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British Energy Generation Limited
Directors’ Report

The Directors present their report and the audited financial statements of the Company for the year ended 31 March 2007

PRINCIPAL ACTIVITIES, REVIEW OF THE BUSINESS AND FUTURE DEVELOPMENTS
The Company's pnncipal activity 1s the generation and sale of electncity
It s the intention of the Direclors that the Company will continue te develop its current pnincipal activity

References to the Group are to Brntish Energy Group plc, the ultmate holding company of Brntish Energy Generation Limited,
and its subsidianes inciuding this Company References to ‘Bntish Energy’ are to Bntish Energy Group plc

PRINCIPAL RISKS AND UNCERTAINTIES

The management of the business and the execution of the Company's strategy are subject to a number of nsks A discussion
of these nsks and uncertainties, in the context of the Group as a whale, i1s provided in the Financial Review on pages 12 to 21 of
the Group's Annual Report and Accounts for the year ended 31 March 2007, which does not form part of this report

KEY PERFORMANCE INDICATORS

The Company’s Directors believe that analysis using key performance indicators for the Company 1s not necessary because the
development, performance and position of the Company’s trading achwvities including performance against Group wide key
performance indicators 1s discussed within the Chief Executve's Business Review on pages & to 11 of the Group's Annual
Report and Accounts for the year ended 31 March 2007, which does not form part of this report

FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES
The Company's financial nsk management objectives and policies, including policies for hedging transactions, are discussed in

the Group's Annua! Report and Accounts for the year ended 31 March 2007 in the Risk Management Section on pages 17 to 18
of the Financial Review, which does not form part of this report

SHARE CAPITAL
Details of the Company's share capital are included at note 20

RESULTS AND DIVIDENDS

The result for the year 1s set out in the profit and loss account on page 7 The profit for the year of £195m (2006 £482m) was
transferred to reserves

The Directors do not recommend the payment of a dividend (2006 £641m)
EVENTS AFTER THE BALANCE SHEET DATE

The Group made announcements on 22 October 2007 and 6 November 2007 and released its intenm results on 13 November
2007, which included details on the Company’s plant and cutput  Further announcements in respect of plant and output and
station hfe extensions were made on 21 November 2007 and 11 December 2007 respectively Full detalls are set outin note 25

RESEARCH AND DEVELOPMENT

Dunng the year the Company spent £13m on research and development (2008 £12m) and these costs have been expensed
wathin Matenals and Senvices in the profit and loss account  This is pnmanly scientfic and engineenng research actwty that is
direcled towards secunng further improvements in the rehability, performance and safety of the Company's generating business
and related actvities

DIRECTORS
The Directors of the Company throughout the year and at 31 March 2007 are listed on page 2
POLICY ON PAYMENT OF CREDITORS

The Company's palicy 1s to settle the terms of payment wath suppliers when agreeing the terms of each transaction, to ensure
that supphers are made aware of these terms and to abide by the agreed terms  The Company had trade creditors amounting
to £67m (2006 £62m) at 31 March 2007 Suppliers to the Group were paid within an average of 57 days for the financial year
(2006 56 days) For the purpose of this analysis suppher purchases exclude payments to Bntish Nuclear Fuels pic (BNFL), the
Company's pnncipal supplier, which are generally made against an agreed contract profile

CHARITABLE AND POLITICAL CONTRIBUTIONS

The Company made chantable donations dunng the year of £59,006 (2006 £46,896) in support of the community No politeal
donations were made dunng the year (2006 Enil}




British Energy Generation Limited
Directors’ Report

EMPLOYEES

The Company s commitied to involving employees in the business through a policy of communicatton and consultaton
Arrangements have been established for the regular prowision of information to all employees through bnefings, staff
conferences and well established formal consultation procedures

The Company 1s commitied to its equal cpportunities policies, which includes promoting traiming and career development for all
employees Full and far consideratton for all vacancies and gpportunities will be given to men and women, people with
disabilities and those from ethmic minonties, regardless of mantal status, age, rehgion or sexual cnentaton The policy 15
supported by a Code of Practice on harassment which recognises that all employees have the nght to be treated with dignity
and respect

The Group operates a Share Incentive Plan, which s an all-employee performance related share scheme More details of the
Share Incentive Plan, and the Group’s other share schemes, are set out in the Group’s Annual Report and Accounts for the year
ended 31 March 2007

DIRECTORS' STATEMENT AS TO DISCLOSURE OF INFORMATION TO AUDITORS

The Directors who were members of the Board at the tme of approving the Directors’ Report are listed on page 2 Having made
enguines of fellow Directors and of the auditors, each of these Directors confinns that.

« to the best of each Director's knowledge and belief, there s no iInformahon relevant to the preparation of therr Report of
which the auditors are unaware, and

+ each Director has taken all the steps a Director might reasonably be expected to have taken to be aware of relevant audit
information and to establish that the auditors are aware of that mformation

This report was approved by the Board of Directors on 20 December 2007 and signed on its behalf by

o

ROBERT ARMOUR
Director




British Energy Generation Limited
Statement of Directors’ Responsibilities
for the year ended 31 March 2007 .

Company law requires the Directors to prepare financial statements for each financial year which give a true and fair view of the
state of affairs of the Company, and of the results of the Company, for that year

In prepanng the financial statements, the Directors are required to

select sutable accounting policies and then apply them consistently,

make judgements and estimates that are reasonable and prudent,

state whether applicable accounting standards have been followed, and

prepare the financial statements on the going concern basis unless it 1s inappropnate to presume that the Company wall
continue In business

The Directors confirm that they have comphied with the above requirements in prepanng the financal statements

The Directors are responsible for keeping proper accounting records which disclose with reasonable accuracy at any time the
financial posttion of the Company and to enable them to ensure that the financial statements comply with the Companies Act
1985 They are also responsible for safeguarding the assets of the Company and hence for taking reasonable steps for the
prevention and detection of fraud and other rrequlanties




Bnitish Energy Generation Limited
Independent Auditors’ Report to the Members of British Energy Generation Limited
for the year ended 31 March 2007

We have audited the financial statements of Bntish Energy Generation Limited for the year ended 31 March 2007 which
compnse the profit and loss account, the statement of total recognised gans and losses, the balance sheet and the related
notes These financizl statements have been prepared under the accounting policies set out theretn

Respective responsibilities of Directors and auditors

The Directors’ responsibilities for prepanng the financial statements in accordance with applicable law and United Kingdom
Accounting Standards {Umited Kingdom Generally Accepted Accounting Praclce} are set out in the Statement of Directors’
Responsibilites

Qur responsibibty 15 to audt the financal statements In accordance wath relevant legal and regulatory requirements and
Intemational Standards on Auditing (UK and Ireland) This report, including the opinion, has been prepared for and only for the
Company's members as a body In accordance with Section 235 of the Companies Act 1985 and for no other purpose We do
not, in giving this opinion, accept or assume responsibiity for any other purpose or to any other person to whom this report 15
shown or into whose hands it may come save where expressly agreed by our prior consent in wnting

Woe report to you our optnicn as to whether the financal statements give a true and farr view and are propery prepared in
accordance with the Companies Act 1985 We also report to you whether in our opinion the informatien given in the Directors'
Report 1s consistent with the financial statements

In addihon we report to you if, in our opinion, the Company has not kept proper accounting records, If we have not received all
the information and explanations we require for our audit, or if information specified by law regarding Directors’ remuneration
and other transachons 1s not disclosed

We read the Directors’ Report and consider the implicatons for our report iIf 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
Practces Board An audit includes examinaton, on a test basis, of evidence relevant to the amounts and disclosures in the
financial statements [t also indudes an assessment of the significant estmates and judgments made by the Directors in the
preparation of the financial statements, and of whether the accounting policies are appropnate to the Company's crcumstances,
consistertly apphed and adequately disclosed

We planned and performed our audit so as to obtain all the information and explanations which we considered necessary in
order to provide us with sufficient evidence to give reasonable assurance that the financial statements are free from matenal
misstatement, whether caused by fraud or other irregulanty or error In forming our opinion we also evaluated the overall
adequacy of the presentation of information in the financial statements

Opinion
in our opinion
+ the financal statements 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 March 2007 and of its profit for the year then ended,

. the financial statements have been properly prepared Iin accordance with the Companies Act 1985, and
= the information given in the Directors’ Report i1s consistent wath the financial statements

Ricwcbordmsbsters. 18

PrnicewaterhouseCoopers LLP
Chartered Accountants and Registered Auditors
Edinburgh

