregate Supply, which is at the published rate for the relevant periods.
ScottishPower Renewables

‘Revenue from sales of electricity and gas’ comprises the sales value of electricity, ROCs and LECs and other related services supplied to
Aggregate Supply and external customers during the year and excludes Value Added Tax. Revenue from the sale of electricity is the value of
units supplied during the year. Units are based on energy volumes that can be sold on the wholesale market and are recorded on industry-
wide trading and settlement systems. The majority of these revenues arise from transactions with ScottishPower companies.

Pricing

The majority of Renewables revenues arise from internal transactions with Aggregate Supply. These transactions are charged under internal
Renewable Power Purchase Agreements, which are annually indexed to open market-based prices.

Revenues in respect of balancing activities, ancillary services and constraint management are priced at the agreed contract price.

Aggregate Supply

‘Revenue from sales of electricity and gas’ comprises the sales value of energy supplied to customers during the year, and excludes Value
Added Tax. Revenue from the sale of electricity and gas is the value of units supplied during the year and includes an estimate of the value of
units supplied to customers between the date of their last meter reading and the year end, based on external data supplied by the electricity
and gas market settlement processes. Revenue for domestic supply is stated after deducting dual fuel discounts where applicable. The discount
is allocated equally between electricity and gas. All revenue is earned wholly within GB and revenue for domestic supply is stated after
deducting the impact of Government mandated social tariffs and discounts given to customers such as the Warm Home Discount programme.
These deductions are charged specifically to each fuel.

Energy Management

‘Revenue from sales of electricity and gas’ comprises the sales value of energy supplied to (a) ScottishPower Generation and Aggregate Supply
and (b) the external market during the year, and excludes Value Added Tax. In addition, Energy Management performs limited proprietary
trading and gas storage activities on its own behalf. All revenue is earned within GB.

Direct fuel costs

ScottishPower Generation

‘Direct fuel costs’ comprise the delivered input cost of coal and gas consumed in the production of electricity.
Pricing

The pricing for electricity and gas is outlined on page 5.

A proportion of gas procured for ScottishPower Generation is delivered from a long term gas contract, which is priced at the contract price with
the counterparty, plus a premium (retained by Energy Management) to reflect the price paid by Iberdrola in acquiring the right to the contract
as part of the acquisition of ScottishPower, and the impact of hedging of contract price indexation.



Basis of Preparation continued SCOTTISHPOWER

Direct fuel costs continued
ScottishPower Generation continued
Pricing continued

Coal is required only by ScottishPower Generation. It is procured for ScottishPower Generation by Energy Management, and is charged to

ScottishPower Generation when consumed. The price charged is the weighted average cost of the coal stock which reflects the actual cost
incurred. This therefore comprises physical coal purchases, the impact of coal swaps procured to hedge the price of coal deliveries, foreign
exchange (“FX”) hedging, and all transportation costs to bring the coal to the station.

Aggregate Supply

‘Direct fuel costs’ comprise the cost of wholesale electricity and gas procured for Aggregate Supply (including volume losses), the energy
component of Reconciliation by Difference (RBD) costs and imbalance costs. Direct fuel costs secured on any given day, for any delivery
period, are allocated to the domestic and non-domestic supply segments, in proportion to their requirements for that delivery period.

Pricing
The pricing for electricity and gas is outlined on page 5.

In the case of gas, there is also a significant volume purchased through long term contracts. These volumes are used by Aggregate Supply gas
customers, and are at the contract price with the counterparty, plus a premium (retained by Energy Management) to reflect the price paid by
Iberdrola in acquiring the right to the contracts as part of the acquisition of ScottishPower, and the impact of hedging of contract price
indexation.

Aggregate Supply purchases electricity, together with the associated ROCs and LECs under internal and external Renewable Power Purchase
Agreements. The electricity element is sold to ScottishPower Generation at the price paid, resulting in a neutral financial impact for Aggregate
Supply.

Balancing costs and the energy element of RBD costs are incurred by Energy Management and recharged to Aggregate Supply at the actual cost
incurred. All other costs are directly allocated to Aggregate Supply as incurred by ScottishPower.

Energy Management

‘Direct fuel costs’ comprise the value of energy purchased for ScottishPower Generation and Aggregate Supply from the external market and
trading in respect of limited proprietary and gas storage activities, and excludes Value Added Tax.

