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About SSE . P
Formed in 1998, SSE is an energy company listed on the London

Stock £xchange. It is engaged in the provision of energy and related

services in the United Kingdom and Ireland, and the developing,

operating and owning of energy and related infrastructure.

About this report

This Annual Report includes a Strategic Report, Directors’

Report and Financial Statements and is intended to set out the
performance of SSE in the 2018/19 financial year and other material
issues of interest to SSE's shareholders and other stakeholders.

Itis complemented by a Sustainability Report 2019, a Risk Report
2019 and other information on 'sse.com L. The following act

as a guide to the Report and other sources of information:

L0 online at sse.com/annualreport2019

B inother SSE publications

B  within another section of this report

Front cover image: Operations Supervisor Lesley Speedie at work

on one of the 206 turbines at Clyde wind farm. Clyde, a 50% joint
venture in southwest Scotiand, has an instalted capacity of 522MW
and is a key part of SSE's renewables portfolio.

Alistair Phillips-Davies
Chief Executive

Qur strategy is to create
value for shareholders and
society from developing,
operating and owning energy
and related infrastructure and
services in a sustainable way.
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Operating profit Earnings per share ) ' Economic contribution

Adjusted Adjusted

£1,1376m  671p £8.90bn

Reported Reported

Ireland

£1,692.2m  135.2p | €689m

Dividend a EBITDA
Recommended full-year dividend Adjusted [aPM]

97.5p £1,868.6m

Operational highlight

SSE has brought together the development
and operation of-its renewable energy
assets under a new management team in

a business to be known as SSE Renewables.

CREATING
SSE RENEWABLES
Pages 5, 11, 48

Strategic highlight

SSE has adopted four fundamental business
goals that align with UN action on climate
change and underpin the Group’s vision to be a
leading energy company in a low-carbon world.

SETTING
SUSTAINABLE GOALS
FOR 2030

Page 24

Alternative Performance Measures _
SSE assesses the performance of the Group using a variety of
performance measures. These measures are not all defined under
IFRS and are therefore termed “non-GAAP” measures. A reconciliation
from these non-GAAP measures to the nearest prepared measure
in accordance with IFRS is presented on pages 143 to 147 1B.The

" alternative performance measures SSE uses might not be directly
comparable with similarty titled measures used by other companies.

A\

"MANAGING THE YEAR'S
KEY DEVELOPMENTS

Political uncertainty _Pages 10,13,718

Commodity risk Pages 13, 36, 68-71,92,1128 |
SSE Energy Services Pages 4, 12, 60, 72, 88-92 (8
Capacity market standstill Pages 8,158
A record year for safety - Pages 9, 16, 34,1138
Excellence in project delivery Pages 18-2118
£1bn gain on disposals Pages 8, 12,1898
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STRATEGIC REPORT

Strategic overview

" OUR VISION, PURPOSE
'AND STRATEGY

'

STRATEGIC PILLAR #1

Focusing on AN
the core

SSE's core, low-carbon businesses are the engine
rooms of its strategic delivery. Earnings derived from
renewable sources of energy and regulated energy
networks account for the majority of Group operating
profit, and it is these businesses that are best placed to
seize the opportunities presented by decarbonisation
and electrification.

Changes to SSE's business structure implemented from

"1 April 2019 have created strong focus for individual
business units and clear visibility of value. In particular,

" SSE is consolidating the development and operation
of all its renewable energy assets under single management
in a business to be known as SSE Renewables. This new
model also gives greater focus to the specific requirements
of SSE's Distribution and Transmission networks businesses,
which are vital low-carbon enablers.

These low-carbon renewables and networks businesses

are supported by thermal generation plant that provides

vital flexibility complementing the variability of renewables
output during the low-carbon transition, and retail operations
that provide key energy services for customers and secure
valuable routes to market for SSE's generation fleet,

Earnings composition (Em) in 2018/19

See page 4 8.
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STRATEGIC PILLAR #2

D:evelop-ing, ' 1 ’*
operating, owning

At the very heart of SSE's strategy is a commitment to
developing, operating and owning the assets that create .
lasting value and are vital to the low-carbon transition. It
has world-class assets, a coveted pipeline of opportunities,
and skills and sector experience in project development,
procurement, construction management, operations,
customer service and finance that enhance value for

both shareholders and society.

An increased-investment appetite for low-carbon electricity
assets presents opportunities to form new financial
partnerships and create value from successful development
and operation of assets. This fits with a strategy of developing
and operating, but not always wholly owning assets. Timely
capital recycling will continue to be an important feature to
realise value from development while retaining key stakes

50 SSE can add value from operations and retain options

for future growth.

Growth could also come from areas beyond SSE's home
markets in Great Britain and the island of Ireland, where
new or adapted technologies might provide opportunities
for growth subject to SSE's strict capital discipline. )

- Investment and capital expenditure 2018-19

£1.42bn

See page 1818.



SSE's vision is to be a leading energy company in a low-carbon world. Its purpose is to
provide the energy needed today while building a better world of energy for tomorrow.
And its strategy is to create value for shareholders and society from developing, operating
and owning energy and related infrastructure in a sustainable way. This strategy, which is
underpinned by a commitment to strong financial management, is built on four pillars.

N

STRATEGIC PILLAR #3

Creating il
value

A strategy of developing, operating and owning

creates value for shareholders. A dividend commitment
built on world-class assets, growth options and the skills
and experience SSE has in low-carbon technologies fairly
remunerates shareholders for their continued investment.
As was seen in 2018/19, successful transactions can also
create substantial value to finance further investment for
growth and discretionary share buybacks, or contribute to
the management of net debt.

The same strategy also creates real, lasting value for society.
SSE makes a significant contribution to the economies

it operates in by paying the right amount of tax, at the

right time, in the right place. SSE also makes significant
economic contribution to the countries in which it operates
by sustaining and creating quality jobs, paying fair wages,
committing to tax transparency, supporting indigenous
supply chains, providing community investment funds

and delivering infrastructure to support the transition

to a low-carbon economy.

Delivering the five-year dividend plan

* 2019 - recommended;
2020 - intend to recommend.

