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DIRECTORS' REPORT

The directors present thetr report and audited Accounts for Scottish
Power Limited ( the company”) for the peried ended 31 December 2007

ACTIVITIES AND REVIEW

The company princ:pally acts as the holding company of the Scottish
Power mited group ( the group’) whose activities comprise the
generation, transmission, distnbution, energy management and supply of
electricity and the supply of gas

The company was acquired by the Spamish utility group, Iberdrola s A

{ tberdrola") on 23 Apnil 2007 As a result, the Ordinary Shares of the
company were cancelled from the Official List of the Stock Exchange at the
commencement of business on 28 June 2007 On 13 July 2007, the
company re registered as a private hmited company and, as a consequence,
changed 1s name to Scotush Power Lim:ted from Scottish Power plc

The company has changed its accounting reference date to 31 December
to match that of its ulbimate parent undertaking, lberdrola, and, therefore,
these Accounts are prepared for the mine month penod from 1 Aprit 2007
to 31 December 2007

On 25 July 2007 the company acquired the entire share capial of
ScottishPower Holdings Inc ¢ SPHI ) from a subsidiary undertaking for
£872 milhen On 26 July 2007 the cornpany transferred 115 :nvestment In
SPHI to Iherdrola, by way of a dividend in specie, amounting to £872
million

RESULTS AND DIVIDEND

The net profit for the period amounted ta £73 million (year ended 31
March 2007 £323 million) The aggregate orcinary dividends paid duning
the pertod amounted to £178 milhon (year ended 31 March 2007 £308
million) This compnised a special ordinary dividend of 12 pence approved
and paid i April 2007 In addition, a B share dividend of 13 3 pence per B
share totaling £1 million was paid 1n May 2007 A dividend in specie of
£872 mullkon ansing on the company's disposal of Its investment in SPHI
to Iperdrola was recognised durning the period The company paid the B
share annual dimdend of 16 5p per share In May 2008

CAPITAL AND DEBT STRUCTURE

The company Is funded by a combination of debt and equity All equity 1s
held by \berdrola Following the acguisition of the company by Iberdrola
in April 2007 the cash management and funding activities of the company
have been centrally managed by Iberdrofa group treasury with the UK
treasury department mantaining onty a hmited authority to undertake
short term cash management activities The surplus cash posstion that
existed at the ScattishPower group level at the time of the acguisiion has
been transferred to lberdrola The Iberdrota group has access to
committed funding arrangements of €11 billion, which can be used to
fund group actvites

RISK MANAGEMENT

The company s nsk management policy is integrated as part of the nisk
management policy of the group The group’s strategy 1s to tonduct
business It a manner benefiting customers through bafancing cost and
nisk while delivering shareholder value and protecting the group s
pertarmance and reputation by prudently managing the risks inherent in
the business To maintain this strategic direction the group develops and
implements nisk managerment policies and procedures, and promotes a
rabust control environment at all levels of the organisation

2 ScottishPower Directors’ Report & Accounts 2007

POLITICAL DONATIONS AND EXPENDITURE

The company 1s & politreally neutral organisatiors It 1s subject to the
potitical Parues, Elections and Referendums Act 2000, which defines
political dorations and ‘expenditure 1n wider terms than would be
commonly understood by these phrases During the nine menth period to
31 Decernber 2007, the company and 1ts subsidianes pard a total of
£15,200 for activities which may be regarded as falling within the terms of
the Act The reciplents of these payments were

+ The Labour Party £6,000
« Scottish National Party £5,000
« The Conservative Party £2,200
» Plaid Cymru £2000

These activities compnised the sponsorship of briefings and receptions at
party conferences and attendance at party events These occaslons
provide an iImportant cpportunity for the cormpany 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

CREDITOR PAYMENT POLICY AND PRACTICE

The company's policy and practice 15 to settle terms of payment when
agreeing the terms of the transaction to include the terms in contracts
and to pay 1n accordance with its contractual and legal obligations The
company's creditor days at 31 December 2007 were nil

DIRECTORS
The directors who held office at the date of this report were as follows

Jose Ignacio Sanchez Galan (appointed 24 Aprl 2007}

Jose Sainz Armada (appointed 24 Apnl 2007)

Jose Miguel Alcolea Cantos (apponted 23 April 2007)

Jose tuis det Valle Doblado (appointed 23 April 2007)

Jose Luis $an Pedro Gerenabarrena (appointed 24 Apnl 2007)
Nick Hotler (appointed 10 June 2008)

Francisco Javier Morras Zuazo (appainted 23 Apnl 2007}
Fernando Becker Zuazua (appainted 24 April 2007)

In addition the following directors also served during the penad

Euan Baird (resigned 23 April 2007)

Philip Bowman (resigned 23 Apnil 2007)

Donald Brydon {resigned 23 Apnl 2007)

Rarmon Antonio Fernandez (appointed 23 Apnl 2007 resigned 24 April 2007)
Peter Hickson (resigned 23 Apri 2007)

Simen Lowth tresigned 23 Aprit 2007)

Nick Rose (resigned 23 Apnil 2007)

Charles Miller Smith (resigned 23 Apni 2007)

Javier Mania Urquidi {appointed 23 April 2007, resigned 24 Apni 2007)
Nancy Wilgenbusch {resigned 23 April 2007)




DIRECTORSRESPONSIBILITIES FOR THE ACCOUNTS

The directors are responsible far prepanng the Directors Report and
Accounts in accordance with applicable law and United Kingdom
Accounting Standards {United Kingdorn Generally Accepted Accounting
Practice)

“The directors are responsible for prepanng Accounts for each financial
period which give a true and fair view, In accordance with United Kingdom
Generaity Accepted Accountng Practice of the state of affairs of the
company for that peniad In preparing thase Accounts, the directors are
required to

+ select suitable accounting policies and then apply them consistently,

» make jJudgements and estimates that are reasonable and prudent,

state whether applicable accounting standards have been followed,
subject to any material departures disclosed and explained Iin the
Accounts and

prepare the Accounts on the going concern basis unless it 1s
INappropriate to presume that the group will coninue in business