Transportation costs
Aggregate Generation

“Transportation costs” comprise balancing charges from National Grid (“BSUOS”), gas transportation charges, electricity transmission and
distribution network charges.

Aggregate Supply

“Transportation costs” comprise BSUOS costs (recharged from Energy Management at the actual cost incurred), gas transportation charges,
electricity transmission and distribution network charges and the transport element of RBD costs. These costs are allocated directly to the
segment to which they relate based on volume, consumption band or settlement profile class as appropriate.
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Environmental and social obligation costs
ScottishPower Generation

“Environmental and social obligation costs” comprise the costs associated with the Carbon Price Floor tax, the EU Emissions Trading System (EU
ETS), the cost of sulphur dioxide emission allowances and the CRC Energy Efficiency scheme?.

Aggregate Supply

“Environmental and social obligation costs” comprise the costs associated with the following and are allocated across the supply segments as
described in the table below.

Environmental and Social Obligation Costs Allocation Methodology

Renewable Obligation Certificates (ROCs) Allocated to the domestic and non-domestic electricity supply segments based on settlement volumes; this obligation
only applies to the electricity supply segment.

Levy Exemption certificates (LECs) Allocated to the non-domestic electricity supply segment; this obligation only applies to non-domestic electricity
customers.

Feed in Tariffs (FiTs) Allocated to the domestic and non-domestic electricity supply segments based on settlement volumes; this obligation
only applies to the electricity supply segment.

Energy Companies Obligation (ECO) Allocated to the domestic electricity and gas supply segments based on their GB market share of domestic volumes
(TWh) for electricity and gas; this obligation only applies to domestic customers.

Warm Home Discount Industry Initiative costs Allocated to the domestic electricity and gas supply segments based on customer numbers; this obligation only applies
to domestic customers.

Administering the Government Electricity Rebate (GER) Allocated to the domestic electricity supply segment; these administrative costs only apply to this segment.

Assistance for Areas with High Electricity Distribution Costs Allocated to the domestic and non-domestic electricity supply segments based on settlement volumes.

(AAHEDC)

Carbon Reduction Commitment (CRC) Energy Efficiency Scheme* Allocated to the domestic and non-domestic electricity and gas segments based on customer numbers.

Carbon Emissions Reduction Commitment("CERT") and Community  Allocated to the domestic electricity and gas supply segments based on domestic customer numbers; these obligations
Energy Saving Programme ("CESP") only apply to domestic customers.

*These costs are allocated against all supply segments however due to the small value (less than £0.1 million) these can only be seen in Appendix A within the domestic electricity segment in
2014 and the domestic electricity and gas supply segments in 2013.

To further improve transparency, an analysis of environmental and social costs is included on a voluntary basis within Appendix A.

Other direct costs
ScottishPower Generation

“Other direct costs” comprise costs in relation to renewable output purchased directly from Aggregate Supply, operational and maintenance
costs, imbalance costs in relation to the aggregate generation portfolio and Elexon market participation costs.

ScottishPower Renewables
“Other direct costs” comprise operational and maintenance costs.
Aggregate Supply

“Other direct costs” include brokers’ costs and intermediaries’ sales commissions when the costs have given rise directly to revenue i.e.:
producing a sale.

ScottishPower Generation was allocated 14,706 tonnes of free emissions allowances in relation to a small CHP plant in 2014, compared to 14,966 tonnes in 2013.
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Indirect costs
Aggregate Generation

“Indirect costs” are head office costs, staff costs, rates and the costs of centralised services® provided by Iberdrola group companies. For
ScottishPower Generation this also includes operating costs recharged from Energy Management.

Aggregate Supply

“Indirect costs” are the costs of billing, metering, customer service, bad debt and debt collection, support services, sales and marketing, staff
costs, the costs of centralised services® provided by lberdrola group companies and operating costs recharged from Energy Management.
Where it is not possible to allocate these costs directly to a particular customer segment (domestic/non-domestic) or fuel category
(gas/electricity), they are allocated using a costing model based on customer numbers, transactional volumes and employee activity.

Energy Management

“Indirect costs” are head office costs, staff costs and the costs of centralised services® provided by Iberdrola group companies. A proportion of
these costs is recharged to ScottishPower Generation and Aggregate Supply based on employee activity and trading volumes.