See page 6 8.

STRATEGIC PILLAR #4

Being : , @
sustainable -

A sustainable company is one that offers profitable
solutions.to the world’s problems. In support of its vision,
purpose and strategy, SSE has adopted four fundamental
business goals for 2030 which are directly aligned to the
United Nations’ Sustainable Development Goals.

Through its goals, the UN has created a blueprint for a
sustainable world - and it is one that SSE is putting at the
forefront of its business, with a strategy that is geared to
delivering decarbonisation and to enabling the Group to
realise its vision of being a leading energy company in a
low-carbon world.

Climate action: Reduce the carbon intensity of
electricity generated by 50% by 2030, compared
to 2018 levels, to around 150g/kWh.

Affordable and clean energy: Develop and build
by 2030 enough renewable energy to treble
renewable output to-30TWh a year. :

Industry, innovation and infrastructure: Build

electricity network flexibility and infrastructure

that helps accommodate 10m electric vehicles
. inGB by 2030.

Decent work and economic growth: Be
the leading company in the UK and Ireland
championing Fair Tax and a real Living Wage.

See page 24 8.
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STRATEGIC REPORT

Our business explained

FOCUSING ON THE
L OW-CARBON TRANSITION

What SSE does today

SSE has operations and investments across the UK and Ireland and is involved in

the generation, transmission, distribution and supply of electricity, the production,
storage, distribution and supply of gas and in the provision of energy-related services.
It is a developer (which mcludes belng a builder), an operator and an owner of energy

assets and businesses.

WHOLESALE
BUSINESSES

SSE creates value by sourcing and
producing energy. Itis a leading generator
of electricity from renewable sources in
the UK and Ireland under the banner of
SSE Renewables. Its interests in renewable
energy are complemented by ownership
and operation of flexible thermal power
stations. It owns and operates gas storage
facilities in the UK, operates an energy
portfolio management division and invests
in gas production in the North Sea and west
of Shetland. These wholesale businesses
contribute significantly to electricity and
gas systems of the UK and Ireland.

17%
of Group
adjusted
operating
profit

For more on Wholesale see page 48 |8

NETWORKS
BUSINESSES

SSE delivers energy safely to homes

and businesses in GB through its Scottish
and Southern Electricity Networks (SSEN}
businesses. It owns and operates electricity
distribution networks in the North of
Scotland and central southern England,
and the electricity transmission network in
the North of Scotland. SSE altso has a one-
third stake in the gas distribution company,
SGN. These businesses distribute energy
to homes and workplaces in Scotlang and
the south of England and are subject to
regulatory controls set by Ofgem.

73%
of Group
adjusted
operating
" profit

For more on Networks see page 54 8

RETAIL
BUSINESSES

SSE supplies energy and provides
infrastructure services to business and public
sector customers through its Business Energy
and Enterprise divisions. It also supplies energy
and related services to household customers
on the island of Ireland through SSE Airtricity.
Business Energy and Enterprise work closely -
with customers to meet their specific
requirements in innovative and sustainable
ways. SSE Airtricity provides a range of related
services to customers, including green energy.

11%
of Group
adjusted
operating
profit

For more on Retail see page 60 |8.

Retail (held for disposal)

SSE supplies energy and other services to the GB household market through SSE Energy
Services. In December 2018 the decision was taken not to proceed with a proposal to
create a new independent company through the merger of SSE Energy Services with
another energy supplier. SSE believes the best future for SSE Energy Services lies outside
the SSE Group and it has a management team in place to secure a listing or a new,

alternative ownership.

04 SSEplc Annual Report 2019

" Energy supply

Retailing domestic electricity and gas to
GB households as part of the SSE Energy
Services subsidiary.

Energy-related services -
Providing energy-related products and services
to GB households as part of SSE Energy Services.



Electricity generation
Using turbines to
convert energy from
water and wind (SSE
Renewables), gas,
coal, oit and multifuel
into electricity.

Energy portfolio
management
Managing energy
procurement
and contracts.

" Gas production
Investing in extraction
of natural gas from
fields in the North Sea
‘and west of Shetland,
on the outer margins
of the Atlantic.

Gas storage
Playing arolein
security of supply
by storing natural
gas underground
in large caverns
for future use.

Energy supply (Business}
Supplying electricity and gas
to business, commercial and

public sector organisations
across GB through its

‘AT OUR CORE

Transmission and distribution
of energy to homes
and workplaces

Producing energy from
renewable sources

RETAIL BUSINESSE®

Energy supply (Ireland) :
Supplying energy and related
services to customers across
the island of Ireland through

SSE Airtricity.

Business Energy division..

Transforming SSE to create sustainable value

SSE has implemented a series of changes
to give added focus to the core and
complementary businesses that drive
delivery of its strategy, and to improve
visibility of the clean, low-carbon assets
that shareholders want to invest in.

A new Group operating model reflects the
fact that the majority of SSE's operating profit
is derived from regulated electricity networks
and renewable sources of energy.

The new structure has been designed to
allow decision-making to be as effective
and efficient as possible and, most notably,
it consolidates the development and
operation of renewables assets under a
single management team in a business
known as SSE Renewables.

This gives greater focus to renewable
energy and is intended to maximise SSE's

contribution to the ongoing decarbonisation -

of the electricity system. The changes also
take greater account of the differences
between SSE's Distribution and Transmission
networks businesses, while still recognising
what they have in common.

Businesses that complement the low-

carbon transition are part of the mix too. .
Thermal generation provides flexibility for the
electricity system; B2B (in the UK and Ireland)
and B2C (in Ireland) customer businesses offer
a valuable route to market; energy trading
balances risk; and SSE Enterprise is building

opportunities in distributed energy, facilitating -

the growth of electric vehicles and creating
value through its telecoms partnership.

Electricity distribution
Using low voltage
overhead tines and
underground cables
to déliver electricity
to around 3.8m GB
customers.

Electricity
transmission

Using high voltage
overhead lines and
underground and
subsea cables to

carry electricity from
generating plant to the
distribution network.