20 December 2007




British Energy Generation Limited
Profit and Loss Account .
for the year ended 31 March 2007

Turnover
Continuing activibes
- Ongoing

- Acquisttion

Operating costs before exceptional tems
Excephonal operating items
Operating costs after exceptional items

Operating profit
Continuing activittes

- Ongoing
- Acquisition

Financing (charges)/credits

Net revalonsation charges

Net interest

Profit on ordinary activities before taxation

Taxation

Profit for the financial year

Statement of Total Recognised Gains and Losses
for the year ended 31 March 2007

Notes

N N

W LW

21

2007 2006
£m £m
2,132 1,416

- 419

2,132 1,835
{1,682} {1,250)
(34) 54
{1,716) {1,196)
416 609

- 30

416 639
(17) (11

21 28

4 17

420 656
{225) (174)
195 482

There were no recognised gains and losses other than those included in the profit and loss account above

The accompanying notes are an integral part of these financial statements




British Energy Generation Limited
Balance Sheet .
as at 31 March 2007

Notes
Fixed assets
Tangible assets 9
Investments 10
Current assets
Stocks "
Debtors amounts falling due within one year 12
Debtors amounts faling due after more than one year 13
Investments — hquid funds
Creditors amounts falling due within one year 14
Net current assets
Total assets less current hlabilities
Creditors amounts falling due after more than one year 15
Provisions for habilities and charges 16
Net assets
Capital and reserves
Called up share capital 20/21
Share premum 21
Profit and loss account 21
Shareholders’ funds 21

The accompanying notes are an integral par of these financial statements

The financial statements were approved by the Board of Directors on 20 December 2007 and signed on its behaif by

STEPHEN BILLINGHAM M

Director

2007 2006
£m £m
963 8901

5 -

968 891
362 321
19,642 15,787
5,345 5,260
7 28
25,356 21,396
(20,221) (15,957)
5,135 5,439
6,103 6,330
(2,222) (2,259)
(3,246) (2,992)
635 1,079

72 72

563 1,007
635 1,079




British Energy Generation Limited
Notes to the Financial Statements .
for the year ended 31 March 2007 -

1 ACCOUNTING POLICIES
(1 Basis of Preparation

The financial statements are prepared under the histoncal cost convention and in accordance with accounting standards
apphcable in the United Kingdom

The preparation of financial statements in conformity with Generally Accepted Accounting Pnnciples requires management to
make estimates and assumptions that affect the reported amounts of assets and habilities and disclosure of contingent assets
and liabiihes at the date of the financial statements and the reported amounts of revenues and expenses dunng the reporting
pernod Actual results can differ from those estimates

in accordance with FRS 18 — Accounting Policies, the Directors have reviewed the Company's accounting policies and confirm
that they contnue to be the most appropnate A number of the policies require the Company to use a vanety of estmation
techniques  Significant factors considered when assessing the camrying value of assets include future electnoty pnces.,
expected annual output, expected station operating costs, remaining station lives and discount rates  Estimates of output, costs
and timing of associated cash flows, as well as the expected regulatory framework, are key factors used to apply the stated
pohaies for long-term nuclear habilites and decommussioning

In accordance with FRS 1 (Revised) — Cash Flow Statements, a cash flow statement 15 not presented since the Company 1s a
wholly owned subsidiary

(v} Turnover

The Company sells its output to a fellow subsidiary Bntish Energy Power and Energy Trading Limited Tumover represents
sales of electncity and sales of other related goods Turmover 1s shown net of value added tax and I1s recognised on an accruals
basis

Tumover ncludes miscellaneous incormne that compnses mainly sennces to Magnox in respect of shared sites
() Fuel Costs — Nuclear Front End

Advanced Gas Cooled Reactors (AGR)

Front end fuel costs consist of the costs of procurement of uraruum, conversion and ennchment services and fuel element
fabncaton Fabncation costs compnse fixed and vanable elements  All costs are capitalised into stock and charged to the profit
and loss account in proportion to the amount of fuel bumt

Pressunsed Water Reactor (PWR)
All front end fue! costs are vanable and are capitalised into stock and subsequently charged to the profit and loss account i
proportion to the amount of fuel burnt

{v) Fuel Costs — Nuclear Back End

AGR
Spent fuel extracted from the reactors 15 sent for reprocessing and/or long-term storage and eventual disposat of resulting waste
products Back end fuel costs compnse

{a) a cost per tonne of uranium in AGR fuel, In respect of amounts payable on loading of fue! into any one of the AGR
reactors, and

(b) a rebate/surcharge against the cost mentioned in (a} above that 1s dependent on the out-tum market electnaty pnce in the
year and the amount of electncity generated mn the year

The loading related cost and the rebate/surcharge 13 capitalised into stock and charged to the profit and foss account in
proportion to the amount of fuel bumt

PWR
Back end fuel costs are based on wet storage in staton ponds followed by dry storage and subsequent direct disposal of fuel
Back end fuel costs compnse the estimated cost of this process at current pnces discounted back to current value Back end
fuel costs are capitahsed into stock on toading and charged to the profit and less account in proportion to the amount of fuel
burnt




British Energy Generation Limited
Notes to the Financial Statements »
for the year ended 31 March 2007 .

(v) Unburnt Fuel at Shutdown

Due to the nature of the nuclear fuel process there will be some unbumt fuel in the reactors at statton closure The costs of this
unbumt fuel {final core) are fully prowided at the balance sheet date and any changes in the camying value of nuclear fuel
attnbuted to the final core are charged to the profit and loss account in the year

{v1) Research and Development Expenditure

Expenditure on scientific and engineenng research, prebminary studies and initation of new technologies 1s categonsed as
research and charged to the profit and loss account as incurred

{wii} Pensions and Other Post Retrement Benefits

The Company participates in a muth employer defined benefit plan This plan 15 operated on a basis that dees not enable
indwidual companies to identify their share of the underlying assets and liabilibes and in accordance with FRS 17 — Retrement
Benefits (FRS 17), the Company accounts for its contnbutions to the plan as if it 1s a defined contnbution plan

{vin) NLF Funding Arrangements

Under new arangements with the wecretary of State, the Nuclear Liabilites Fund (NLF) wll fund, subject to certain exceptions,
the Company's qualifying uncontracted nuclear habilites and qualifying decommissioning costs To the extent there 15 any
surplus remaining in the NLF after the obligations have been discharged, this amount will be paid to the Secretary of State The
Company s responsible for funding certan excluded or disqualified iabiibes and will, in certain arcumstances. be required to
compensate or indemnify the NLF and the Secretary of State n relation to such habiites The Company's obligations under
these arrangements with the Secretary of State are guaranteed by certain companies in the Group

In consideration for the assumpton of these habilities by the Secretary of State and the NLF, Bntish Energy Holdings plc 1ssued
£275m 1n Bonds to the NLF at the Restructuring Effective Date The Group will atso now make the following payments to the
NLF (1) an annual contnbution {Cash Sweep Payment) rubally equal to 65% of Bntsh Energy Group's adjusted net cash flow,
adjusted for certain corporate actons but never to exceed 65% (Cash Sweep percentage), (1) fixed decommissioning
contnbutions equal to £20m per annum (indexed to RPI but tapenng off as the nuclear power stations are currently scheduled to
close), and {m) £150,000 {indexed to RPI) for every tonne of uranum in PWR fuel loaded info the Sizewell B reactor after the
Restructunng Effective Date (RED)

The NLF has the nght from tme to time to convert all or part of the Cash Sweep Payment inlo convertible shares of Brtsh
Energy Group plc {the NLF Conversion Right) On a full conversion, the NLF would hold up to 65% of the thereby enlarged
equity share capital of that Company However, the terms of the convertible shares include a imit en the voting nghts of such
shares equal to a maximum of 29 9% whilst held by the NLF

The annual Cash Sweep Payment can only be determined after the end of the financial year and 1s contingent based on cash
generaton in the year Therefore, this Company will only recogrise and provide for it when it becomes determinable and not in
any other intenm financial periods It will be recorded as an operating cost of the applicable financial year The annual Cash
Sweep Payment becomes payable 25 business days after publication of the Group's Annual Report and Accounts

The fixed decommissicning obligations of £20m per annum have been recorded as a hability on the balance sheet at ther
discounted values and disclosed as the NLF lability The NLF liability 1s reduced as payments are made to the NLF  Each year
the financing charges in the profit and loss account include the revalonsation of NLF labilibes required to discharge one year's
discount from the liability