Depreciation and amortisation

For Aggregate Supply, depreciation and amortisation costs are allocated to the segments based on customer numbers.

Exceptional Items

In line with Ofgem’s guidelines, mark to market adjustments, restructuring costs and impairment charges that have been disclosed as such in
the Annual Report and Accounts of SPUK have been excluded from the CSS. Additional exceptional items such as income from the settlement
of contractual disputes have also been excluded in line with Ofgem’s guidelines, as the directors believe that these items do not reflect the
company’s activities relating to its operations in 2014.

Refer to Appendix B on pages 13 to 15 for further information.

Reconciliation to audited Group accounts

A reconciliation of the Revenue and EBIT in the CSS to the Annual Report and Accounts of SPUK has been provided on page 10.

Centralised services are HR, IT, finance and legal costs and other head office costs. Where these costs can be identified as being directly attributable to Aggregate Generation, Aggregate
Supply or Energy Management those costs are recharged directly to that business division. Non-directly attributable costs are allocated across ScottishPower’s business divisions using
costing models based on employee numbers, revenue, operating profits and net assets. 9



Reconciliation of CSS Revenue and EBIT “
to the Annual Report and Accounts of Scottish Power UK plc
for the year ended 31 December 2014 SCOTTISHPOWER

ENERGY
GENERATION SUPPLY
MANAGEMENT

ScottishPower ScottishPower Aggregate Aggregate ScottishPower Energy
Generation Renewables ation Supply Management

Revenue per CSS £m 1,148.8 326.1 1,474.9 3,912.3 5,039.8
R SPUK A | Report and A t:

O (27 L A 1,148.8 3261 1,474.9 39123 5,039.8
(as perr y licence req £m
EBIT per CSS £m (75.4) 1549 79.5 191.9 28.3
EBIT per SPI.IJK AI‘II‘IEIB' Report and Accounts (75.4) 5 s e 283
(as perr y licence req ) £m

See Appendix B and Note 6 of the Annual Report and Accounts of SPUK for further details.
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Questionnaire on business functions SCOTTISHPOWER

The table below outlines where the responsibility for each business function resides:

Business function é\eg:::ag;; Aggrega‘te Supply Energy
Business Management
Operates and maintains generation assets v
Responsible for scheduling decisions P/L F
Responsible for interactions with the Balancing Market P/L F
Responsible for determining hedging policy* P/L P/L F
Responsible for implementing hedging policy / makes decisions to P/L P/L F
buy/sell energy*
Interacts with wider market participants to buy/sell energy* P/L P/L F
Holds unhedged positions (either short or long)* P/L P/L F
Procures fuel for generation P/L F
Procures allowances for generation P/L F
Holds volume risk on positions sold (either internal or external)® P/L P/L F
Matches own generation with own supply*® P/L P/L F
Forecasts total system demand F
Forecasts wholesale price F
Forecasts customer demand F
Determines retail pricing and marketing strategies 4
Bears shape risk after initial hedge until market allows full hedge* P/L P/L F
Bears short term risk for variance between demand and forecast P/L F

Key: ¥ Function resides and profits/losses are recorded
F  Function resides
P/L Profits/losses are recorded

For each of these business functions, Energy Management undertakes actions for both the ScottishPower Generation and Aggregate Supply segments. The profit/loss consequences of each
action accrues to the relevant segment or segments for which the action was performed.

ScottishPower Generation is not scheduled to meet retail demand. Internal transactions are performed between ScottishPower Generation and Aggregate Supply where the trading
positions offset and this is explained further on page 5.



Appendix A - Analysis of Energy Related Government Obligations for the

years ended 31 December 2014 and 2013

SCOTTISHPOWER

The tables below provide an analysis of the costs of energy related government obligations for both Aggregate Generation and Aggregate
Supply for the years ended 31 December 2014 and 31 December 2013. This information has been provided on a voluntary basis to further

improve transparency.