Gas distribution

SSE holds a one-
third stake in SGN,

a gas distribution
company that sits
outside of the core

. and complementary
businesses that make
up the Group.

Enterprise

Providing innovative energy
solutions to business and the
public sector through the
SSE Enterprise business.

From 1 April 2018, seven business

units operating under seven dedicated
management teams make up the SSE
Group of businesses, giving investors
greater visibility of assets and earnings.
The governance framework for this revised
structure can be seen on pages 78-79 8.

"SSE’s businesses are expected to evolve

with stakeholder expectations and create
sustainable value. While they have distinctive
features, they are bound by SSE's four |
strategic pillars and rely on the material
inputs set out on page 7 8.
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STRATEGIC REPORT

Our business explained continued

WORKING TO CREATE
SUSTAINABLE VALUE

INPUTS . » WHAT SSE DOES

FINANCIAL CAPITAL

To maintain its strategic focus on developing,
operating and owning assets and businesses,

SSE must be a well-financed company, with the
financial strength to remunerate shareholders for
their investment and the ability to secure funding
from debt investors at competitive and efficient rates.

PUBLIC SERVICES

Companies like SSE rely on good public services,
such as emergency services, public infrastructure
and health and education services, to enabte their
business to function and thrive.

HUMAN CAPITAL

SSE is a responsible employer that recognises that
"its strategy and success is dependent on the shared

talent, skilts and values of the people within the

organisation as well as those in its supply chain.

INFRASTRUCTURE

SSE depends on infrastructure to fulfil its strategic
objectives. This includes energy infrastructure,
such as electricity generation plant and electricity

. networks, as well as transport infrastructure,
including roads and ports, which enable SSE to carry
out its operations and complete its investments.

NATURAL RESOURCES

The principal natural resources used by SSE are”
wind, water, gas, coal and carbon dioxide. Itis
the requirement for a sustainable use of natural
resources that lies behind SSE's 2030 goals for
a sustainable business. .

GOODS AND SERVICES

Beyond expenditure on capital projects, SSE relies
on a wide range of goods and services to support
its business operations. Faiture to secure supply
would impact SSE's ability to do business.

SSE plc Annual Report 2019

SSE is involved in the generation,
transmission, distribution and supply

of electricity; in the production, storage,
distribution and supply of gas and

in other energy services. ’ .
Read more about our business on pages 48-64 8.

RETA gusingsSE®

INCORPORATING
STAKEHOLDER VIEWS

SSE's ability to create sustainable value depends on its success

in engaging with.stakeholders and incorporating their views into
business decision-making. SSE has six key stakeholder groups: energy
customers; employees; shareholders; government and regulators;
suppliers and contractors; and civil society, communities and NGOs.
Detail of SSE's approach to working with its stakeholders can be
found on page 22 8.



Focusing on the core QIS

SSE has a unique portfolio of world-class low-carbon
assets that account for the majority of Group operating
profit. As of May 2019, it had an overall renewable
capacity of 4,002MW and a combined onshore/offshore
wind development pipetine of around 8GW. SSE has a
pipeline of transmission connections that could increase
the Regulated Asset Value (RAV) to around ESbn by
2026 and distribution networks with scope to grow -

by supporting electrification of transport and heat.

Developing, operating and owning

SSE has a proven track record in asset development,
including construction and the expertise to navigate
complex policy, planning and regulation issues.
Maintenance, engineering and customer service
know-how comes to the fore in the operation of
assets, while SSE takes a pragmatic approach to
ownership with partnering and recycling of capital
when value-creating opportunities arise.

Creating value

SSE is putting its assets, skills and experience to work
in creating value. Two decades of dividend growth has
fairly remunerated shareholders and that commitment
continues with a five-year dividend plan to 2023. At
the same time, the UK and Irish economies benefited
from SSE's economic contribution, which last year was
£8.9bn and €689m respectively.

Being sustainable ‘ . @

Quality low-carbon assets and the associated skills and
experience give SSE a clear advantage when it comes
to going with the grain on climate change. It has halved
the carbon intensity of electricity it generates since
2006 and is a leader in good corporate governance.
The adoption of four business goals that align with

the UN Sustainable Development Goals and link to
executive remuneration underpin that commitment.

SSE'S VALUES

SSE's six core values are the guide to responsible
behaviour and decision-making at every level in SSE.
Widely known as the SSE SET, the values are Safety,
Service, Efficiency, Sustainability, Excellence and
Teamwork. See page 9 (8. ’

CREATING LONG-TERM VALUE

Generating returns for shareholders

97.5p

Full-year dividend per share

Paying a fair share of tax

£404m™/

€14.6

Total taxes paid the UK/Ireland

Building a skilled workforce

1,239

Number of employees on a “pipeline”
programme to develop skills

Supporting the low-carbon transition

6,236 M\

Generators' renewable capacity connected
to SSE's electricity transmission network

Reducing environmentat impacts

2849CO,e/kKWh
Carbon intensity of electricity generated
by SSE

Creating economic value

£8.9bn/
€689

Contribution to UK/Irish GDP (PwC analysis)

SSE plc Annual Report 2019
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STRATEGIC REPORT

Statement by the Chair of the Board

TRANSFORMING THE
SSE GROUP FOR SUCCESS

This Strategic Report for 2018/19 charts the
progress being made by SSE in realising its vision
to be a leading energy company in a low-carbon
world while meeting its responsibilities as a public-
listed company acting in the public interest.

’

The Strategic Report set out on pages 1to 718 has been approved by the Board

of Directors in accordance with the companies Act 2006.

By order.of the Board.

Richard Gillingwater CBE
Chair, SSE plc Board

) -
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Introduction to the Strategic Report
The following pages describe what SSE's businesses do;
the external forces impacting them,; their outcomes;
the associated risks and opportunities; the societal

and environmental influences on decision-making

by the Board and the executive team; the value

created for shareholders and society, and supporting
performance indicators.