PWR fuel loaded after the Restructunng Effective Date will increase the qualifying nuclear iability recognised for back end PWR
fuel costs as set out above and will increase the NLF receivable by a comesponding amount The difference between the
payment of £150,000 (indexed to RPI) per tonne made to the NLF on the loading of PWR fuel and the increase in the hability
recognised upon loading of this fuel will require to be matched against back end fuel costs as the loaded tonnes are burned In
the PWR reactor

{ix) Operating Leases

Rentals payable under operating leases are charged to the profit and loss account on a straight ine basis over the lease term
{x} Tangible Fixed Assets and Depreciation

Fixed assets compnse assets acquired or constructed by the Company Expenditure of a capital nature incumed to improve
operational performance or to mmprove safety in order to meet increased regulatory standards s also capitahsed Other
expenditure including that incurred on preliminary studies and on the iitiation of new technologies not yet adopted, 1s charged

to the profit and loss account as incurred

Fixed assets {other than assets in the course of construction) are stated in the balance sheet at cost less accumulated
depreciaton Accumutated depreciation includes additional charges made where necessary to reflect impaiment in value

Assets In the course of construction are stated at cost and not depreciated untl commssioned




British Energy Generation Limited

Notes to the Financial Statements

for the year ended 31 March 2007

The carrying values of fixed assets are reviewed for impairment where there has been a tngger event by assessing the present
value of estimated future cash flows and net realisable value compared with net book value The calculation of estmated future
cash flows Is based on the Directors’ best estmates of future pnces, output and costs and 1s therefore subjective

The charge for depreciation of fixed assets 1s based on the straight line method so as to wnte off the costs of assets, after taking
nto account prowvistons for diminution in value, over therr estmated usefu! lives

The asset hves adopted are subject to regular review and for the year ended 31 March 2007 were

AGR power stations 25-35 years
PWR power station 40 years
Other buildings 40 years
Cther plant and equipment 5 years

Overhaul costs, being the costs incurred In relation to statutory outages, are capitalised (in other ptant and equipment) and
depreciated over the penod untl the next statutory outage For AGR power stations, this depreciation penod i1s three years and
for the PWR power station 1s 18 months

Included within the power station category are strategic spares, which are carned at the lower of cost and net realisable value
and depreciated over the life of the asset to which they relate

{xi} Fixed Asset Investments

Investments in subsidianes are inikally recorded at the cost of shares allotted Fixed asset investments are stated at cost less
prowtsions for diminution in value The camying value of all fixed asset nvestments 1s regularly assessed for permanent
impairment and provision made, If appropnate

{(xn} Stocks of Fuel and Stores

Stocks of fuel and stores are valued at the lower of cost and net realisable value The nuclear fuel stock ncludes capitalised
front end and back end costs including the rebate/surcharge but 1s reduced by the provtsion for unburnt fue! at shutdown (note 1

V)
{xm) NLF and Nuclear Liabihties Receivables

The Government indemmity I1s provided to indemnify any future shortfall on NLF funding of qualifying uncontracted nuclear
kabilibes (including PWR back end fue! services) and qualifying nuclear decommissioning costs

The NLF receivable asset recognised represents the aggregate value of the Nuclear Liabiities Fund and the Government
indemnity such that the receivable equals the present value of the associated qualifying habilities

The Government indemnity 1s also provided to cover sernices for spent AGR fuel loaded pre-Restructunng The nuclear
labilities receivable 1s recogmised in respect of the indemnity such that the recevable eguals the present value of the associated
qualfying habiihes

The NLF recevable and the nuclear habiliies receivable are stated in the balance sheet at current pnoe levels, discounted ata
long-term real rate of interest of 3% per annum to take account of the tming of payments Each year the financing charges in
the profit and loss account include the revalonsation of these recevables required to match the revalonsation of the nuclear
habilites

{av) Nuclear Liabihities

Nuclear liabiites represent provision for the Company's habilities in respect of the costs of waste management of spent fuel and
nuciear decommssioning The prowisions represent the Directors’ best estimates of the costs expected to be incurred They
are calculated based on the latest technica! evaluation of the processes and methods likely to be used, and reflect current
engineenng knowledge The provisions are based on such commercial agreements as are currently in place, and reflect the
Directors’ understanding of the current Government policy and regulatory framework  Given that Govermment policy and the
regulatory framework on which our assumptions have been based may be expected to develop and that the Directors’ plans will
be nfluenced by improvements in technology and expenence gained from decommissiorung actwities, habiites and the
resulting prowisions are likely to be adjusted

In recogrusing the costs of generating electnaity, accruals are made in respect of the following

a) Back End Fuel Costs

The treatment of back end fuel costs in the profit and loss account has been dealt with under the accounting pohcies for
fuel costs above These nuclear hiabilities cover reprocessing and storage of spent nuclear fuel and the long-term
storage, treatment and eventual disposal of nuclear waste They are based, as appropnate, on contractual
amangements or the latest technical assessments of the processes and methods hkely to be used to deal with these
obligatons under the current regulatory regime  Where accruals are based on contractual arrangements they are
included within creditors  Other accruals are based on long-terrn cost forecasts which are reviewed regularly and
adjusted where necessary, and are included within provisions

b} Decommissioning of Nuclear Power Stations
The financial statements include provision for the full cost of decommissioning the Company’s nuclear power stations
Provision 1s made on the basis of the latest technical assessments of the processes and methods likely to be used for
decommissioning under the current regulatory regime

11




British Energy Generation Limited
Notes to the Financial Statements
for the year ended 31 March 2007

Accruals and prowvisions for back end fuel costs and decommussioning are stated in the balance sheet at current price levels,
discounted at a long-term real rate of interest of 3% per annum to take account of the tming of payments Each year the
financing charges in the profit and loss account include the revalonsation of labilities required to discharge one year's discount
from prowvisions made i pnor years and restate these provisions {o current price levels

{xv) Taxation

Current tax 1s prowided at amounts expected to be paid or recovered using the tax rates and laws that have been enacted or
substantively enacted at the balance sheet date

Deferred tax 1s recogmised in respect of all timing differences that have onginated but not reversed at the balance sheet date
Timing differences are differences between taxable profits and those stated i the financial statements Deferred tax 1s
measured, on an undiscounted basis, at the tax rates that are expected to apply In the penods tn which the timing differences
are expected to reverse based on tax rates and laws that have been enacted or substantively enacted by the balance sheet
date Deferred tax assets are only recognised to the extent that it can be regarded as more lkely than not that there will be
suitable taxable profits from which the future reversal of the underlying tming difference can be deducted

Deferred tax s recogmsed in the profit and loss account except to the extent that it1s attnbutable to a gain or loss that s or has
been recognised directly in the statement of total recognised gains and losses in which case the deferred tax i1s recognised
directly in that statement.

(xvi) Liquid Funds

Cash which 1s placed on term deposits which mature more than one day after the end of the financial year or invested in
commercial paper, 15 classified under current asset investments in the balance sheet

(xvn) Share-based Payment

The Group has five share compensation schemes, the Share Incentive Plan, the Long Term Deferred Bonus Plan, the Deferred
Incentive Plan, the Executive Share Option Plan 2004 and the Intenm Bonus Plan The Company accounts for these share
compensation schemes in accordance with FRS 20 — Share-based Payment

The fair value of the share compensation schemes 1s charged to the profit and loss account over the penod from the date the
schemes were granted {o the date at which the compensation 1s expected to vest on the employees The coresponding credit
15 included in shareholders' funds The Group issues equity-setiied share-based payments to certain employees under the
terms of the Group’s vanous employee share compensation schemes Equity-seftled share-based payments are measured at
farr value at the date of grant The farr value determined at the grant date of equity-settled share-based payments 1s expensed
on a straight line basis over the vesting penod, based on an estmate of the shares that will ulbmately vest

2 OQUTPUT AND TURNOVER

The analysis of the output that 1s unaudited 15 as follows

2007 2006
TWh TwWh
Output 512 558
The analysts of tumover is as follows
2007 2006
£m £m
Continuing activities
Ongoing
Electnaity generation 2128 1,404
Miscellaneous tncome 4 12
2132 1,416
Acquisition
Electnaty generation - 419
Total turnover 2,132 1,835

Ongoing electncity generation represents the sale of electnaity to Bntish Energy Power and Energy Trading Limited (BEPET)
On 1 July 2005, Bntish Energy Generation {UK) Limited transferred its trade and assets to the Company For the year ended 31
March 2007, the tumover from this company 1s included in ongoing actvities  From 1 July 2005 to 31 March 2006 1t 1s shown
within electnaty generation acquisiion  In both years it represents the sale of electncity to BEPET