Year ended 31 December 2014

Renewables Obligation Certificates (ROCs) £m
Levy Exemption Certificates (LECs) £m
Feed in Tariffs (FITs) £m
Energy Companies Obligation (ECO) £m
Warm Home Discount Industry Initiative Costs £m
Administering the Government Electricity Rebate (GER) £m
Assistance for Areas with High Electricity Distribution Costs (AAHEDC) £m
Carbon Reduction Commitment (CRC) Energy Efficiency Scheme £m
EU Emissions Trading System (EU ETS) £m
Carbon Price Floor Tax £m
S02/NO2 Emissions Allowances £m

| and social costs per CSS £m

Warm Home Discount* (included as a deduction from Revenue in the CSS) £m
Total energy related government obligations £m

Year ended 31 December 2013 (Restated)

Renewables Obligation Certificates (ROCs) £m
Levy Exemption Certificates (LECs) £m
Feed in Tariffs (FITs) £m
Energy Companies Obligation (ECO) £m
Warm Home Discount Industry Initiative Costs £m
Assistance for Areas with High Electricity Distribution Costs (AAHEDC) £m
Carbon Reduction Commitment (CRC) Energy Efficiency Scheme £m
EU Emissions Trading System (EU ETS) £m
Carbon Price Floor Tax £m
S02/NO2 Emissions Allowances £m
Carbon Emissions Reduction Target (CERT) £m
Community Energy Saving Programme (CESP) £m

| and social costs per CSS £m

Warm Home Discount* (included as a deduction from Revenue in the CSS) £m
Total energy related government obligations £m

ScottishPower
Generation

(0.2)
(50.3)
(84.4)

(1.7)

(136.5)

(136.5)

ScottishPower

Generation

(138.3)

(138.3)

GENERATION

Aggregate
Generation

(0.1)
(50.3)
(84.4)

(1.7)

(136.5)

(136.5)

Aggregate
Generation

(138.3)

(138.3)

Electri

Domestic

(127.4)

(38.7)
(60.7)
(0.4)
(0.4)
(2.7)
(0.2)

(230.4)
(19.5)
(249.9)

Y
Non-

domestic

(110.0)

(110.0)

Electricity
Non-
Domestic __domestic
(108.6) (69.5)
(13.1)
(30.7) (22.0)
(80.9) -
(1.0) -
(2.6) (17)
(0.1) -
(1.3) -
(0.5) -
(225.7)  (106.3)
(14.7) -
(240.4)  (106.3)

SUPPLY

Gas
Non-
Domestic__domestic

(51.9) o
(12.4) -
(64.3) o

Gas
Non-
Domestic__domestic

(0.9) -

(0.4) -
(57.4) -
(10.1) -
(67.5) -

Aggregate
Suppl

(201.1)
(11.0)
(62.5)

(112.3)

(0.7)
(0.4)
(4.2)
(0.1)

(392.3)
(31.9)
(424.2)

GENERATION SUPPLY

Aggregate
Suppl

(178.1)
(13.1)
(52.7)

(136.2)

(1.7)
(4.3)
(0.2)
(2.2)
(0.9)

(389.4)
(24.8)

(414.2)

*The Warm Home Discount (WHD) provides some households who are living in, or atrisk of fuel poverty, a rebate on their fuel bill. Itis a Government mandated scheme administered

by the Group.
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Appendix B — Extract from the Annual Report and Accounts of
Scottish Power UK plc for the year ended 31 December 2014 SCOTTISHPOWER

& BUSIMESS SEGMENT REPORTING
iah Dperating segments and business divisions

The dlassification of the group's operating segments for management purposses is based on a combination of factors. princpally differences in produecs
amd services and the regulatory environment in which each business operates.

Durina 2044, Iberdrola completed changes to the internal management and conporate povernance structure of the ghobal business, this stuctiee i
replicated by SoottishPower. Following this change and a review of the financial and management information reviewed by the group’s Chief Operating
Drecision Makear ("CODM). the composstson of the group's reportable segments has changed . For management reporting purposes, the group ks now
organisad into three operating segments; Energy Networks, Energy Wholssale and Retall, and Renewables, as detailed in Note 1 to the Accounts_ in
order to comply with IFRS 8 'Operating Segments’, the group reports its operating segments on this basis and the measure of profit used for the
parpose of reporting to the CODM is profit from operations as per the consolidated income statement. All revenue and profit from operations for the
reported segments arise from operationswithin Great Britain and iretand. Prior year information has been restated accordingly

Im accordance with the discloswure requiremnents of IFRS, the Anmual Report and Accounts of SPUK reports the relevant financial results of the operating
sagments-as described above. in the interest of improved transparency the group has voluntarily disclosed revenue and profit from operations for the
saparate businass divissons within the Eneroy Whoiesale and Retail and Renewables operating segments, whilst also praviding detail in refation to
non-recurring iems and certain re-messWwements arising from S 39, consistent with the Supply and Generation regulatory licence conditions, This
information has been clculated, where appropriate. in acoordance with Standand Licence Conditian 168 of the Electricity Ceneration Licence and
Standard Condition 194 of the Hecicity and Gas Supply Licences,

The group’s operating segments, business functions and business divisions are as fiolkows:

Energy Metworks Energy Netwarks The transmission and distribution business within the group.