This report details our responses to a range of headline
issues that we have dealt with over the course of the year,
including the introduction of domestic energy price caps
{page 64 B), the suspension of the electricity generation
Capacity Market (page 13 (8) and the prolonged
uncertainty over the terms of the UK leaving the EU (page
13 8). In addition, SSE’s Energy Portfolio Management
{EPM) division incurred a significant operating loss that
was not expected at the start of the financial year, and
we responded by adopting a new approach to hedging
(pages 13, 92 8). Also, after careful consideration,

the Board did not feel it right to pursue the SSE Energy
Services transaction with npower. The decision has now
been taken, and the right management team is in place,
to secure a listing or new, alternative ownership. You can
read more on page 88 8.

The fact that financial performance for 2018/19 fell well
short of what we anticipated at the start of the financial
year is disappointing and regrettable, and means aspects
of this year's Strategic Report and Financial Statements
make for uncomfortable reading. Nevertheless, the
Board believes the response to the issues faced has been
pragmatic, comprehensive and appropriate, and there
were number of significant positives in the year including
outstanding safety performance, excellence in project
delivery and creation of significant value through well-
timed disposals.

SSE remains a robust and resilient business that across
its core is making material operational and strategic
progress. It is also undergoing rapid evolution. A keener
focus has been placed on SSE's core, low-carbon
renewabte generation and regulated electricity networks
businesses and greater visibility has been given to the
assets that create sustainable value. The shift in focus,
and the commitment to greater visibility of assets and
earnings, are leading to significant change inthe way
SSE's businesses are structured and managed, but all of
the changes seen in 2018/19 were guided by a singular
purpose and a determination to maintain a heaithy
~culture that promotes the highest standards of conduct.
Everything that we have seen in the past year reflects
a socially-responsible strategy that supports a clear
financial objective.



A singular purpose

In formulating our response to a complex
and fast-moving energy sector, we are
playing our partin tackling the global
problem of climate change. We strongly
believe that decarbonisation presents
opportunities for a teading developer,
operator and owner of low-carbon energy
technologies like SSE. We have the assets,
the skills and the experience required to
seize the opportunities on offer, and the
work done by people right across the
Company is contributing to our purpose
of providing the energy needed today
while building a better world of energy
for tomorrow.

As SSE'’s core low-carbon and
complementary businesses go about
delivering on Group strategy and fulfilling
that purpose, they are being held to account
by specific, far-reaching goals. In March
2018 the Group set itself ambitions for

2030 that are directly linked to the United
Nations’ Sustainable Development Goals.
More is said about these ambitions on

page 248, but in essence they aim to cut
carbon intensity of electricity generated

by SSE by 50% (following on from cutting
2006 carbon intensity levels in half by 2018),
help accommodate 10m electric vehicles

in the energy system, develop and build by
2030 enough renewable energy to treble
renewable output to 30TWh a year, and
champion payment of Fair Tax and the

real Living Wage.

A healthy business culture

An ethos of "doing the right thing” is at the
very heart of SSE's ethical business culture
and this is embodied in the vision, purpose
and strategy set by the Board. This ethos is
guided by the SSE SET of core values, which
are defined as Safety, Service, Efficiency,
Sustainability, Excellence and Teamwork.

Of these, Safety is regarded as SSE's No 1
value, and good safety behaviour is heavily
promoted and measured. While safety
performance improved markedly in 2018/19,
it continues to be monitored closely by the
Board given the inherent hazards faced by
the electricity industry and the potential
impact on people. More detail on SSE's safety
performance can be found on pages 16, 113
and its approach to managing safety as one
of SSE's Group Principal Risks can be found
onpage718.

Transparency is vital to a healthy culture, and
I am proud that SSE continues to stand out
among FTSE 100 companies when it comes
to disclosure of material issues like our
response to the gender pay gap (page 34 8),
payment of Fair Tax (page 34 (B), allocation of
Green Bond proceeds and SSE’s contribution
to the UK and Irish economies (page 16 (8).

A healthy business culture requires careful
consideration at all levels of the Company

to the interests of the people who rely

onit. In SSE's 2018 Annual Report we
described in great detail the interactions
between the Group and its many and varied
stakeholders. This has been enhanced in

this year’s Strategic Report {pages 2 to 71

{B) and the Governance Report sets out

the considerations taken by the Board of
stakeholder interests when making strategic
decisions. For SSE, this is about good
corporate citizenship rather than compliance,
and we aim to be consistent with Section 172
of the Companies Act 2006, which imposes
on Directors the duty to promote the success
of the company. Section 172 is just one of the
many regulatory responsibilities the Board is
cogniscant of.

Our commitment to Section 172
SSE looks after assets that were built from

the 1950s and we have developed and are
developing assets that will be operationalin
the 2050s. Decision-making requires a long-
term perspective, and this is typified by our
sustainable development ambitions for 2030.
Sustainable success is dependent on the
skills, talent and values of employees, and

as you can see on pages 32 to 358, SSE is
commiitted to being a responsible employer. |

A values-based code of ethical business
conduct takes account of all of SSE's
stakeholders, and the need to foster
constructive and respectful relationships
with them. SSE's “Doing the right thing”
guide (see page 94 B) helps employees
faced with difficult ethical judgements. It
recommends appropriate steps to prevent
issues growing into unsafe or unfair decisions
that have an adverse impact on society or
the environment.

SSE aims to be a company in which people
want to invest, from which people want to
buy, with which people want to partner and
for which people want to work. This requires
the Board, Group Executive Commiittee,
senior managers and other employees to
maintain an approach to strategic, financial
and operational decision-making that is
values-based and sustainable in approach,
and therefore aligned to.the requirements
and expectations of Section 172.

A key objective of this Strategic Report,

the Directors’ Report and SSE's separate
Sustainability Report, and SSE's associated
commitment effective reporting, is to help
stakeholders to assess whether SSE is the
type of company envisaged by Section 172.

"A keener focus has
been placed on
core businesses
and greater visibility
has been given

to assets.”

A socially responsible strategy

The culture of doing the right thing that |

have described above underpins a strategy

of creating value for not just shareholders,

but for society more widely, from developing,
operating and owning energy and related
infrastructure and services in a sustainable way.