British Energy Generation Limited
Notes to the Financial Statements
for the year ended 31 March 2007

3 CPERATING COSTS

2007 2006
£m fm
Continuing activities
Ongoing
Fuel 283 207
Matenals and services €31 343
Energy supply costs 49 36
Cash Sweep Payment {note &) 305 79
Staff costs (note 4) 300 214
Depreciation 114 58
1,682 837
Acquisttion
Fuel - 82
Matenals and services - 131
Energy supply costs - 11
Cash Sweep Payment (note 6) - 26
Staff costs (note 4) - 45
Depreciation - 18
- 313
Operating costs before exceptional items 1,682 1,250
Exceptional operating items
Ongoing
Staff costs (note 4) 34 32
Depreciation credits - (162}
34 (130}
Acquisition
Staff costs (note 4) - 10
Depreciation charges - 66
- 76
34 (54)
Operating costs after exceptional items 1,716 1,196
Analysis of exceptional operating items
2007 2006
£m £m
Accelerated pension contnbutions 34 42
Fixed asset wnte up - (96)
Quinguennial Revtew impact on nuclear habthties 8 1,028
Quinguennia!l Review impact on NLF recervable (8) {1,028)
34 (54)

The exceptional operating costs of £34m are further explained as follows

* Accelerated pension contnbutions of £34m (20068 £42m) relate to the Company's share of the £40m (2006 £50m)
accelerated pension contnbutions paid by the Group into the British Energy Generation Group pension scheme dunng the
year ended 31 March 2007

e Dunng the year ended 31 March 2007 decommissioning costs increased by £8m to reflect an increase in the level of
estmated nuclear habilibes as a result of completion of the Quinquennial Review  This review was substantially completed
in the year ended 31 March 2006, but still required final approval, which was recewved this year and resulted n the
incremental £8m, which was in addition to the £1,028m recorded n 2006 As part of the Restructunng arrangements, the
Company ts indemnified by the Government for any future shortfall iIn NLF funding of quabfying nuclear habilites and
decommussioning costs, therefore the NLF receivable has also increased by £8m

Exceptional operating credits amounting to £54m were reported for the year ended 31 March 2006 These amounts are further
explained as follows

. Accelerated pension contnibutions of £42m, see above

. At 31 March 2006 the Directors reassessed the fixed asset camying vatues, in ine with the requirements of FRS 11 -
Impaiment of Fixed Assets and Goodwill, to determine whether any revisions to fixed asset camying values were
appropnate The camying value of the nuclear statons was calculated by discounting the expected future cash flows from
continued use of the assets, having made appropriate assumptions regarding future operating performance Following
the review the camying value of fixed assets was Increased by £96m at 31 March 2006 to reflect reversal of previous
imparrment losses
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+  Dunng the year ended 31 March 2006 the resuits of the Quinquenmial Review to reassess the value of the nuclear liabilibes
was completed subject to final agreement with the Nuclear Decommssioning Authonty {(NDA) and the other regulators
(Nuclear Instaliations Inspectorate, the Environment Agency and the Scothsh Environment Protection Agency) Following
the review, the level of estmated hiabilities in December 2005 increased by £1,028m on a discounted basis The Company
will be iIndemnified by the Government for any future shortfall on NLF funding of qualifying uncontracted nuclear habiites
and qualfying decommssiorung costs and therefore the increase in habiliies as is fully offset by a corresponding increase
in the NLF recervable at that date

2007 2006
£m £m

Operating costs are stated after charging
Research and development 13 12
Operating lease costs - other 5 5

The auditors' remuneration for audit services was £364,000 (2006 £444,000) which was borne by Bntish Energy Limited

~

4 EMPLOYEE INFORMATION

{a) Staff costs 2007 2006
£m £m
Salanes 220 189
Social secunty costs 23 20
Pension costs (note 19) 94 96
Amounts capitalised (5) (5)
Share-based payments 2 1
Total staff costs 334 301
{b) Employee numbers 2007 2006
No No

Average number of employees by category dunng the year were
Power stations 4,148 3,895
Engineenng, technical and corporate support 952 924
5,100 4,619

The basis for calculating the average number of employees has been modified in the year to inciude apprentices This has
increased the average number of employees for 2006 by 103 from the number reported in the Company accounts for the year
ended 31 March 2006

5 DIRECTORS’ EMOLUMENTS

2007 2006
£000 £000
Total emoluments, including pension contnbutions
For management services
- salanes and other benefits 2,201 2,262
- performance related bonuses 125 1,615
- pension contnbutions 161 164
2,487 4,041
- compensation for loss of office 1,100 654
3,587 4,695

Emoluments for those Directors who are also Directors of Bntish Energy Group plc are detalled in the Remuneration Committee
Report in the Bntish Energy Group pic Annual Report and Accounts Emoluments of all the Directors are borme by Bntish
Energy Limited or this Company but are included in the above amounts None of the Directors received emoluments for therr
services as Directors to this Company in the year ended 31 March 2007 (2006 Enil} since the services supplied to this
Company are considered o be incidental to those supplhed to the Group Non-group Directors were paid for their services as
employees and not as Directors of the Company

Dunng the year, compensation for loss of office of £1,100,000 was paid to Roy Anderson, a former Director who resigned dunng

the year In the year ended 31 March 2006, compensation for loss of office of £654,000 was pad to Mike Alexander, a former
Director who resigned in the year ended 31 March 2005
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Retirement benefits accrue to 9 (2006 7) Directors under a defined benefits scheme

The above amounts for remuneration include the following in respect of the ughest pard Director

2007 2006

£000 £000

Emoluments 305 1,262
Pension contnbutions 18 27
323 1,289

Compensation for loss of office 1,100 -
1,423 1,289

6 CASH SWEEP PAYMENT

Under the terms of the Restructunng Bntish Energy Group plc has an obligation to make payments to the NLF should certain
cntena be met As permitted by the Contnbution Agreement, Bntish Energy Group plc has agreed with this Company that it wall
make the required contnbutions on Its behalf  The basis of the Cash Sweep Payment and cost, which 1s borne by this Company
15 as follows

2007 20086

£m £m

Increase in cash (as per the consolidated statement of cash flows) 463 403
Decrease 1n restncted cash {111) {15)
Increase in restncted cash excluded from the Cash Sweep Payment {1) -
Decrease in restncted cash for Agreed Collateral Purposes {112) (15)
Other reconciling items - 3
Increase in available cash 351 Kieh
Payments to NLF 105 -
Transfer to Forecast Expenditure Reserve 22 (177)
Amounts received from 1ssue or sale of ordinary shares (6) (9)
Cash required to be released/(retained) to meet Target Amount 1 {43)
Adjusted net cash flow 473 162
Weighted average payment percentage 64 38% 64 74%
Cash Sweep Payment 305 105

An accrual for the Cash Sweep Payment of £305m (2006 £105m) 1s included in creditors amounts falling due wathin one year
(see note 14) Refer to note 25 for details of the Cash Sweep Payment of the year ended 31 March 2007

Target Amount and Cash Required to be Retained to Mest Target Amount

The Target Amount 1s £490m plus the Incremental Collatera! Amount, which 1s the amount by which cash applied to prowviding
collateral for the generation, sale and purchase by the Group of electncity (1 e for Agreed Collateral Purposes) exceeds £200m
Any increase or decrease (n the Incremental Collateral Amount shall automatically increase or decrease the Target Amount by
the same amount The restncted cash for Agreed Collateral Purposes at 31 March 2007 1s £90m (2006 £201m) therefore the
Target Amount and cash required to be retained to meet Target Amount at the balance sheet dates are as follows

2007 2008

£m £m

Cash required to be retained to meet Target Amount in pnor penods 491 448

Base Target Amount {490) (490}

Incremenital collateral in excess of £200m (see above) - )]

Target Amount at 31 March {490) (491}

Cash required to be releasedf/(retained) to meet Target Amount 1 {43)
Payments to NLF

Payments to NLF represent the aggregate of any payments made by or on behalf of the Group to the NLF dunng the year,
excluding fixed decommissioning payments of £20m per annum (indexed to RPI but tapenng off as the nuclear power stations
are currently scheduled to close) and £150,000 (indexed to RPI) for every tonne of uramum in PWR fue! loaded into Sizewe!l B
reactor after RED
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Forecast Expenditure Reserve