Energy Whokesale Enerdy wholesale Ganargtion- Licensed business’ The licensed activity of the Energy 'Whotesale business funcbon,

and Retail which owres and operates ooal, gas and hydro-electric penerstion plant
Enmergy Monogemeant! The non-licensed activities of the Energy Whotesale business

function, respansible for wholesale market sales and purchases fior
the Generation and Supply licensed business divisions.

Othar The other non-licensad activity of the Energy wholesale business
function which incledes the pesults of the group’s waste water
traatment Facility.

Enerdgy Retail Supply — L icensed business' The licensed activity of the Energy Retail busimess function
responsible for the supply of electricity and gas fo domestic and
business customers.

Cither The non-licensed activity of the Energy Retail busness function
which incledes the group’s Energy Services activities.
Renewabies Renewahies- Licensad business'  The Great Britain licensed actvity of the Renewables operating

segment, which develops and operates renewable generation
plant, other than hydro-eleciric generation plant

ather The non-licensad activity of the Renewables operating segment.,
which indudes generation activity outside Great Britain and the
impact of the amaortisation of the fair value attributed to the
Renewzbles operating segment when purchased by iberdrola
during 2007.

1 The Cenaration - Lcersed, Suppl - Licensad, Renewanies - Licersed and the Enssgy Management businesses are consstent with those discdossd in the Consolidated
Segmental Statements for the Supply and Generation [ensed businesses presented in aooordance with Standard Licence Conditon 16E of the Beniricty’ Generation LCence
and Sandard Condition 194 of the Becricy and Gas Supply Licences. Thisse SEatSments cn be found atwiwa s ot ish powear Comy pag s/ CHmpaTy_Tepoiting =

(b} Revenue by operating segment. business function and business division
i Revenue by operating segment

Revenue by operating segment for the year ended 31 December 2014

Exerma intcr-soqmant ‘;:;u.nm

Operating seament Im im Em
Emergy Networks. 4152 faa 3. 11135
Energy Wholesale and Retail G630 (% 63600
Renewabies 29.2 4.9 REEC AR
Ejmiginn of inter-segment revenue tsm.__'l.'l
THwA

* ItE-SEQMERT OV ENUE TEtng o Energy NEwarks (s predaminantly subject to regulatan and = dased on pubished tanfTs set by the requiator
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Appendix B continued — Extract from the Annual Report and Accounts of
Scottish Power UK plc for the year ended 31 December 2014 SCOTTISHPOWER

{1 Additional information - Revenue by business function and business division
revenue by business function and business division for the year ended 31 December 2014

Aowanug
Ioimt Te-allocatons. Tkl
weaturs a5 pr TR
sarsof  renuisoey eno a5 per
Totad TENEILIE TRty Renia
Operating segment Husiness function  Business division m m £m £m
Eneroy Networks RRLERT - = 1M35
GEneratson - Litensed Wsiness 1,148.8 - - 11488
Energy Management 50398 - - 50398
Efiminrtion of Miro-MnmTaT revenus (1.7 18.4p - - 11,7384}
Energy Wholesaie: 44702 = - 24702
Suppht - Licensed DUSiNess 39442 - 1319 323
Orthear 1.5 - - (R
Energy Betai 39561 - 3138 39243
ETiminabion of il o-Seqment TEVERUE (2,257.3) - - {2, 257.3)
Energy Wholesale and Retai B0 =2 REIR ) [RETA]
RENEwWaiNes - LicEnsad hirsnsss LR ] 1 - 1]
Other 130 - - (ER
Renewabies - 3349 51 - 3392
Eliminatson of inter-segment revenue (509 2 - - [k =]
Total Fi074 51 (i) 70806

il AN the joant veniures wiihin e group are cofsoiiied using the squiby method The resuls of te jointventurss are thereloye prasentad within “Resulls of comganies
arroanted fop using the equity method” on the face of the inome statement and 50 do Rt fomm past of “Tolsl Reverue”. As perihe foencs condibions and sothe
2z=00iated reguiStnry PO the ST & reguired I IHEHhonaly CONSOIGEE the resufls of the jEntvEntuies and 50 pIesEnt FEVentes and [osts in e approprats Bnes of the
INCME SERemeL