The directors are responsible for keeping proper accounting records that
disclose with reasonable accuracy at any time the financial posttion of the
company and to enable them to ensure that the Accounts comply with
the Companies Act 1985 They are also responsible for safeguarding the
assets of the company and hence far taking reasonabte steps for the
prevention and detection of fraud and other irregulanties

Each of the directors In office as at the date of this Directors’ Report and
Accounts confirms that

« sofar as he 1s aware, there 1s no refevant audit information of which the
company's auditors are unaware, and

» he has taken all the steps that he ought to have taken as a director in
order to make himself aware of any reievant audit informatton and 10
establish that the company 5 auditars are aware of that information

This confirmation 1s given and should be interpreted In accordance with
the prowisions of s234ZA of the Companies Act 1985

AUDITORS

Ernst & Young LLP were appointed auditors of the company for the period
ended 31 Decernber 2007 sn place of the reuring auditors, Delaitte &
Touche LLP

At the Annual General Meeting ot 26 October 2007, the company elected
to dispense with the requirement to lay accounts before a general
meeting for future financial years pursuant to s252 of the Companies Act
1985

BY ORDER OF THE BOARD

L\ —

Marion Venman
Secretary

17 September 2008
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PROFIT AND LOSS ACCOUNT

for the nine months ended 31 December 2007

Admimistrative expenses exceptional item

Operating loss

Dividends recesved from subsidiaries

Net interest receivable

Fair value losses on derrvative financial instruments

Profit on ordinary acuvities before taxation
Taxation
Profit for the financial period/year

STATEMENT OF TOTAL RECOGNISED GAINS AND LOSSES

for the mine months ended 31 December 2087

Profit for the financial period /year

Gains on effective cash flow hedges recognised

Gains onh revaluation of avallable for sale securities

Tax on 1items taken directly to equity

Net gains removed from equity and recogrised during the perlod/year
Tax on items transferred from equity

Tatal recognised galns and losses for the period/year

RECONCILIATION OF MOVEMENTS IN SHAREHOLDERS' FUNDS

for the mine months ended 31 December 2007

Profit for the financtal peniod/year
Dividends ordinary
dividend In specie
Other recognised (losses) and galns (net of taxation}
Return of cash to shareholders
Conversion of convertsble bond (net of taxatson)
Share capical 1ssued
Consideration paid in respect of purchase of own shares held under trust
Credit in respect of employee share awards
Consideration receved 10 respect of sale of cwn shares held under trust
Treasury shares distributed to sharesave participants
Treasury shares transferred to investments
Other mavements In treasury shares

Net fnovement in shareholders’ funds

Opening shareholders’ funds
Closing shareholders’ funds

The Accountng Policies and Other Notes on pages 6 to 14 form part of these Accounts
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Nine months ended
31 December 2007
Notes £m

350

] 126

840
7 ma
28

Nine months ended
31 December 2007
im

728

©“n
28

659

Nine months ended
31 Becember 2007
&m

728
{178 3)
8118

69

Year ended
31 March 2007
£m

490)

(499}
5000
595

(2799}

2306
927
3233

ear ended
31 March 2007
Em

Year ended
31 March 2007
£m

3233
(307 9)

68
(2 249 9)

229
22)
92

385

2,161 3)
71336
49713



BALANCE SHEET

as at 31 December 2667

31 December 2007 31 March 2007
Fites £m £m
Fixed assets
investments 9 39765 39720
Current assets
Debtors 10 28990 2,604 8
Dervative financial Instruments 1 358 1ns9
Short term bank and other deposits 440 13654
2,9788 4,0871
Creditors amounts falling due within one year
Loans and other borrowings 13 (21075) (1,746 5)
Derwative financial instruments 14 128 4) (518 &)
Other creditars 15 [om (12 4)
(#,225.9) 2,277 3}
Net curreit assets 7529 18008
Total assets less current labiines 4,7294 57818
Creditors amounts falling due after more than one year
Loans and cther borrowings 13 (758 7Y
Dervative financial Instruments i (74) (50 8)
74) (809 5)
Net assets 47220 49723
Capital and reserves
Called up share caprtal 16 17 6703 6256
Share prernium 17 2669 8 23470
Qther reserves 17 331 EEVR Y
Hedge reserve 17 50
Profit and loss account 17 1,050 8 1,663 &
Shareholders’ funds 47220 49723

The Accounting Palicies and Other Notes on pages & to 14 form part of these Accounts

Approved by the Board on 17 September 2008 and signed on its behalf by

e

Ramon! Antonig Fernandez
Chief Executive Officer Finance Director
(Non Board Member)
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NQOTES TO THE ACCOUNTS

as at 3t December 2007

1 ACCOUNTING POLICIES
The principal UK GAAP accounting policies applied in preparing the company’s
Accounts are set out below

Basis of accounting

The Accounts have been prepared under the fair value accounting rules contained in
paragraphs 34A and 34C of Schedule 4 1o the Companies Act 1985 In accardance
with applicable UK accounting standards issued by the Accounting Standards Board
and comply with the Companies Act 1985

The Accounts contain information about ScottishPawer Limited as an individual
company and do not contain consolldated financlal Information as the parent of
subsidiary companles The campany Is exemnpt under Section 228 of the Companies
Act 1985 from the requirements to prepare consolidated Accounts as it and its
subsidiary undertakings are included by full consolidation in the consolidated
Accounts of Its ultimate parent Iberdrola S A a company Incorporated in Spain

Cash flow statement, refated party and financial instruments
disclosures

The company ts included in the consolidated Accounts of Iberdrolas A, which are
publicly available Consequently the company has taken advantage of the exempticn
from preparing a cash flow statement under the terms of FRS 1 Cash Flow Statements
(Revised 1996)

The company is also exempt under the tarms of FRS8 Related Party Disclasures from
disclosing related party transactions with entities that are part of the groups of investees
of the group qualifying as reiated parues