The Group has reduced the Forecast Expenditure Reserve by £22m to £155m (2006 £177m) The Forecast Expenditure
Reserve will be used to meet capital expenditure commitments and non-recumng maintenance and repair of a capital nature
which 1s payable in the following financial year, as well as to fund capital expenditure, as defined in the underlying agreements

Weighted Average Payment Percentage

The weighted average payment percentage has decreased from 64 74% at 31 March 2006 to 64 38% at 31 March 2007, as a
result of warrants in Briish Energy Group plc being exercised throughout the year and payment of the Cash Sweep in respect of
the year ended 31 March 2006 The calculation 15 weighted to take account of the dates that the exercises of warrants took

place dunng the year and the Cash Sweep Payment date

Payment Percentage
The NLF Cash Sweep percentage 1s 64 04% at 31 March 2007 (2006 &4 63%)

7 FINANCING CHARGES/{CREDITS}

Net revalorisation charges

Revalonsation of nuclear habiibes (see note 17)
Revalonsation of nuclear habihties receivable
Revalonsation of NLF receivable

Revalonsation of NLF Labilities

Interest payable
QOther interest payable
Interest payable on amounts owed to group undertakings

Interest receivable
Other interest receivable
Interest receivable on amounts owed by group undertakings

Net interest

2007 2006
£m £m
413 174
{175) (114)
(238) (60)
17 11
17 11

1 .
596 303
597 303

- (N
{618) (330}
(618) (331)
(21) {28)

Within revalonsation of nuclear liabiities for the year ended 31 March 2006 1s a credit of £48m and within revalonsation of the
NLF recewvable 1s a charge of £48m n relation to the Group's decsion to extend the accountng life of Dungeness B by ten

years to 2018

8 TAXATION

Current tax
UK corporation tax charge on profits for year

Deferred tax

Charge for year on ordinary activibes
Charge/(credit) for pnor years on ordinary activities
Charge on exceptional items

Deferred tax charge for year

Tax charge on profit on ordinary actvibes

A reconcthation of the effective tax rate for the current year tax charge 1s set out below

Tax charge on profit at standard rate of 30%

Capital allowances for year in excess of depreciation
Utiisation of tax losses

Current year movement in deferred tax

Expenses not deductible for tax purposes

Current tax charge for year

2007 2006
£m £m
87 -
136 188
2 (40)

- 16

138 174
225 174
2007 2006
£m £m
126 197
{19) (53)
{(117) {153)
(136) {206)
97 9
87 -
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g TANGIBLE FIXED ASSETS

Other Other plant

Power land and and
stations buildings equipment Total
£m £m £m fm

Cost
At 1 Apnl 2006 10,233 32 326 10,591
Additions 81 - 105 186
Disposals {1} - (16) {17}
At 31 March 2007 10,313 32 415 10,760
Depreciation
At 1 April 2008 9.425 23 252 9,700
Charge for the year 68 - 46 114
Disposals (1} - (16) {(17)
At 31 March 2007 9,492 23 282 9,797
Net book value
At 31 March 2007 821 9 133 963
At 31 March 2006 808 9 74 891

The net book value of tangible fixed assets includes the following amounts in respect of freehold land and buildings

2007 2006

£m £m

Cost 2,296 2,206
Net book value 138 138

In the year ended 31 March 2006 the Directors reviewed the economic values of the Company's fixed assets and compared
them to therr book value A discount rate of 9 5% was appled to the economic value review  As a result of this review, the
value of the Company's fixed assets was increased by £96m The background to the review 1s discussed more fully in note 3

For five years following this review, the Company 1s required to review the imitial projechons in hight of the actual cash flows The
review of the projectons made in determining the pnor year reversal of impairment losses has not identified any impaiment
1ssues, therefore no further reversals or impaiment losses have been recognised in the year ended 31 March 2007

10 FIXED ASSET INVESTMENTS

Other
Investments
£m
Cost
Additions 5
At 31 March 2007 5
Provision for diminution in value
At 1 Apnl 2006 and 31 March 2007 -
Net book value
At 31 March 2007 5

Shares held by Abbey National AESOP Trust in Bntish Energy Group plc are inctuded within other investments as Bntish
Energy Generation Limited is deemed tc be a sponsorng Company of the Trust At 31 March 2007 the Trust held 714,070
(2006 mil} ordinary shares in Bntish Energy Group pic at a cost of £4,956,505

The Company owns 100% of the ordinary shares of Intemational Nuclear Limited which has an authonsed share capital of 1,000
£1 ordinary shares of which 2 are 1ssued to Bnbsh Energy Generation Limited This company 1s dormant

11  STOCKS
2007 2006
£m £m
Unburmt nuclear fuel in reactors 1,043 985
Prowision for unbumnt fuel at station closure (807) {783}
Net unburnt nuclear fuel in reactors 236 202
Other nuclear fuel and uranium stocks 83 89
Stores 43 30
362 321
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12 DEBTORS — AMOUNTS FALLING DUE WITHIN ONE YEAR

2007 2006

£m £m

Nuclear labihties recesvable 195 186
Trade debtors 2 1
Other taxes and social secunty 46 42
Other debtors 3 30
Prepayments 24 1
Amounts due from group undertakings 19,372 15,527
19,642 15,787

Amounts due from group undertakings bear interest and are repayable as follows

o Amounts due from group undertakings which onginated pnor to Restructunng bear no interest and are repayable on demand,

« Amounts due from group undertakings which onginated post Restructunng bear interest at LIBOR plus 2% and are repayable
on demand, and

* £143m (2006 £133m) of amounts due from group undertakings are due from Bntish Energy Generation (UK) Limited The
debt onginated on transfer of Bntish Energy Generation (UKY's trade and assets on 1 July 2005, it bears interest at 7 25%
{2006 7 25%) and 1s repayable on demand

The nuclear liabiites rscevable represents amounts due wathin one year under the histonc BNFL contracts which are
reimbursed by the Government This matches the nuclear habilites included in creditors falling due within one year

13 DEBTORS — AMOUNTS FALLING DUE AFTER MORE THAN ONE YEAR

2007 2006

£m £m

Nuclear liabilites receivable 2,028 2,059
NLF receivable 3,246 2,992
Deferred tax (note 18} [k 209
5,345 5,260

The nuclear hiabilites recevable represents amounts due after more than one year under the histonc BNFL contracts which wilt
be rermbursed by the Government This matches the nuclear habihties \ncluded m creditors falling due after more than one
year

The NLF receivable asset in the batance sheet represents amounts that will be rembursed by the NLF egual to the qualifying

nuclear habilites recogrised at the balance sheet date The balances recogrused at 31 March 2007 and 31 March 2006 are
recervable after more than one year and are restncted in their use  This matches the nuclear iabilites provision

14 CREDITORS — AMOUNTS FALLING DUE WITHIN ONE YEAR

2007 2008

£m £m

Nuclear habilities (note 17) 195 186
NLF liabilities 22 21
Bank overdraft 3 3
Trade creditors 67 62
Other taxes and social secunty - 9
Pensions 7 3
Cash Sweep Payment accrual {note 6) 305 105
Accruals 112 127
Corporation tax creditor 25 -
Amount due to group undertakings 19,485 15,441
20,221 15,957

Amounts due to group undertakings bear interest and are repayable as follows

* Amounts onginating pnor to Restructuning bear no interest and are repayable on demand,

« Amounts onginating post Restructunng bear interest at LIBOR plus 2% and are repayable on demand, and

» Amount due to Bnitish Energy Holdings plc of £315m (2006 £298m), onginating on Restructunng, bears interest at 7% (2006
7%) and 1s repayable on demand
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15 CREDITORS - AMOUNTS FALLING DUE AFTER MORE THAN ONE YEAR

Nuclear habihties {note 17}
NLF habilihes

16 PROVISIONS FOR LIABILITIES AND CHARGES

Nuclear habilites (note 17)

17  NUCLEAR LIABILITIES

At 1 Apnl 20086

Charged to profit and loss account
- revalonsation (note 7)

- operating costs {hote 3)

Loadings of PWR fuel
Payments m the year

At 31 March 2007

Nuclear habilittes are included in the balance sheet as follows

Creditors

- amounts falling due within one year

- amounts falling due after more than one year
Provistons for iabiibes and charges

Back End Fuel Costs Contracted

Accruals for AGR spent fuel services relating to fuel loaded into reactors up to the Restructunng Effective Date are based on the