&) As dEsdosed in Bote 26 of e financial statements, in linewih 7oup acoounting polcy toues other Ehan inmme L indudes the costs of the Warm Home Disoount
SChEME. As Per e §CEnce condiions these Costs are required 10 De deducied 170 (EVenue.

ik Profit/iloss) from operations by operating seement, business function and business division
(0 Profit/iloss) from operations by operating sezment
Profitiloss) from operations by operating segment for the year ended 31 December 2014

Profittiesss
from cparations
TR o
tha 00K
mﬂw 5 Em
Energy Networks 67T
Energy 'Wholesale and Retail 673
Renewaies D
Unaliocated .o
Total 7E5.0
1) Additional information — ProfitAloss) from operations by business function and business division
Profitiloss) from operations by business function and business division for the year ended 31 December 2014
teint wanme Bfjumed proflosn
shars of BOm oparatices
maofitfrom  MON-recaTing ‘Cartain . a5 par
DDET LAt tams remeassements reaqulaory Roamos
Tromoperations Nt RN NoRs Nol w1 Tequiremants”
‘Operating segmant Busipess funciien  Business division £m m m m m
Energy Networks 6177 - TS - B2E2
Generation — Liensed business 114158 3 [ 59.4 7541
Energy Managamenst (1.8} = = 0.1 283
Cther 21 0.2 - - 23
Enemgy Whotesaio 114F2¢ 0zx 67 895 [EES: 1)
SUpphy — Licensed business 2108 3 e = e
Oter LLER - o7 - 0.9k
Enerngy Remil 2085 = 1175 = ma
Energy Whiodesale and Retadl Bl o2 R[] a5 1452
Renswabies - Licansed Dusiness 1330 10 XA - 1549
Crttresr 46 5h ol s - 45.4)
Renaw ahtes Erd 11 2.4 = 1095
Linatincated 7o = 1.0 = 16U
Tokal FES.0 13 21 895 a7a

" Stancart Licenee Copdition 168 of the Heclricity Genamtion Loence and Standard Condition P94 of Me Eledrioby and G3s Supgly Linenoes.



Appendix B continued — Extract from the Annual Report and Accounts of
Scottish Power UK plc for the year ended 31 December 2014 SCOTTISHPOWER

(i} joint venture share of profit from cperations

All joint ventures within the group are consolidated wsing the equity method, The results of the joint ventures ane therefore présented within “Resuls of
comipanies accounted for using the equity method” on the face of the income statement and so do not form pant of *Profit from operations”.

A5 par tha boance conditkons, and so the associated regulatory reporting. the group is reguired to proportionally consclidate the resuls of the joint ventures and
50 present reyerses and oosts in the appropriate lines of the income statement.

(v} NOn-recuiming itams

In the year ended 31 December 2014 the folowing non-recuring kems were recorded:

Provisions for restructuring and other Habities: On review of the groun’s provisions s at 31 December 2084, net restructuring provisions and assodated
pension costs of £6.9 million were released as the provisionwas no longer required. In addition, the goup recognised £12.8 milion of costs assocated with
varous regulatory reviews and other contractual cblipations.

Impairmet amnd non-cument assedwrite-offs: During the year ended 31 December 2014, the group recoanised an impairment charge of £16.3 million primarily
in refatiom o the to the ermination of certain onshore wind power plant and wave enargy projects : in addition, the group recognised an imparment change of
£B.E miflion in redation 1o offshore fansmisson assets.

Oparating income: During the year, the growp recognsed L5 7 milion of non-recurming inooeme on settiement of vanious conbactul deputes,

W) Certain remeasumements

Cartain remeasurements are the fair value movements on energy confracts arising from the application of 145 39, These have been disdlosed separately o
aid the understanding of the underlying perfosmance of the group.
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