The company 15 exemnpt from the disclosure requirements of Financial Reporting
standard ( FRS ) 29 Financial Instruments Disclosures { FRS 29 ) as it 1s a wholly
owned subsidiary of lberdrota S A which has included finanoigl instruments
disclosures In 1ts Annual Report & Accounts for the year ended 31 December 2007
The Annual Report & Accounts for the year ended 31 December 2007 of ibercrola

S A have been prepared in a¢cordance with Internaional Financial Reportng
Standards { 'FRS ) however the disclosure requirements for financial instruments
required by IFRS 7 Financial Instruments Disclosures are virtually identical to those
required by FRS 29

The company contnues to apply the presentation requirements of FRS 25
Financial Instruments Disclosure and Presentation { FRS 25 ) as 1t has done since
1 Apnl 2005

Foreign currencies

The functional currency of the company is UK sterling Transactions in fereign
currencies are recorded at the rate of exchange ruling at the date of the transaction
atthe period end monetary assets and lizbilities denominated in foreign currencles
are translated at the rate of exchange ruling at the balance sheet date Any gain or
loss ansing on the restatement of such balances Is taken to the profic and loss
account

Own shares held under trust

in accordance with Urgent Issues Task Force [ UITF ) 38 Accounting for ESOP trusts
own shares held under trust for the Scottish Power Limited group s employee share
schemes were deducted In arnying at shareholders eguity Purchases and sales of
own shares were disclosed as changes In sharehaolders equity

Interest
Interest payable and receivable 1s recogrsed in the profit and less accountas Itis
tncurred

Investments

Investrments (0 subsidiaries are stated n the balance sheet at cost or nominal value
of shares 1ssued as consideration where applicable less prowision for any
impalrment In value

Taxation

Current Tax: Cutrent tax comprising UK corporation tax 1s provided at amounts
expected 10 be paid (or recavered) using the tax rates and laws that have been
enacted of substantively enacted by the batance sheet date

Deferred Tax. Deferred tax is recognised In respect of all uming differences that have
originated but not reversed at the halance sheet date
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Tiring differences are differences between the company's taxable profits and its
results as stated in the financial staternents that arise from the inclusion of gains
and losses in tax assessments in periads different from those in which they are
recognised In the financial statements

Deferred tax Is measured on a non discounted basis at the tax rates that are
expected to apply In the years In which timing differences are expected (o reverse
based on tax rates and laws enacted or substantively enacted at the balance

sheet date

Deferred tax assets are recogmised to the extent that 1t can be regarded as probable
that there will be suitable taxable profits from which the future reversal of the
underlying timing differences can be deducted

Financia! instruments

Dervative financial Instruments are accounted for in accordance with FRS 26
Financial Instruments Measurerment FRS 26 requires all dervatives

to be recognised an the balance sheet at far value Gains and losses on
remeasurement of detivatives are reparted 10 the profit and loss account except
when hedge accounting s applied

{a} valuation of financial instruments
in those circumstances where FRS 26 requires financial instruments to be
recognised in the balance sheet at fair value the company’s valuation strategies
for dervative and other financial instruments uciise as far as possthle quoted
prices In an active trading market

In the absence of quoted prices for identical o7 similar assets or labiities 1t1s
sometimes necessary to apply valuation techniques where contracts are marked
using approved madels Models are used for developing both the forward curves
and the valuation metnics of the Instruments themselves where the Instruments
are complex combinations of standard or non standard products

Al models are subject to rigorous testing prior to belng approved for valuation
and subsequent continuous testing and approval procedures designed to ensure
the validity and accuracy of the model assumptions and inputs

(b) Offsetting of financial assets and financial habilittes
The company offsecs a financial asset and a financial iabi ity and reports the net
amount only when the group has a legally enforceable night to set off the
amouhts and intends either to settle on a net basis or to realise the asset and
settle the llabllity simuttaneously

(c} Convertible bond
The £700million convertible bongds 1ssued by Scottish Power Finance {jersey)
wmited were converted into preference shares in Scottish Power Finance ¢ fersey)
Limited which were subseguently converted into ordinary shares in Scottish
Power Limited The embedded derivauve contained within the convertible bonds
was required to be separately far valued with changes in the farr value recorded
In the profit and loss account The gain on canversion has been recognised
directly In equity

(d) Short term bank and other deposits
short term bank and other deposits in the balance sheet comptise cash on hand
and term deposits which can be readily converable into & known amount of cash
without a significant risk of changes in value

{e) Loans and borrowings
All ivterest bearng lpans and borrowings are initially recognised at fair value net
of directly attr:butabla transaction costs after deduction of Issue costs interest
bearing koans and borrowings are subsequently measured at amortised cost
using the effective interest methed Prermiums or discounis ansing on the earty
repayment of borrowings are recognised 1n the profit and loss account as
incurred or received



2 EMPLOYEES

The company has no employees and 1t 1s not the sponsaring company of
any of the group's retirement benefit schemes Directors are remunerated
by other group companies Full details of diectors remuneranion is provided
n Note 18

3 AUDIT FEES

The auditors remuneratien of the group 1s billed on a group basis and 1s not
recharged to the company Of the total group and non audit fees for the nine
months ended 31 December 2007 of £1 4 milhon tyear ended 31 March 2007 £2 0
milien) £01 million (year ended 31 March 2007 £0 1 millign) relates to the audit of
the company’s Accounts For the mine months ended 31 December 2007, the
amounts relate to fees pard 1o the incumbent auditars Ernst & Young 1¥ For the
year ended 31 March 2007 the amounts disclosed related 10 the previous auditors
Delortte & Touche LLP

4 EXCEPTIONAL ADMINISTRATIVE EXPENSES

The exceptional cost recognised In the year ended 31 March 2007 of £43 0 million
represented costs relating to the recommended offer by Iberdrola s A for the
company's entire 1ssued ordinary share capital

5 NET INTEREST RECEIVABLE

Nine manths ended Yeat ended
31 December 2007 31 March 2007
£m £m
tnterest recervable on loans to parent undertaking 282
tnterest Tecelvable on loans to subsidiary undertakings and fellow subsidiary undertakings 971 146 4
Interest recelvable on bank and other deposits 506 725
Foreign exchange gains 44
Interest receivable 180.3 2189
Interest payable on loans from subsidiary undertaking 1101 (133 4)
interest payable on bank foans and other barrowings {71) (26 0)
Foreign exchange losses 15
Interest payable 1187} (159 4}
Net interest receivable 616 595