SSE has an enviable portfolio of renewable
energy assets, a valuable pipeline of future
projects and ambitions to develop much
more renewable energy capacity over

the next decade. Renewables capacity is
complemented by our flexible thermat
power stations, which have an important
role to play in a smooth transition to
complete decarbonisation by offsetting
renewables output variability. Electricity
networks, meanwhile, are critical enablers
of a low-carbon economy. Our distribution
networks are central to the electrification of
transport and accommaodating increasing
numbers of electric vehicles on the system
over the coming years offers the opportunity
for sustainable growth. The transmission
network, meanwhile, will continue to expand
to connect renewable energy schemes to
the GB electricity system and this too will
create significant opportunities.

Developing, operating and owning these
assets provides the foundation for the better
world of energy that we strive for. We are
part-way through a capital and investment
spending programme of around £6bn for the
five years to March 2023, giving an annual
average of £1.2bn across the period. But it

is important to note that recent transactions
show SSE is not fixed on asset ownership; the
development risk that SSE is able to manage .

- attracts a premium and, when the market

is right, capital recycling is a key part of our
strategy for growth. Likewise, fult ownership
is not seen as a prerequisite for shareholder
or societal value and we have a strong record
of working with others to deliver mutually
beneficial partnering, in which SSE's skills

as an operator play a critical part.

SSE pic Annual Report 2019 09



STRATEGIC REPORT

Statement by the Chair of the Board continued

This strategy is played out amid the twists
and turns of an uncertain political and EXECUTING OUR STRATEGY
_regulatory environment. Ofgem’s proposals
~ for the next network price controls (RIIO-2), :
the debate around the role of the state In 2019/20, SSE will continue to work to a number of key

ownership in the sector, the suspension of priorities linked to its core Group strategy.
the GB Capacity Market, price caps in both .

domestic retail gnd CfD auctions for loyv- . STRATEGIC PILLAR #1
carbon generation and, of course, Brexit, :
have all posed challenges for SSE.

-Focusing on the core...
As a public listed company working in

the public interest we must provide good ...by maintaining safe and efficient operation
stewardship of the critical assets and of low-carbon and flexible thermal assets. .
infrastructure that we develop, operate .

and own. We have to improve outcomes
for energy consumers through prudent

invesFment in low-carbon tgchnologies and ' STRATEGIC PILLAR #2 '

best-in-class customer service. And all the

while we have a duty to engage in an open . .

and constructive way with government and Deve lOp | ﬂg, O pe I’atl N g

regulators. This extends to responding, in , . . )

an objective, progressive and responsible a nd OWI’\ l ﬂ g ves :

way, to the Labour Party's proposals to ' i

renationalise electricity networks. Details ...applying world-class skills and experience to the low-
of how this was done can be found on page 4 carbon infrastructure needed now and in the future.

1318, and we will continue to engage in the
best interests of all stakeholders.

A clear financial objective STRATEGIC PILLAR #3

SSE has maintained an'unwavering focus . I:][][]
on a low-carbon strategy through a period . .

of significant change ar?d transitgi;on. The . Creatl ng va lue “ee —D‘
progress we have seen in 2018/19 is ’ )

testament to the talent, skills and values ...through investment and partnerships that

of the people at SSE. There is a coliective - contribute to its primary financial objective.

belief that a strategy that sets out to seize the
opportunities presented by decarbonisation,
while helping to solve the probtem of climate

change, remains the best way to achieve STRATEGIC P ILLAR #4

SSE’s primary financiat objective of delivering ' ]

on our five-year dividend plan, and this is : . :

underlined by the 97.5p full-year dividend Belﬂg SUSta | ﬂa ble ces

we are recommending for 2018/19. This will

be the first step in delivering our five-year : ...by pursuing targets aligned to four UN Sustainable

dividend plan to 2023. Development Goals.

N

Richard Gillingwater CBE
Chair, SSE plc Board
21 May 2019

"We have a duty to
engage in an open
and constructive way
with government”
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Chief Exec_utive’s review

BUILDING A BETTER
WORLD OF ENERGY

In an energy sector characterised by complexity
and uncertainty, SSE has chosen to focus on the
role it can play in decarbonising the economies
in which it operates.

Alistair Phillips-Davies
Chief Executive

"2018/19 presented challenges...
but the Company has emerged
with a clear purpose and
opportunities for the future.”

Reaffirming our strategy

SSE recognises that the transition to a low-carbon world
is its greatest opportunity. Our strategy — of creating
value for shareholders and society from developing,
operating and owning energy and related infrastructure
and services in a sustainable way - is in step with the
opportunities created by the transition to a low-carbon
economy. We stand ready to play our partin building

a better world of energy; we see our purpose as part

of the solution to climate change.

Financial performance for the year to 31 March 2019
fell well short of what we had anticipated at the outset
of the year, mainly as a result of the significant and
unexpected operating loss relating to our Energy

. Portfolio Management division. That said, we had a good

year in terms of safety performance, project delivery
and the gains we made on disposals. We also met our
commitment to shareholders and the 97.5p full-year
dividend we are recommending is the first step in
delivering on our five-year dividend plan to 2023.

The commitment to remunerating shareholders for their
investment is unwavering but the industry is changing,
and SSE is changing with it. Change brings challenges,
and SSE had its share of those in 2018/19, but | am
encouraged by the promise that change holds, and the
progress made in delivery of our strategic objectives.

A world of low-carbon opportunity

The opportunities afforded by decarbonisation are
being driven by a number of key trends. More is written
about these on page 14 8, but | would summarise
them as: electrification of heat and transportin the
energy system; carbon pricing, legally-binding carbon
targets and associated support mechanisms; a wave of
innovation that is making the technological enablers
of decarbonisation more affordable; and an inflow of
capital into the sector, which is increasingly drawn to
lower-emission assets and technologies.

As you can see on page 2 8, our stratégy mirrors these
trends and "goes with the grain” of wider investor and
societal expectations on decarbonisation generally.
Our low-carbon renewables and networks businesses,
and the range of businesses that complement them,
are aligned with that strategy and as | have outlined

below, they are delivering on it.