2007 2006
£m £m
2,028 2,059
194 200
2,222 2,259
2007 20086
£m £m
3,246 2,992
Back end Back end
fuel costs Fuel costs Decomm-
contracted uncontracted Issioning Total
£m £m £m £m
2,245 308 2,684 5,237
175 24 214 413
- - 8 8
- 8 - 8
(197) - - (197}
2,223 340 2,906 5,469
2007 2006
£m £m
195 186
2,028 2,059
3,246 2,992
5,469 5,237

terms of the Histonc Liabilies Funding Agreement (HLFA) with BNFL  The pattern of payments within the HLFA were fixed
(subject to indexation by RP1) at RED and will be funded by Government under the Government Indemnity

Back End Fuel Costs Uncontracted

Prowisions for services relating to the disposal of assocated nuclear waste of both PWR and AGR stations along with the
storage and disposal of PWR spent fuel are based on cost estimates denved from the latest technical assessments

Decommissioning

The costs of decommissioning the power stations have been estmated on the basis of on-going technical assessments of the

processes and methods likely to be used for decommussioning under the current regulatory regime  The estimates are designed
to reflect the costs of making the sites of the power stations availlable for alterative use In accordance with the Company's

decommissioning strategy
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Projected Payment Details
Based on current estimates of station Iives and ifehme output projections, the following table shows, in current pnces, the likely

undiscounted payments, the equivalent sums discounted at 3% real per annum to the balance sheet date and the amounts
accrued to date

Back end Back end
fuel costs fuel costs Decomm- 2007 2008
contracted uncontracted Issioning Total Total
£m £m £m £m £m
Undiscounted 2,811 2,672 9,017 14,500 14,001
Discounted 2,223 481 2,906 5,610 5,375
Accrued to date 2,223 340 2,906 5,469 5,237

The differences between the undiscounted and discounted amounts reflect the fact that the costs concerned will not fall due for
payment for a number of years The differences between the discounted amounts and these accrued to date will be charged to
the profit and loss account over the remaining station lives since they relate to future use of fuel

Under the terms of the contracts with BNFL referred to above and in accardance with the projected patiem of payments for
decommussioning and other habilities, taking account of the decommissioning fund arangements descnbed in note 1(xiv), the
undiscounted payments in current prices are expected to become payable as follows

Back end Back end
fuel costs fuel costs Decomm- 2007 2006
contracted uncontracted I1ss1oning Total Totat
£m £m £m £m £m
Within five years 1,002 13 210 1,225 983
6 - 10 years 9186 17 895 1,828 1,597
11 - 25 years 893 153 2,095 3,141 3,382
26 - 50 years - 373 1,259 1,632 1,621
51 years and over - 2,116 4,558 6,674 6,418
2,811 2,672 9,017 14,500 14,001
18 DEFERRED TAXATION
2007 2006
£m £m
Accelerated capital allowances (132) {123)
Other long temn timing differences 126 126
Short termn timing differences - 1
Corporation tax losses - 128
ACT 77 77
Asset for deferred tax recognised 71 209
£m
As at 1 Apnt 2006 209
Deferred tax charge to profit and loss account (138)
As at 31 March 2007 71

19 POST RETIREMENT BENEFIT CBLIGATIONS

Bntsh Energy Generation Limited contnbutes to the pension arrangement operated by Bntsh Energy Generation Group
(BEGG) wathin the Electnaty Supply Pension Scheme (ESPS) The ESPS 1s a defined benefit scheme, which 15 extemnally
funded and subject to tnenmial actuanal valuation Each pension group that parbcipates in the ESPS 1s financially independent
from the other groups This defined benefits plan 1s a mult employer plan which 1s run on a basis that does not enable
individual companies to identfy therr share of the underlying assets and habiities  In accordance with FRS 17 the Company
accounts for its contnbubons to the plan as if it were a defined contnbuton plan

The most recent tnenmial valuation of the BEGG scheme was camed out at 31 March 2004 by the independent ESPS actuary
The valuaton for accounting purposes has been camed out by a separate independent actuary using the projected unit method

A formal tnennial valuation of the BEGG pension scheme at 31 March 2007 1s cumently being undertaken The result of this
valuation will be finalised towards the end of the financial year ending 31 March 2008 Inibial indications suggest that the
actuanal mortality assumptions tables used in 2004 are likely to require updating following the tnennial valuation

The Company contnbuted 22 4% (2006 22 4%) to the BEGG pension scheme as employer's normal contnbutions for the year
ended 31 March 2007 Members who do not parhicipate in the salary conversion arrangement and who are required to pay
employee contnbutions contnbute 5% (2006 5%) to the scheme Members who participate in the salary conversion
arangement have ther salanes reduced by 5% (2006 5%), these monies being pad to the BEGG scheme as additional
employer contnbutions The Company's pension costs for the year ended 31 March 2007 were £84m (2006 £96m) There
were £7m (2006 £3m) outstanding and no prepaid pension contnbutions at 31 March 2007 (2006 £mil)
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The Group paid additonal employer contnbutions towards the BEGG scheme's funding deficiency of £60m for the year ended
31 March 2007 (2006 £69m) The £60m (2006 £69m) included £20m (2006 £19m) of agreed addibonal contrnbutions and
£40m {2006 £50m} of accelerated contnbutions At the time of the last tnennial valuation 1t was agreed that amounts totaliing
£20m for the year ending 31 March 2008 will be paid towards the funding deficiency of the BEGG scheme and that these
additional contributions will nse to £50 3m for the year ending 31 March 2009 and remain at that leve! until the year ending 31
March 2017 The requirement for addiional contributions will be reviewed as part of the nexi tnennial valuation as at 31 March

2007

The major assumptons used by the actuanes for the defined benefit plan were

2007 2006 2005
% pa % pa % pa
Price inflabon 300 275 275
Rate of general increase In salanes 450 425 425
Rate of increase of pensions in payment 300 275 275
Discount rate 540 500 550
The assets and llabilities of the scheme and the expected rates of return are
Value at Value at Value at
Rate of 31 March Rate of 31 March Rate of 31 March
return 2007 return 2006 return 2005
% £m % £m % £m
Equities 8 30 1,285 790 1,410 8§20 1,097
Bonds 4 80 854 4 40 561 470 499
Property 655 272 615 253 645 212
Hedge funds € 80 103 6 40 93 670 85
Others 500 107 400 98 400 41
Total market value of plan assets 2,621 2,415 1,934
Present value of plan habilites (2,675) (2,614) (2,271)
Pension habiity before deferred tax (54) (199) (337)
Related deferred tax asset 16 60 101
Net pension hability {38) {139) (236)
The movement in the defiat dunng the year 15 analysed as follows
2007 2006
£m £m
Deficit in plan at beginrung of the year (199) (337)
Movement in year
Current service cost (64) {590)
Past service cost (9) (4)
Other finance income 3 10
Profit before tax impact {42) (44)
Contnbutions 121 121
Actuanal return less expected return on post employment plan assets 4 305
Expenence (losses)gains ansing on plan labilities {23) {(11)
Changes tn assumptions (financial and demographic) 85 {233)
Vanance between actuanal assumptions and actual expenence 66 61
Deficit in the plan at the end of the year {54) {199)
20 CALLED UP SHARE CAPITAL
2007 2006
£ £
Authonsed
1,000 (2006 1,000} ordinary shares of £1 each 1,000 1,000
One (2006 one) special nghts redeemable preference share of £1 1 1
1,001 1,001
Allotted, called up and fully paid
1,000 (2006 1,000) ordinary shares of £1 each 1,000 1,000
One (2006 one) special nghts redeemable preference share of £1 1 1
1,001 1.001
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Special Rights Redeemable Preference Share of £1

The special nghts redeemable preference share 1s redeemable at par at any time after 30 September 2006 at the option of the
Secretary of State, after consulting the Company This share, wihich may only be held by and transferred to one or more of Her
Majesty’s Secretanes of State, another Minister of the Crown, the Solicitor for the affairs of Her Majesty's Treasury or any other
person acting on behalf of the Crown, does not cammy any nghts to vote at general meetings, but entitles the holder to attend and
speak at such meetings The special share confers no nghts to participate in the capital or profits of the Company beyond its
nominal value The consent of the holder of the special share 1s required for certain matters including the alteration or removat
of the provtsicns in the Company's Articles of Association relating to the special share and to the imitations on shareholdings

In addiion, consent of the holder of the special share 15 required in relation to, amongst others, certain amendments to the
Articles of Association of the Company However, the holder of the special share will only be entitted to wathhold consent to
such an amendment If, in the holder's opinion, the matter in question would be contrary to the interests of national secunty The
Articles of Association include full details of these restnctions