6 FAIR VALUE LOSSES ON DERIVATIVE FINANCIAL INSTRUMENTS

Farr value losses of E12 & million on derivatve financial instruments for the nine months
ended 31 December 2007 comprises a movement of £18 5 million in the value of the
embedded option contained in the convertble bands of ScottishPower Finance { Jersey)
Limited offset by £6 9 millon relating to the release of a deferred gain on treasury
hedging $600 million of the US dollar bonds novated to Iberdrola on 24 October 2007

Falr value losses on dervative finanoat Inscruments of £279 9 million for the year
ended 31 March 2007 comprised the movernent in the value of the embedded option
comained in the convertible bonds of ScattishPower Finance (Jersey) Limited

ScottishPower Directors' Report & Accounts 2007 7



NOTES TO THE ACCOUNTS continued

as at 31 December 2007

7 TAXATION
% Nine merths ended Year ended
31 December 2007 31 March 2067
s v im £m
Current tax
LK corporation tax [R10r)] 661
adjustments in respect of prigt years 41 242
Total current tax (charge)/credit for penod/year {66) 903
Deferred tax
ongination and reversal of uming differences o 24
Impact of change in rate on deferred tax 03
37 24
Adjustments in respect of prior years 01
Impact of change of rate on opening deferred tax o
Total deferred tax (charge)/credit for perlod/fyear 36) 24
Total taxation (chargel/credit for period/year 112) 927
Factors affecting tax (charge)/credit for period/year
The tax (chargel/credit for the period/year varied from the standard rate of UK corpgration tax as foliows
Nine months ended Year ended
31 December 2007 31 March 2007
£m £m
UK Corporation tax at 30% on profit for the period/year 25 2) 69 2)
Adjustments in respect of prior years 42 242
income from shares in group undertakings 05 1500
Impact of change I rate on deferred tax [elrs}
Tax effect of exceptional item 123)
Tak (charge)Acredst for penod/year ma 927
Effect of deferred tax 46 24
Current tax {charge)/credit for perlodyyear : 56 903
8 DIVIDENDS
Nine months ended Year ended
31 Decermiber 2007 31 March 2007
£m Lm
Final ordinary dividend paid for the prior year 138 7
First interim ordinary dividend pad 169 2
special ordinary dividend for the prior year 1783
Total ordinary dividends paid 1783 3079
special ordinary dividend 178 3
Total orginary dividends paid and proposed In respect of the financial period/year 3475

& special dvidend of 12 & pence per ordinary share was approved and paid in April 2007 A dmdend 10 specie of £671 & million was made during the period on the distribution of
AB share dwidend of 13 3 pence per B share was paid n May 2007, totalling £0 7 mdlion the company's disposal of 1ts nvestment in S¢<ottishPower Hoidings Inc (see Note 9]
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9 FIXED ASSET INVESTMENTS

Cost.

At 1 April 2007
Addiuons
Disposals

At 31 December 2007

ta} Detalls of the company s princpal subsidiazies are as faltows

Subsidiary undertalangs

Scottish Power Finance (USH Inc (USA] #
ScottishPower NAT Limited #
ScottishPower NA2 Limited #

Scattish Power UK Group Limited #

SP Finance 2 Limited #

scottish Power UK Holdings Limited
scortish Power (DCL) Limited

Scattish Power UK plc

All companies are incorporated in Great Britain unless otherwise stated

# The investment in this company 1s a direct hoiding of Scotush Power Limited
scottish Pawer Finance (US), Inc 1s a 100% owned finance subsidiary of Scottish Power Limited which wili fully and uncondiionally guarantee any secunties sssued by Scottish

Power Finance (US}) Inc

Subsldiary
undertakings
Shares

: Note tal
b Em

349720
8740
(B74

39720

Class of share
capital

Commaon Stock
Ordinary shares £1
ordinary shares E1
Ordinary shares £1
Ordinary shates £1
Ordinary shares 50p
Ordinary shares £1
Ordinary shares 50p

Avallable
for-sale
Investments
Mote {b)

45

45

Proportion of
shares held

100%
100%
100%
00%
100%
100%
100%
100%

Total

39720
8785
{874 ()

39765

Acnvity

Finance company
Holding company
Holding company
Holding company
Hotding company
Holding compary
Halding company
Holding company

On 25 July 2007, Scottish Power Limited acguired the entire share capital of ScottishPawer Holdings inc (SPHI from ScottishPower NA2 Limited for £871 7 million
0n 26 July 2007 the corpany transferred its investment in SPHI to sts ultimate parent undertaking Iberdrola $ A , by way of a dividend 1n specie

(b) The fair value of the ather available for sale Investments at 31 December 2007 of £4 5 million (31 March 2007 £nil) 1s not matenafly different frem their cost

10 DEETORS

{2) Amounts falling due within one year
Loans due from ylumate parent undertaking
Loans due from subsidiary undertakings
Interest due from uitimate parent undertaking
Other debtors

tnterest due from subsidiary undertakings
Carporate tax cebtor

(b) Amounts falhng due after more than one year
Deferred tax asset

11 CURRENT ASSETS DERIVATIVE FINANCIAL INSTRUMENTS

(a) Amounts falling due within one year

Farward contracis with Iberdrola group companies
Forward contracts with Scottish Power group companies
Forward contracts with external parties

{b) Amounts falling due after more thah ane year

Cross currency swaps with Scottish Power group companies
Forward contracts with Iberdrola group companies

Forward contracts with Scottish Power group companies
Farward contracts with external partias