SSE's businesses are held to account by stretching
sustainability goals that are at the heart of our strategy.
Having focused our strategy for growth on meeting the
low-carbon challenge, in March 2019 we set ambitious
goals for 2030 that align with UN Sustainability Goals,
and these are covered on page 24 (8.

SSE plc Annual Report 2019 11
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Chief Executive's review continued

Delivering on our strategy

The decision to not proceed with the
planned SSE Energy Services transaction
and our September Trading Statement

of losses incurred in our Energy Portfolio
Management business understandably
attracted a lot of attention in 2018, and
you can read more about both on pages
89 and 92 8, but behind the headlines we
saw a number of significant achievements
and delivery milestones attributable to the
passion of the many people at SSE who
are committed to the Company's purpose
of providing the energy nceded today
while building a better world of energy

for tomorrow.

For the year to 31 March 2019, investment

and capital expenditure totalled £1.42bn

and this included E684m ir the electricity
networks that are enablers of the low-carbon,
renewables technologies. A notable high
point was the completion of the single biggest
project undertaken by SSE to date, the E£1bn
Caithness-Moray transmission link that came
in on time and on budget. This has us on
course to take net Regulated Asset Value
(RAV) of SSE regulated networks businesses
{including SGN) to £10bn by 2023. Meanwhile,
we made good progress in the transition

from Distribution Network Operator to
Distribution System Operator and continued
to improve performance and customer
service. Electricity networks are low-carbon
enablers and design, operation and regulation
in both Transmission and Distribution is
evolving to support renewables growth

and the integration of localised energy.

Around £326m investment in renewable
energy saw completion of the 228MW

Stronelairg onshore wind farm and excellent -

progress on Beatrice offshore wind farm,

in which SSE has a 235MW share. The sale of
stakes in both Stronelairg and Dunmaglass
wind farms (E635m) in the year - like the
sales of stakes in Clyde wind farm (£202m),
SSE Telecoms (E215m), and the full sale of
Indigo Pipelines (E70m) — showed that a
strategy of developing and operating, as
well as owning, quality assets gives SSE the
opportunity to create value for shareholders.
through well-timed disposals.

Flexible thermal generation is important to
the low-carbon transition, and SSE continues
to invest in this area, most notably through
our partnership with Siemens on the

Keadby 2 project. This represents a E350m
investment in first-of-its-kind CCGT in the UK
with Siemens’ industry-teading 900HL class
turbine, and enabling work progressed well

" in 2018/19 ahead of the scheduled handover
of the plant in early 2022.

SSE plc Annual Report 2019

Focus and visibility

In 2018/19 we reviewed our Group operating’
model and the ensuing changes have given
added focus to the core and complementary
businesses that drive delivery of our strategy,
and will improve visibility of the assets and
earnings that shareholders want to invest in.

The new Group operating model recognises
that most of SSE's operating profit is derived
from regulated energy networks and
renewable sources of energy. It has been
designed to allow decision-making to be as
effective and efficient as possible and, most
notably, it consolidates the development
and operation of all renewable energy

assets under a single management team in

a business to be known as SSE Renewables.
The new model also takes greater account of
the differences between our Distribution and
Transmission networks businesses, while still
recognising what they have in common.

SSE Energy Services' future

While our strategic focus is on renewable
energy and regulated energy networks,

our commitment to securing the right future
for SSE Energy Services is clear. In a year
dominated by the introduction of the Default
Tariff Cap, the business was profitable and
cashflow positive, and it delivered excellent
customer service against various measures.

The proposal to create a new independent
company through the merger of SSE Energy
Services with another energy supplier was
impacted by a number of factors, including
the level of the cap. A new company
would have faced very challenging market
conditions, especially during the period
when it would have incurred the bulk of
integration costs. Taking account of the
interests of customers, employees and
shareholders, not proceeding with the
transaction was the right decision.

- To helb ensure the right future for Energy

Services, Katie Bickerstaffe has been appointed
Executive Chair of the business with a mandate
to secure for it the best future outside the
SSE Group and to support the management
team in the delivery of strategy. Gordon Boyd
has also been appointed Interim Chief Financial
Officer for the business and will work with
Katie to continue progress towards securing
a listing or new, alternative ownership.

Further progress has been made on the
structural separation of this business from the
Group, and the creation of a new, dedicated

" SSE Energy Services Board and Executive

Committee will enabile it to operate with
further autonomy and become more
agile and responsive to customer needs.

"We stand ready
to play our part... -
we see our
purpose as part
of the solution to
climate change”

More detail on SSE Energy Services can be
found in Group Principal Risks {page 69 (B),
the Directors’ Report (page 89 (8) and the
Financial Overview (page 63 (8).

Strategic priorities for

2019/20 and beyond

SSE’s long-term future lies in developing,
operating and owning world-class low-
carbon assets. Partnering will increasingly
become a feature of this as we seek to draw
on new sources of capital and technical
expertise. And we will look beyond our home
markets for opportunities in jurisdictions
where SSE's skills and experience can create
lasting value for shareholders.

| believe we are giving our businesses

the best platforms for success. Their
management teams will be empowered to
develop their own business plans, and be
accountable for their delivery.

A clear purpose

There is no doubt that 2018/19 presented

a series of challenges for SSE; but the
Company has emerged from them with a
clear purpose and strategy and opportunities
for the future. The people who make up SSE
are proud of our collective efforts to build a
reputation for being a responsible company,
having a societal and environmental
purpose, and doing the right thing.

* We are entrusted with the critical

infrastructure that powers economies.

We pay dividends, we pay our taxes and

we pay people fairly for the time and skills
they contribute. We engage with customers,
shareholders, elected officials, regulators and
communities. We give our employees a voice
and opportunities to develop. To this list, we
can add a clear purpose - one thataims to
build a better world of energy while creating
lasting value for all stakeholders.

Alistair Phillips-Davies
Chief Executive
21 May 2019



RESPONDING TO KEY EVENTS

Engaging on Brexit, nationalisation and carbon pricing

SSE takes seriously its responsibility as a
public listed company working in the public
interest. It proactively and openly engages
with politicians and public officials in an
effort to balance the interests of customers
with political priorities.