21  RECONCILIATION OF SHAREHOLDERS’ FUNDS AND MOVEMENTS ON RESERVES

Profit

Share and

premium loss
account account Total
£m £m £m
As at 1 Apnl 2005 72 524 586
Profit for the financial year - 482 482
Share-based payments - 1 1
As at 1 Apnl 2006 72 1,007 1,079
Profit for the financial year - 195 195
Share-based payments - 2 2
Dividends paid - (641) (641)
As at 31 March 2007 72 563 635

Under FRS 20 £2m (2006 £1m) has been credited to retained earmings in relation to the Share Incentive Plan

22 CONTINGENT LIABILITIES

The Company has given certain indemnities and guarantees in respect of fellow subsidiary undertakings No losses are
anticipated to anse under these indemnibes and guarantees, provided relevant subsidiary undertakings continue on a going
concemn basis

The Company has given a guarantee and indemnity to the Secretary of State for Trade ang Industry and the Nuclear Liablliies
Fund Limited along with a number of other group companies in respect of the Nuclear Liabilities Funding Agreement

The Company has prowided a debenture compnsing fixed and floating charges to the Secretary of State for Trade and Industry
and the Nuclear Liabiities Fund Limited along with a number of other group companies in respect of any decommissiontng
default payment

The Company has given a guarantee in relation to the obligations of Bntish Energy Holdings pic under a Trust Deed creating
guaranteed bonds

23 FINANCIAL COMMITMENTS

(1) Capital Commitments
2007 2006
£m £m
Capital expenditure contracted but not provided 19 30
{n) Operating Lease Commitments
2007 2006
£m £m
Other operating leases expinng n
In the second to fifth years inclusive 3 3
Later than five years 2 2
5 5
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{m) Other Contractual Commitments

Under contraciual arrangements, the Company has the followsng nuclear fuel commitments at 31 March 2007

2008 2009 2010 2011 2012 Thereafter Total
£m £m £m £m £m £m £m

Commitments to purchase
n the year 211 153 128 123 119 834 1,568

Bntish Energy Group plc has a commitment to make the Cash Sweep Payment as descnbed in note 1 (v} As permitted by the
Contnbution Agreement, Bntish Energy Group plc has agreed with this Company that it will make the required contnbution on its
beha!f The annual Cash Sweep Payment can only be determined after the end of the finanoal year and 1s contingent based on
cash generabion by the Group in the year Therefore, it 1s only recogrused and prowided for when it becomes determinable This
Company has accrued £305m (2006 £105m) at 31 March 2007 in relation to the Cash Sweep Payment

24 RELATED PARTIES

The Company has taken advantage of the exemption under FRS 8 — Related Party Disclosures, not to disclose related party
transactions with fellow members of the Group These transactions eliminate on consolidaton in the Group finanwal
statements

The Company 1s a imited Company owned by Bntish Energy Generation (UK) Limited and operates within an extensive
contractual framework established as part of the Restructunng  The most significant contract, in terms of the imitations it places
on the business, 1s the Contnbution Agreement between the Secretary of State and Bntish Energy Group plc  Within this
contractual framework, Bntish Energy Group plc 1s managed independently by the Board which continues to direct the finances
and operating policies of the Group and 1s subject to the nommal pnivate sector disciplines, fiduciary duties and Comparues Act
requrements The Directors consider Bntish Energy Group plc as the Company's controling party under the terms of FRS 8

The Group and Company considers Her Majesty's Govemment (HMG) to be a related party due to the significant influence
exercised by HMG following the Group’s Restructunng The following transactions took place dunng the year with HMG and
sponsored bodies under its control

- HMG meets the Company's histonc contracted nuclear habihties to BNFL, a Government controlled body The
nuclear habilities recewvable 15 recognised on the balance sheet in relation to these labiites and decreased from
£2,245m at 31 March 2006 to £2,223m at 31 March 2007

- The Company made fixed decommissioning funding contnbutions to the NLF of £22m (2006 £20m) and a payment of
£6m (2006 £6m) in respect of PWR fuel loaded into Sizewell B reactor dunng the year A further £1m (2006 £02m)
was paid 1 respect of the Company's share of the NLF's admintstration costs

- The Company made payments to BNFL of £295m (2006 £324m) dunng the year in respect of front and back end fuel
costs  In addition, under the Government Indemnity in respect of histonc nuclear habilities, consideration of £197m
(2006 £179m) was passed to BNFL in the year The balance outstanding due to BNFL at the end of the year was
£16m (2006 £26m) Amounts due to the Company by BNFL at 31 March 2007 under the Histonc Liabity Funding
Agreement amounted to £2,223m (2006 £2,245m)

- Bntish Energy Group plc 15 required to make Cash Sweep Payments to the NLF depending on certain cntena being
met As permitted by the Contnbution Agreement, Bntish Energy Group plc has agreed with this Company that it will
make the required contnbutions on its behalf Refer to note 6 for further details

The Company has also had a number of matenal transactions In its normal course of business with other sponsored bodies and
departments of HMG including HM Revenue and Cusloms

25 NON-ADJUSTING POST BALANCE SHEET EVENTS
NLF Partial Conversion, Cash Sweep Payment Credit and Amortisation of Conversion Asset

As part of the Contnbution Agreement made at the tme of Restructunng, Bnish Energy Group plc has an obligation to make
annual Cash Sweep Payments to the Nuclear Liabilites Fund should certain cntena be met  As permitted by this Agreement,
Bntish Energy Group plc has agreed with Bntish Energy Generabion Limited that it will make the required contribution on is
behalf The annual Cash Sweep Payment was initially equal to 65% of the Bntish Energy Group plc group's net cash flow,
adjusted for certain items outlined in the Contnbution Agreement The NLF has the nght to convert some or all of its entitlement
to receive Cash Sweep Payments into convertible shares of Bntish Energy Group plc and to sell those shares  On disposal, the
convertible shares automatcally convert into ordinary shares of Briish Energy Group ple  On full conversion, the NLF would
hold up to 65% of the enlarged equity share capital of the Bntish Energy Group plc
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On 30 May 2007 the Secretary of State for Trade and Industry announced his intenbon to direct the NLF to convert and sell part
of its interest in Bntish Energy Group plc  On 1 June 2007 Bntish Energy Group plc received notice from the NLF intmating its
intention to convert and sell approximately 400 milkon shares in Bntish Energy Group plc with an over allotment option of a
further 50 million shares As a result on 6 June 2007 Bntsh Energy Group plc 1ssued 450 mullon convertible shares of 10p each
to the NLF, which were re-designated as 450 million ordinary shares of 10p each and admtted to the Official List of the UKLA
and to trading on the London Stock Exchange on the same day Following the conversion and share 1ssue the Cash Sweep
Payment percentage was reduced to approximately 36% and resulted in the recogritron of a conversion asset of £2,340m,
additional equity share capital of £45m and additional share premium of £2,295m representing the excess of the conversion
share pnce of £5 20 over the nominal value of shares 1ssued, in the group financial statements of Bntish Energy Group plc The
conversion asset represents the far value of the obligation which was derecognised as a result of the exercise of the conversion
nght Following inittal recognition, the conversion asset will be amortised over the estimated usefui lives of the Group's power
stations

In the financial statements of Bntish Energy Generation Limited a conversion asset of £2,340m will also be recognised and a
capital reserve of £2,340m The conversion asset will be amortised over the estimated useful lives of the Company's power
stations and the capital reserve will be reduced by the value of the amorhsation charge

Under the terms of the onginal Contribution Agreement, on a conversion by the NLF of part or all of its Cash Sweep Payment
nght, the NLF was entitled to both a Cash Sweep Payment on the part converted for the penod up to conversion and any
dividend from Bntish Energy Group plc in respect of the same period on the shares ansing from the conversion Bntish Energy
Group plc obtained agreement from the NLF and the Secretary of State for Trade and Industry to an amendment to the Cash
Sweep Payment nght and Cash Sweep Payment percentage adjustment formula in relation to the partial conversion so as to
ensure the principle of economic panty was mamntained and to avord an unintended diluton of the Brntish Energy Group plc's
equity shareholders’ interests As a result, the £305m accrued in these accounts for the Cash Sweep Payment due for the year
ended 31 March 2007 was reduced by £134m to £171m to reflect the NLF's agreement to waive the proportion of the 2007
obhgation due that was extinguished by the partial conversion in June 2007 The £134m reducton will be recognised as a credit
in the profit and loss account in the 31 March 2008 financia! statements, the remaining £171m obligaton was paid in July 2007
In the event of further NLF conversions Bntish Energy Group plc plans to seek similar agreements to maintain economic panty
between the NLF and shareholders