Notes

14

14

31 December 2007
£m

11977
16752
142
08

28879

111
26990

31 December 2007
£m

81

203
284

09

65
74
358

3t March 2007
£m

2,518 0
52

B34
25919

129

129
2,604.8

31 March 2007
Em

59
362

661
465

28
15

508
Hb69

The company enters into derivative contracts with external parties which are matched with contracts entered into with Iberdrota (ScottishPower) group companies
The movements In the fair values of these contracts therefore have a net Enil impact on the profit and loss account
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NOTES TO THE ACCOUNTS continued

as at 31 December 2007

12 DEFERRED TAX ASSET

unamortised losses recegnised an implementation of FRS 26
Other urming thiferences

(a) Under prevalling tax legislation relief for losses recogmised on the implementation
of FRS 26 1s spread over a ten year period The deferred tax asset1s amortised to
match the tax retief avaitable

At1 Apnl 2007
Charged in the profit and loss account
Reregrised 1n the Staternent of Total Recognised Gains and Losses

At 31 December 2007

13 LOANS AND OTHER BORROWINGS

Loans and other borrowings are repayable as follows
withir one year ar on demand

Loans from substctary undertakings

B shares

After more then orie year

(al Holders of B shares have the opportunity tc have these purchased by the
company on certain future dates up 10 2011

(b OR 24 October 2007 Scottish Power Limited transferred $1 5 bilion US dollar
bonds to Iberdrola internattanal 8V These LS dallar bonds of £758 7 million at
31 March 2007 were repayable as follows due between two and three years
£278 8 million and In more than five years £47% 9 million

14 CREDITORS DERIVATIVE FINANCIAL INSTRUMENTS

Amounts falling due within one year

Embedded option of convertible bonds of Scottish Power Finance { ersey) Lim:ted
Forward contracts with external paruies

Forward contracts with iperdroia group companies

Forward contracts with Scottish Power group companies

amounts falling due after more than one year

Cross currency swaps with external parties

Forward contracts with external parties

Forward contracts with Iberdrola group companies
Forward contracts with Scottish Power group comparnies

{a} Pursuant to the acquisition of Scottish Power Limited by Iberdrola S A on
23 April 2007 bondhalders were given the oppartunity as set out in the bonds
documentaticn 1o convert the $700 mdlion convertible bonds into ordinary
shares in Scottsh Power Limited at a reduced exchange price of £4 16
{or £4 099 after the payment of a special dividend by Scattish Pawer Limited)
subject to the bondhalders exercising their conversion rights within the period
of 50 calendar days following 24 Aptil 2007 At the end of the special conversion
period US$695 992 000 of the bonds were corverted Into USS695 992 000
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31 December 2007 31 March 2007

Note m £m
11 134

05)

10 11 129

(b) The UK 2007 Finance Act changed the rate of corporation tax from 30% to 28%
effective from 1 April 2008 Accordingly deferred tax has been prowvded at 28%,
the rate at which timing diffetences are expected to reverse

im

129

{4 6)

28

11
31 December 2007 11 March 2007
Notes m &m
2,0843 1,7001
(@) 232 46 4
23075 1,746 5
by 7587
23075 25052
31 December 2007 31 March 2007
Notes im im
{a) 452 3
" 81 359

" 203
11 302
284 518 4
1 465
1" 09 28

11 65
1 15
74 508
358 569 2

redeemable preference shares of Scottish Power Finance (jersey) Limited

which were exchanged o Issuance for 101 213,345 ordinary shares of 42 pence
each in Scottish Pawer Lintited  The remaining bondholders were permitted to
exercise their conversion rghts under existing terms subject to an adjusted
Exchange Price of £4 459 with an additional 521 D90 shares ssued On 23 July
2007 all outstanding bonds were converted at their principal amount together
with interest accrued to the conversion date resulting i an addiional 14 429
shares being 1ssued



15 CREDITORS AMOUNTS FALLING DUE WITHIN ONE YEAR  OTHER CREDITORS

Corperate tax

Accrued expenses

Other credrors

Interest due 10 subsidiary undertakings

16 SHARE CAPITAL

Allotted, called up and fully paid equity shares
106 197,793 ordinary shares of 42p each (31 March 2007 1,489,436,894)
4,330 935,176,274 ordimary shares of 42/2 907p each (31 March 2007 nil)

On 30 March 2007 shareholder approval was obtained at a Court Meeting and
Extraordinary General Meeting of the campany for the recommended offer for the
ordinary share camital of Scottish Power by Iberdrola effected by way of a scheme of
arrangement pursuant to secuion 425 of the Companies Act 1985

Court hearings helc on 19 April and 23 Apnil 2007 respectively approved the
sanction of the Scheme and the reduction of ScottishPower s share capital

In the pericd from 1 Apnl 1o 22 Apnl 2007 the company 1ssued 72 351 ordinary
shares of 42p each 1n respect of the Employee Share Ownership Plan 309 940
ardinary shares of 42p each in respect of the Sharesave Schemes and 10 537
ordinary shares of 42p each in respect of the conversion of the Convertible Bond

On 22 April 2007 the company's 1 489 829 782 ordinary shares of 42p each 11 1s5ue
at that date were subdivided and reclassified into 2 227 654,220 620 A1 ordinary
shares of 42/2907p each [ At Shares ) 2 066 393,907,634 AZ ordinary shares of
42/2507p each { A2 Shares ) and 34 B87 048 020 A3 ordinary shares of 42/2507p
each { A3 Shares')

Following the reclassification and the subdivision on 23 Aprid 2007 the campany's
authorised share capitat was reduced by £625 7 million effected by the canceflation
of all of the A1 Shares AZ Shares and A3 Shares (n issue at that date The share
capital was then increased by £625 7 millon by the creation of 4,330 935 176 274
new ordinary shares of 42/2907p each

Subsequent to the reclassification and subdasion on 23 Aprit 2007 the company 1ssued
afurther 4 459 526 ordinary shares of 42p each in respect of the Sharesave S5chemes
and 101 738 267 ordinary shares of 42p each in respect of the Convertible Bond

During the pertod US $700 million 4% step up perpetual subordinated bonds 1ssued
by Scottish Power Finance ¢Jersey) Limited were converted Into 101,748 B64
ordinary shares of 42p each In Scotnsh Power Limited The ordinary shares were
transferred by the bondholders to tberdrola in consideration for payment by
iberdrala to the bondholders of 400p In cash and the issue of 0 1646 of an Iberdrola
share for each ordinary On 30 March 2007 shareholder approval was obtamned at &
Court Meeting