SSE has a clear Political Engagement
Statement that sets out principles for any
employees who make representations

to institutions of governments or to
legislatures on the Company’s behalf. The
fair and open way in which its advocacy

is conducted was recognised in the “B”
rating awarded to SSE by Transparency
International’s Corporate Political
Engagement Index in November 2018.

Brexit

This approach naturally extended to SSE

advocating a stable transitional policy

environment in the UK and Ireland

throughout the protracted negotiations

over the UK's exit from the European Union .

and making the case that a disorderly Brexit
_would not be in the best interests of SSE's -

stakeholders and the wider economy.

In the year to 31 March 2019, SSE engaged
directly with the UK's Department of
Business, Energy and Industrial Strategy on
Brexit on 13 occasions. SSE also engaged
with officials from the Department for
Exiting the European Union, HM Treasury,
the Department for Digital, Culture, Media
and Sport, the Scottish Government’s -
Energy and Climate Analysis Team and

the Department for Communications,
Climate Action and Environment in
Ireland. Contingency planning included
analysis of the possible impact of any of
the plausible leave scenarios on the Group
with regards the value of sterling, interest

rates, debt markets, costs of commodities
and consumables required for electricity
generation, and GDPR implications. SSE
will continue to engage, in line with its
established principles, with policymakers
and regulators to advocate a long-term
collaborative relationship between the
UK and EU on energy issues.

Nationalisation

The Brexit impasse created wider political
uncertainty and with it a focus on the
policies of major political parties. The
Labour Party’s support for state control of
energy networks has been well known for
some time and details of its plans to pass
a Nationalising Bill emerged in a policy
document in mid-May 2019. SSE believes
that Labour’s goal of community-focused
and decarbonised energy systems is already
being delivered through economically-
regulated private sector companies that
work in the public interest. Nationalisation
would jeopardise its wider policy goals,
especially in relation to decarbonisation.

In the course of 2018/19, SSE took part

in around 100 meetings with senior
political leaders, MPs, MSPs, officials and
stakeholders in order to better understand
Labour’s proposals, and make the case

for private ownership and operation of
energy networks and set out proposals for
future reform. That advocacy has included
reiteration of the fact that £100bn’has been
invested since privatisation by progressive,
successfut networks companies like SSE,
without incurring any public debt. The
dialogue is continuing, with the objective
of respectfully demonstrating to the Labour
Party why state control is not needed to
tackle climate change and achieve its wider
energy policy goals.

Carbon pricing

There remains a broad political consensus
in the UK on the need to decarbonise

and in 2018/19 SSE focused on advocating
for the right mechanisms to remain in
place to enable investment in renewables.
It welcomed the UK Government's
commitment to a strong carbon price,

a pipeline of CfD auctions and agreement
of the Offshore Wind Sector Deal. SSE
continues to argue for the inclusion of
onshore wind in the CfD auctions to
provide a route to market for the lowest
cost form of renewable energy. More
broadly, SSE advocated for advanced
economies like the UK to aim for “Net Zero
emissions by 2050 at the latest.

Capacity Market standstill
Following a decision by the European
Court, the UK Capacity Market was
suspended in 2018/19 pending the
outcome of a European Commission
inquiry into the legality of the mechanism
under state aid rules. In terms of payments
restarting, this is likely to be a timing issue
only with expectation of a final European
Commission decision in early autumn. SSE
submitted evidence to the EC supporting
the UK Government’s position that the
Capacity Market, in its current form, is the
best way to ensure security of supply in
the most cost-effective way.

B SSE's social contract can be
found on page 26.

1B SSE's 10 Group Principal Risks
can be found on page 68.

L0 SSE’s Political Engagement
Statement can be found on
sse.com.

Managing commaodity price exposure

. In2018/19, SSE’s Energy Portfolio
Management (EPM) division incurred

a significant operating loss that was not
expected at the start of the financial year.

In response to this, in November 2018, SSE
published-a new approach to managing
energy commodity price exposures and
giving shareholders enhanced visibility over it.

The stated objective of this is to take a more
systematic approach to managing SSE's
exposure to volatility in the volume and -

price of five principal commodities

(power, gas, coal, oil and carbon emissions
allowances} and so make their impact

on shorter-term earnings more visible.

This means SSE will now generally seek to
hedge its broad exposure to commodity
price variation 12 months in advance of
delivery and aims to have this approach
fully in place from the start of the 2020/21
financial year. SSE published an update on
its approach to hedging on sse.com L in

May 2019.

Lo SSE's approach to hedging can
be read in full on sse.com.

B More on SSE's risk appetite with
regards to commodities can be
found on page 68.

8 Further information about
managing commodity price
exposure can be found on

- page 92.

8 Preliminary Full-year Results
statement can be found on
pages 37-64.
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Market review

ADAPTING TO A
CHANGING OPERATING
ENVIRONMENT

Clean, affordable and reliable energy is critical for society. SSE is playing a central
role in providing this with a focus on developing, operating and owning the
renewable energy and regulated electricity networks that are crucial to the
low-carbon transition, along with a range of businesses which complement these.

Decarbonisation
Big challenge. Bigger opportunity

The imperative to decarbonise has effected
significant change in the electricity sector
and over 30% of UK power generation now
comes from renewable sources compared
to just 5% in 2008, white networks have been
developed to support this, ’

Supportive policies have given confidence
to investors, developers and the supply
chain. The UK Government has committed
to auctions for CfDs to support 1-2 GW per
year of renewables deployment through

the 2020s. Carbon pricing continues to
drive emissions reductions. In Ireland, a new
auction scheme is being finalised to deliver
13 GWhs (c5GW wind equivalent) of new
renewables over five years.

The design, operation and regulation.of

both transmission and distribution networks -

is evolving rapidly to support low-carbon
generation along with integration of tocalised
energy and meeting new demands from
customers.

Electrification

A bright, etectric future

Heat and transport combined still account
for two thirds of emissions. Decarbonisation
of these sectors is key and SSE is positioned
to play a driving role. The UK Government's
commitment on electrification of transport
signals the end the diesel and petrol car
sales before 2040 and there could be

9m electric vehicles (EV) on UK roads by
2030, adding around 20TWh (10-20%) to
etectricity demand.