Boller Issues

On 11 May 2007 and 14 May 2007 respectively, Bntish Energy received permission from the NIi to restart Reactor 4 at Hinkley
Paint B Nuclear Power Station and Reactor 4 at Hunterston B Nuclear Power Station  On 21 May 2007, Bntish Energy received
permussion from the NIl to restart Reactor 3 at Hinkley Point B Nuclear Power Station and Reactor 3 at Hunterston B Nuclear
Power Station The permission s for the retumn to service of all four umits at around 70% load

Boiler Closure Unit
On 22 October 2007, the Group made an announcement in respect of boiler closure units as follows

Hartlepcol Reactor 1 1s currently undertaking a statutory outage Dunng planned inspection of its botler closure units, an issue
related to a wire winding has been dentified which will delay the restart of this unit, onginatly scheduled for early November
2007

As this 1ssue may have imphcations for sister units at Hartlepcol and Heysham 1, Bnhsh Energy has taken a conservative
decision to take two of these units (Hartlepool Reactor 2 and Heysham 1 Reactor 1) out of service for assessment and
inspection Heysham 1 Reactor 215 currently on a refuelling outage and ifs return to service will be delayed In all, four units are
affected by this decision

Bntish Energy 1s currently assessing the return to service dates for these units  In deterrmiring these dates, Brnitish Energy wall
consider the potential to integrate any additiona! inspection work ansing from the assessment wathin planned outages over the
balance of the year

The design of these boiler closure units ts urique to Hartlepool and Heysham 1 power statons
On 6 November 2007, the Group made a further announcement, as follows

As disclosed on 22 October 2007, followang the identification of an 1ssue relating to a ware wanding dunng planned inspection of
boiler closure units at Hartiepool Reactor 1, the two units at Hartlepool and the two units at Heysham 1 remasn out of service

Bntish Energy has subsequently undertaken partial inspections of the ware windings at Heysham 1 Reactor 1 Initial results from
this iInspection at Heysham 1 Reactor 1 identified a similar issue to that identified at Hartlepool Reactor 1, whereby one wire has
faled as a result of corrosion  Inspections of Heysham 1 Reactor 2 have commenced, and inspections wll commence at
Hartlepoo! Reactor 2 shortly

This i1s a legacy issue of the inibal construction, identified duning the course of baseline Inspections While this component of the
plant was not ongmnally designed to be inspected, mproved technology and innovative inspechon techniques have been
developed which have now allowed inspection as part of the improvement programme

Bntish Energy is in the process of developing the methodology to secure the retum to service of the umits  This 1s a complex

1ssue and a timetable for the return to service of these units can only be formed when inspections and a fuli assessment of the
situation have been completed
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On 13 November 2007 the Group announced Its intenm results which inciuded the following update to the boller closure units
1ssue at Hartlepool and Heysham 1

Dunng the statulory outage at Hartlepool Reactor 1, Bntish Energy conducled a planned inspechon of the BCUs There are
eight BCUs on each reactor, forming part of the reactor pressure boundary Each BCU i1s pre-stressed with nine layers of ware
windings, wound around its outer penphery An issue related to one wire winding has been dentified, which has delayed the
restart of this unit, onginally scheduled for Novernber 2007 Bntish Energy tock the conservative decision to take the sister units
at Hartlepoaol and Heysham 1 out of service, pending inspechon and assessment

Bnbish Energy has subsequently undertaken partial inspectons of the wire windings at Heysham 1 Reactor 1 Irutial results from
this inspection at Heysham 1 Reactor 1 1dentfied a similar issue to that dentified at Hartlepool Reactor 1, whereby one wire has
fauled as a result of comosion  Inspection of Heysham 1 Reactor 2 and Hartlepoo!l Reactor 2 1s In progress

This 15 a legacy 1ssue of the iitial construction, identified dunng the course of inspectons  While this component of the plant
was not onginally designed to be inspected, improved technology and innovative inspection technigues have been developed
which have now zllowed nspecton as part of the improvement programme  The boiler closure units are unigue to Hartlepool
and Heysham 1 power stations

Bntish Energy 1s in the process of developing the methodology to secure the retum to service of the units  This 1s a complex
1ssue and a tmetable and agreed programme of work for the return to semvice of these umits can only be formed when
inspections and a full assessment of the situation have been completed

Action taken to manage the contract posiion has progressed well Bnbtsh Energy has incurred a net cost of approxmately
£30m to date in connection wath buybacks of power, and the Group may have to buy back further power If the stations are offine
for the remander of the financial year Bntsh Energy continue to monitor the potential impact on financial performance for the
remainder of the financial year

On 21 November 2007 the Group made a further announcement in respect of the boiller closure units 1ssue, as follows

Inspections of Heysham 1 Reactor 2 have so far not shown any evidence of broken wires in the BCU However, there 15
evidence from the radiographic inspections that are in progress that one wire 1s showing signs of thinmng This will likely place
the Reactor in the same category as Hartlepool Reactor 1 and Heysham 1 Reactor 1 for a return to service safety case and/or
remedial reparrs

Life extension of Hinkley Point B and Hunterston B power stations
On 11 December 2007 the Group made an announcement in respect of hife extensions as follows

Bnbsh Energy announced that, having completed the necessary technical and economic evaluatien and received the relevant
external consents, It has decaded to extend the lives of Hinkley Point B and Hunterston B power stations by five years to 2016
This deciston extends the life of these stations for accounting purposes to 40 years Further studies will be conducted by 2013
regarding the potential for additional life extension beyond 2016

In April 2007, the 10-year Penodic Safety Reviews ('PSRs’) for Hinkley Point B and Hunterston B were completed, covenng the
penod to 2017, subject to completion of an agreed programme of work The operation of these stations over their extended
lives will be subject to the results of the continuing programme of inspection and assessment of the bollers and the core

Hinkley Point B and Hunterston B are currently operating in a range around 60% load Further boiler balancing work will be
undertaken dunng planned outages over the next financial year directed at delivenng approxmately 70% load At 70% load, hfe
extension 1s economically viable at a power pnce of approximately £27/MWh  Bntish Energy will consider, in due course, the
technical and ecenomic case to increase load above 70%, together with the addiional investment requirements

To enable Hinkley Point B and Hunterston B power stations to operate over therr extended lives, Bntish Energy expects to
spend an addibonal £90m tn excess of the current iInvestment programme for these stations, over the three years commencing 1
Apnl 2008

In financial year 2007/08, Bntsh Energy expects total Group tnvestment in plant projects, major repairs and strategic spares to
be in the range £190m to £210m, excluding investment at Hinkley Point B and Hunterston B of £60m to £70m and excluding
incremental expenditure on inspection and assessment of the Boiler Closure Units {{BCUs") at Hartlepocl and Heysham 1 of
arcund £20m

In finanaial year 2008/09, Group investment in plant 1s expected to be in the range £200m to £215m for the fleet, excluding
investment at Hinkley Point B and Hunterston B of £80m to £80m

With immediate effect, staff costs associated with our performance improvement programme (‘PiP staff costs') of £26m wall now
be treated as normal operating costs, and therefore are excluded from our defimition of investment in plant

The potential for Iife extensions at Bntish Energy’s other nuclear power stahons will be considered in due course, subject to

separate technical and economic evaluation, currently expected to be completed a minimum of three years before the
scheduled closure date of each respective station

25




British Energy Generation Limited
Notes to the Financial Statements
for the year ended 31 March 2007

Deferred Taxation

On 21 March 2007, the Govemment announced its intention to reduce the corporation tax rate from 30% to 28% and phase out
industnal bulldings allowances, both with effect from 1 Apnl 2008 These changes have not been reflected n the financial
statements at 31 March 2007 because they are not considered to be substantively enacted at the balance sheet date An
estimate of the financial effect of these changes at 31 March 2007 1s that it would decrease the net deferred tax hability by £48m
to £23m

26 ULTIMATE PARENT UNDERTAKING

The immediate parent undertaking is Bntish Energy Generation {UK) Limited

The Directors consider that the ultimate parent undertaking and controlling party s Bnish Energy Group pic, which i1s the parent
undertaking of the largest group to consolidate these financial statements Bntish Energy Holdings plc 1s the parent undertaking
of the smallest group to consolidate these financial statements Copies of the consolidated financial statements of Bntish

Energy Group plc and British Energy Holdings can be obtamned from the Company Secretary at Bntish Energy Group plc or
Bntish Energy Holdings ple, Systems House, Alba Campus, L.ivingston, EH54 7EG
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