31 December 2007 31 March 2007
£m Em
847
50 34
03 03
B7
90.0 124
31 December 2007 34 March 2007
Em im
446 0256
6257
6703 6256

As a result of the acquisition of ScottishPower by Iberdrola on 23 Apnil 2007, the
ordinary shares of ScottishPowet were cancelled from the Official List of the London
Stock Exchange at the commencement of business on 28 June 2007

6,626 047 allotted, called up and fully paid non cumulative preference B shares of
5Cp each with a nominai value of £3 3 milllon and a book value of £23 9 milion
remaln outstanding at 31 December 2067 The B shares are classifled as habilities
under FRS 25 and are therefore included within loans and borrowings {see Note 13}
The B shares carry an entitlement to a non cumulative preference dividend and
vorng nghts onty in the event of the B share dividend remaining unpaid for 3
specified ime or In the event of winding up the company Duning the peniod

6 257997 shares were repurchased and cancelled As a result of the acquisition of
scottishPower by iberdrola the B shares of ScottishPower were cancelled from the
Official List of the Londan $tack Exchange at the commencement of business on
12 July 2007

370 655 937 allotted cadied up angd fully paid deferred shares of 50p each witha
nominal value of £185 3 milllon and a baok value of Enft were outstanding at

3% March 2007 The deferred shares carried no entitlement ta profit parucipation
and no voting nights During the pened all of these share were cancelled

The company had 1 871 235 749 ordinary shares aof 50p each n ssue at 1 April

2006 A further 1063 837 ardinary shares were issued under the company s
employee share schemes prior to a capical rearganisatich which resulted in the 1ssue
of 1,485 952 052 new ordinary shares and 623 864 749 B shares The company
fssued a further 3 484 B42 ardinary shares of 42p each under the company s
employee share schemes prior ta 31 March 2007

The company declared a dividend of £3 60 per share In respect ot 370,655,937 8
shares these shares then being converted into deferred shares of 50p each with a
negligible value A further 240 324 768 B shares were repurchased by the company

The company had 1 489 436 894 ordinary shares of 42p each 12,884,044 Bshares
and 370,655,937 deferred shares of 50p each in 1ssue at 31 March 2007

31 December 2007 3% Macch 2007

£m £m
Authorised
2 073 710 637 ordinary shares of 42p each (31 March 2007 3 114,833 355) 8710 13083
4,330 935 176 274 ardinary shares of 42/2907p each (31 March 2007 nil) 625 7
& 626 047 non cumulative preference B shares of 50p each (31 March 2007 12,884 044) 33 &4
NIl deferred shares of 50p each (31 March 2007 370,655 937) 1853
1 speaial nghts non voting redeemable preference share of £1 {31 March 2007 One)
36 unclassified shares of 1p each (31 March 2007 24)

1,5000 15000
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NOTES TO THE ACCOUNTS continued

as at 31 December 2007

16 SHARE CAPITAL continued

{a) Employee share schemes

Prior £o the acquisition of the company by tberdrala the group operated a range of
share based plans for employees Options were granted and awards made to eligible
employees ta subscribe for or recelve by transfer ordinary shares or ADSs (Amertcan
Depository Shares, traded in the US each of which represented four ordinary
shares) In Scottish Power Limited tn accordance with the rules of each plan Al of
these plans have ended pnor to 31 December 2007, with the exception of the
Employee Share Ownership Plan as discussed below

The Scottsh Power Sharesave Schemes were savings related and under normal
arcumstances share options were exercisable on completion of a three or five year
save as you earn contract as appropriate

Under the rules of the Sharesave Scheme participants were entitied to continue to
participate and exercise their options up to 19 October 2007 at which tme all
unexercised options lapsed

Options granted under the Executive Share Option Plan 2001 { EXSOP") te executive
directors and certain semtor managers in the UK were subject to the performance
criterion that the percentage Increase in the company s annualised earnings per
share excluding goadwill amortsation and exceptional items be at least 3%
{adjusted for any Increase in the RPY) Options granted to US participants uhder the
£xS0P were not subject to any outstanding performance criteria

In agreement with iberdrola following the acquisition of the company by tberdrola
5 A, the performance conditions attaching to the EXSOP were treated as satisfied in
full Partucipants were eligibte to exercise in full conditional on the Court approving
the Scheme Al unexercised Executive Share Opuions lapsed immediately aftes that

The ParifiCorp Stock (centive Plan ( PSIP | related to options over Scottish Power
ADSs Following the sate of PacifiCorp ¢n 21 March 2006 participants (other than
those who became employees of PPM Energy) had 12 months from the date of sale
in which to exercise thetr options

Awards granted under the Scottish Power 2000 Long Term Incentive Plan vested
only if the Remuneration Committee was satisfied that certain performance

measures related to the sustained underlying financial performance of the group
and Improvements In customer service standards were achieved over a period of
three financiat years commencing with the financial year preceding the date an
award was made The number of shares which became exercisable was dependent
on the company's Tota) Shareholder Return Performance compared ta a group of
internancnal energy companies

Awards granted under the Scottish Power 2006 Long Term Incentive Plan vested
onfy if the Remuneraton Committes was salisfied with the underly:ng performance
of the business For awards granted (1 2006 the number of shares which became
exarcisable was dependent on the company's Total Shareholder Return (averaged
over the 12 months priof to the bewinnng and end of each performance period)
over a three year period compared to the UK constituents of the D} STOXX European
Utilives Index

The performance conditians attaching ta the Long Term Incentive Plan awards were
also treated as satisfied in fult following the acquisinien of the company by Iberdrola
$ A Awards given in 2005 and 2006 were pro rated for time in accordance with the
rules of the Plans Any unexercised awards under the 2000 Long Term Incentive Plan
lapsed ane manth after the Court approved the Scheme and any unexercised
awards under the 2006 Long Term incentive Plan lapsed on the day after the Court
approved the Scheme

The Employee Share Ownership Plan { ESOP') allowed eligibie employees to make
cantributions from pre tax salary to buy shares in Scotush Power which were held in
trust (Partnership Shares) These shares were matched by the company up to a value
of £50 per month (Matching Shares) and were also held in rust At the launch of the
ESOP, Free Shares were offered to employees Participating employees could elect 1o
nave dividends paid an the shares held :n trust an their behalf reinvested in Scotush
Power shares (Dividend Shares)

The last contributions from bath the company and participants were made to the
Employee Share Ownership Plan in March 2007 and no further contributions or
awards will be made It 1s anticipated that Iberdrola shares and loan notes (which
were converted from ScottishPower shares as a result of the Iberdrola offery wilt
continue to remain in the Plan for a minimum of five years

{iy summary of movements in ordinary share options in ScottishPower shares

ScotshPower

Sharesave

Schemes

(nurmber of

shares 0003)

Outstanding at 1 Apnl 2006 8,083
Granted 1672
Exercised {1 827)
Lapsed 1512}
Qutstanding at 1 April 2007 7414
Exercised (4,774)
Lapsed (2,640)

Outstanding at 31 December 2007
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Weighted Executive weghted PacifiCorp
average  Share Dption avelage Siock \ncenuve Wewghied
exercise schemes exerclse Plan average Total
price {number of price {numberof  extrcise price (number of

(pentel  shares QO0s) {pence)  shares 000s) {pence)  shares 000s}
3334 B 046 3935 3079 5350 19 206
4480 1672
3400 (5,474) 369 5 (3079) 4691 {10,380}
3513 (527} 3453 (1,039)
3563 2,045 3932 9,459
3370 {2 045) 3932 16 819)
3952 {2,640}



16 SHARE CAPITAL continued

(i) Ordinary shares in the company held under trust during the period/year as follows

Ordinary
ordinary Qrdipary Shares Ordinary Market
Shates Shares transfesred Shares  Nominat value vilue &t
held at acquired during year held at 31 March 31 March
Dividends 1 Apni 2006 during year {Note (e)) 31 March 2007 2007 2007
Year ended 3t March 2007 Notes wanvad (900s) t000s) 00s} (DO0s} e tm
Scottish Power Sharesave Schemnes {al yes 4 761 12,808} 1953 08 156
Executive Share Option Plan 201 (b} yes 9356 (S BB1) 3475 14 278
Employee Share Ownership Plan Q) no 3,564 334 (1953) 1947 o8 156
Long Term Incentive Pian [G1] no 3471 {1247) 2224 10 178
21152 336 {11,889 9,599 450 758
Ordinary. Qrdinary
Ordinary Ordwary Shares Shares Market
i Shares : Gharas transferred heldat  Nominat value value at
held at acquited  durngperiod 39 December 31 December® 31 December
N Drvidenos 1 Apnl 7007 during pericd iNate igl) 2007 2007 2007
Nirie months ended 31 December 2007 Notes walved (000s) 000 (000 (0005} Em Em
scottish Power Sharesave Schermes (a) yes 1,953 (1953)
Executive Share Opuion Plan 2001 i)} yes 3475 (3475}
Employes Share Ownership Plan [(d] no 1,947 (1947)
Long Term incentive Plan td no 23724 (2 224)
9,599 9,599
fal Ordnary shares of the company were held in two Qualifying Employee Share te) One third of the ardinary shares under trust were exchanged for B shares in they
Qwnership Trusts as part of the Scottish Power Limited Sharesave Scheme and year ended 31 March 2007 The ordinary shares exchanged for 8 shares are
the Scottish Pawer UK plc Sharesave Scherne Detaills of options granted under included 1n the totals of Qrdinary shares transferred duning year
these schemes are disclosed above
tf) Pnor to the acqulisition of the company by Iberdrola the company s practice was
(b) Ordinary shares of the company were held under trust as part of the Executive to purchase shares in the market through an employee benefit trust to satlsfy
Share Option Plan 2001 for executive directors and other senicr managers options and awards granted under the Executiva Share Option Plan 2001 and the
tong Term Incentive Plan New shares were issued 1n relation to the Qualifying
te) Ordinary shares of the company were held 1 the Employee Share Ownershup gmployee Share Trusts associated with the Sharesave Schemes, the Executive
Pan Trust on behalf of employees of the Scortish Pawer group shares share Option Scheme the PacifiCorp Stack Incentive Plan and the Employee
appropnaced under the Free Element ard the Malching Element are subject to share Ownership Plan in the last ten years (n the ten year period to 31 March
forterture for a peniod of three years from the date of apprapriation Shares 2007, new shares issued to satisfy discretionary options and awards represented
approptiated under the Partnership Etament and the Dyvidend Elernent of the 0 8% of the 1ssued share capiral
Employee Share Qwnership Plan are not subject to forfeiture
i) ordinary shares of the company were held under trust as part of the Long Term fgh Following the acquisiticn of the company by iber diola the ordinary shares held

under trust were exchanged for cash {berdrola loan notes and Iberdrola shares

incentive Plan for executive directors and other senior managers Na ordinary shares in the campany were held under trust at 31 December 2007

(i} Purchases of equity securities made by the issuer during the period
No share purchases in the market were made during the period pursuant to the
LTIP and the EXSOP The company's policy was to purchase in the market only
the number of shares required to sabisfy options and awards granted under the
LTIP and the ExSOP

{v) Share-based payments
The cast recagnised 0 respect of the company's share and share option
schemes for the period ended 31 December 2007 amounted to £2 3 million
(year ended 31 March 2007 £3 2 mithom) As these amounts are not material to
the company's results no further disclosures have been presented
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NOTES TO THE ACCOUNTS continued

as at 31 ecember 2007

17 ANALYSIS OF MOVEMENTS IN SHAREHOLDERS' FUNDS

At 1 Apri 2007

Share
capital
£m

6256

Profit For the pernod
Net gains removed from equity and recognised during the period
Tax on items transferred from equity
Dividends ordinary
dividend in specie
Share capital 1ssued

Conversicn of convertible bond (net of taxation) 427

Reserve transfer on repurchase of B share capital

Credit n respect of employee share awards

Consideration received In respect of sale of own shares held under trust
Treasury shares distributed 1o sharesave partcipants

Treasury shares transferred to investments

Other moverments in treasury shares

At 3t December 2007 670.3

Of the profit and loss account reserve at 31 December 2007 of £1,050 8 million (31 March 2007 £1663 & million} £88S & mullion (31 March 2007 £1 498 4 million)

15 avallable for distribution

18 DIRECTORS' REMUNERATION
{11 The emoluments of the Chairman, Executive Directors and Non Executive
Directors for the pericd/year were as follows

Baslc salary

Bomuses

Pension allowance

Benefits in kind
Compensaugn/payment in heu of notice

No directar (year ended 31 March 2007 one director) has retirement benefits
accruing under the company s defined benefit pension scheme

Two directors (year ended 31 March 2007 ha directors) exercised share options over
Scottish Power Limited shares in the period

Twe directors (year ended 31 March 2007 twao dlrectors) recelved shares during the
pericd under the Long Term Incentive Plan

The emoluments of the highest paid director, excluding pension contributions were
£47 548 (year ended 31 March 2007 £5 003 458 The highest paid director recerved
shares under the Long Term incentive Plan during the nine months ended 31

19 CONTINGENT LIABILITIES

The campany has guaranteed the European Investment Bank ( EIB") debt of SP
Transmssion Limited $P Distribution Limited and SP Manweb plc The total value of
this debt «n 1ssue at 33 December 2007 15 £195 4 million (31 March 2007 £195 8
million}

29 ULTIMATE PARENT COMPANY

At 31 December 2007 the company regarded Iberdrola S A a company incorporated
In Spain, as its wttmate parent company and the cnly group in which the results

of the company are consolidated Copies of Iberdrola 5 A consolidated Accounts for
the year ended 31 December 2007, translated into English will be filed with the
company's Accounts at Companies House Edinburgh
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share
premium
e

2,3470

147
3081

26698

P Capltal
Teserve
£m

m7

(188 4)

i3

Capat Profit
redemptien Hedge and loss
reserve teserve account Total
Em £m £m Em
1394 50 16636 49723
728 728
7N (26) 97
21 07 28
n78 3 (178 3)
(871 8) (B71 8}
167
3302 €810
188 4
23 23
94 94
232 232
45 45
{32) 32
3278 1LO508 47220
Nine maonths ended Yeat ended
31 December 2007 31 March $007
EQOC £000
1194 181840
15100
3500
16 1681
44737
1210 8,1678

December 2007 and the year ended 31 March 2007 During the nine months ended
31 December 2007 and the year ended 31 March 2007 the highest paid director
exetcised share options over Scottish Power Limited shares

Following the completion af the sale of the company to Iberdrofa Phillp Bowman
and Simon Lowth ceased to be employed by the company Amounts of £2,894,458
and £1 579 235 were payabte to Philip Bowrman and Simon Lowth respectively 1in
respect of compensation for 10ss of basic salary bonuses, pension ailowance,
pension and benefits



INDEPENDENT AUDITORS' REPORT

TO THE SHAREHOUDER OF SCOTTISH POWIR LIMETLD

We have audrted the Accounts of Scottish Power Limited for the period ended 31
December 2007 which comprise the Profit and Loss Account, the Statement of Tetal
Recognised Gains and Losses the Reconciiation of Movements in Shareholders’
Funds the Balance Sheet and related nates 1 to 20 These Accounts have been
prepared under the accounting policies set out theren

This report I1s made solely to the company's member In accordance with Section 235
of the Companies Act 1985 Our audit work has been undertaken so that we might
state to the company's member those matters we are required to state to them in an
auditors report and for no other purpose To the fullest extent permitted by law we
do not accept or assume respensibility to anyane ather than the company and the
company s member for our audtt work, for this report or for the opnicns we have
farmed

Respective responsibilities of directors and auditors

The directors' respansibilities for prepating the Directors Report and the Accounts in
accordance with applicable law and United Kingdom Accounting Standards (UK
Generally Accepted Accaunting Practice) are set out In the Statement of Directors
Responsibilities

Our responsibility 1s to audit the Accounts In accordance with refevant legal and
regulatory requirements and International Standards on Auditing (UK and Irefand)

We report ta you our opinion as to whether the Accounts grve a true and fair view and
are properly prepared in accordance with the Compar:es Act 1985 We also report to
you whether in our opinian the infarmatian given in the Directors Reportis
consistent with the Accounts

In additien we report to you if 1 our oplnion the company has not kept proper
accounting records If we have not received all the Information and explanatians we
require for our audt, or If information specfied by law regarding directors
remuneration and other transactions 15 not disclosed

we read the Directors Report and consider the implications for our report if we
become aware of any apparent misstatements within it

Basis of audit opinion

We conducted our audit In accordance with International Standards on Auditing (UK
and Ireland) 1ssued by the Auditing Practices Board An audit includes examination
on a test basis of evidence relevant to the amounts and disclosures In the Accounts
it also includes an assessment of the significant estimates and judgements made by
the directors In the preparation of the Accounts and of whether the accounting
policies are appropriate to the company’s Groumstances, consistently applied and
adeguately disclosed

we planned and performed our audit so as to obtain all the information ang
explznations which we considerad necessary (n order to prowide us with sufficient
evidence to glve reasonable assurance that the Accounts are free from mnaterial
misstatement whether caused by fraud or other irregufanty or error

Jn forming our cpIrion we also evaiuated the overall adequacy of the presentation
of Information In the Accounts

Opinion
In our opinion:

« the Accounts give a true and fair view in accordance with United Kingdom
Generally Accepted Accounting Practice, of the state of the
company's affairs as at 31 December 2007 and of the company’s profit far
the pericd then ended,

» the Accounts have been prepared in accordance with the Companies
Act 1985 and

the information given In the Directors Report 1s consisient with the
Accounts

é"‘"\-"\" "\_7 S LL(;

Ernst & Young LLP
Registered Auditar
Glasgow

17 September 2008
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