Progress remains slow on decarbonisation

of heat, with the UK Government planning

to publish a roadmap by Summer 2020. But
recent research estimates that heating homes
from electric sources such as heat pumps

- would more than treble power demand from

the heat sector to 100 TWh/year by 2050,
from around 27 TWh/year today*.

This electrification creates opportunities:

- from building new low-carbon generation,

to network upgrades, to installing EV charging
points and creating new retail propositions.

Innovation

-Technology for a better world

Another positive trend is technology. Fast-
paced innovation is helping to rapidly reduce
costs, enabling an affordable transition to

a low-carbon world for consumers. In the
decade since 2010, onshore and offshore
wind costs have fallen by more than 30%
and 507% respectively, driven by advances

in technology and larger turbine capacities.
{see graphic below). :

Meanwhile, transmission High-Voltage Direct
Current technology continues to improve
with high power capacities, voltages and
distances covered. Digitalisation and the
growth of internet-connected and smart
devices are also creating opportunities

for more efficient operations and better
customer service. This includes more active
management of distribution networks as
they manage more localised energy and EVs.

] » . 300m
Evolution of wind -
turbine heights’
and outputs 200m
' Technology is leading the sector- 2 MW
to a better world of energy 1.2 MW
100m 0.5 MW
1-12 kW
19th Century 1990 1995 2000
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Regulation

A challenging environment
Amid the energy sector’s strong, positive
trends, the political and regulatory
environment continues to be challenging,
as mentioned on page 8 8. The next set of
network price controls (RIIO-2) are being
made in this context. Ofgem’s current
proposals are challenging and SSE will
be seeking a more balanced settlement
which supports investment, innovation
and.strong customer service, before they

" commence in 2021 for Transmission and Gas
Distribution. Meanwhite, 2018/19 also saw the
introduction of price caps in the domestic

energy market, the unexpected suspension
of the GB Capacity Market and a tightening
of this year's CfD auctions for low-carbon
generation.

Finance

Going with the grain

The inherent value in developing and
operating low-carbon infrastructure is
increasingly recognised by investors. This

is demonstrated by the influx of capital to

the electricity sector, with increased interest
from oil majors and greater direct investment
from infrastructure funds and institutionat
investors. This is creating strong opportunities

for SSE in financial partnering-and it supports
creating value from successful development
and operation of assets.

At the same time, both debt and equity
investors are beginning to recognise the

risks and opportunities from climate change,
supported by initiatives such as the Task Force
on Climate-related Financial Disclosures
(TCFD). This means capital is increasingly
flowing to assets that are well-positioned

to benefit from the low-carbon transition,
and less exposed to the downsides that more
emissions-intensive competitors face.

SSE is positioned to seize opportunities

In offshore wind SSE has more than 15
years of experience and holds a consented
pipeline of over 3.6GW. SSE has a total
development pipeline of 6GW in GB, which
is the world's largest offshore wind market,
with more than 30GW of new build possible
by 2030 if supportive policy is place.

Onshore wind remains the lowest cost
form of low-carbon generation and it has a
strong future globally. SSE has an excellent
track record in the onshore wind sector,
having developed more than 2GW in the
past decade, with a build current pipeline
of around 1GW. While at present there is no
revenue support in mainland G8, there are
options for build in the Scottish Islands and
some "subsidy free” development potential,
while there are opportunities in Ireland and
internationalty. !

Hydro and thermal generation both have
a key role to play in providing the flexible
generation needed to complement the
growth of variable wind and solar. SSE
continues to invest in the flexibility of

its existing hydro and thermal fleet, and

is constructing a “first-of-a-kind" high-
efficiency CCGT facility at Keadby 2.

Transmission efficiently and safely transports
renewable electricity to urban centres.

The Regulated Asset Value (RAV) of SSE's
Transmission business has grown tenfold
over the past decade - largely driven by
connection of 6GW of renewabtes. SSE

is well-placed for further growth through
new renewables build, electrification and
potential Scottish Islands connections.

Distribution is set to transform and grow
with the transition to localised energy,
electrification and a Distribution System
Operator model. SSE is positioned to thrive
in this world with sector-leading innovation
projects such as a “live” DSO network in
Oxfordshire and experience in developing
and operating flexible networks.

SSE's customer businesses are innovating
too, seizing on technological advances

in energy optimisation and demand-side
response where there are opportunities to
use data solutions to improve outcomes
for consumers.

SSE Enterprise has exposure to a range

of fast-growing markets in low-carbon
infrastructure: including EV charging
infrastructure, local heat/electricity networks
and "energy as a service” propositions with
embedded generation.

* Aurora Energy Research, March 2019.

13-15 MW
300m
9 MW
7MW —
200m
4 MW
100m
2005 2010 2015 2025
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Strétegy in action

PERFORMANCE

AGAINST OUR STRATEGY

SSE uses a number of
financial and non-financial
measures to track progress
against its strategy to creale
value from developing,
operating and owning
energy-related assets

and businesses.

Progress during the year

In 2018/19, SSE's financial results were
materially affected by the unexpected
adjusted operating loss in relation to its
Crergy Putliuliv Management activities.
This was disappointing and regrettable.

Nevertheless, SSE delivered a full-year
dividend of 97.5 pence per share; and made
good progress in its programme of capital
and investment expenditure in support of
future value creation. This is already reflected
in the Regulatory Asset Value (RAV) of its

energy networks and in its capacity for
generating renewable electricity.

In operational terms, SSE secured a 20%

. reduction in the Total Recordable Injury

Rate and reduced the carbon intensity
of the electricity it generated by 7%.

An important part of Executive Directors’
remuneration relates to SSE's financial and
non-financial performance, and the impact
of this is set out in the Remuneration Report
on page 116 8.

Economic contribution in UK/Ireland

Strategic relevance: SSE depends on a healthy
and thriving economy to enable its business
success, which is why it calculates the value

it adds to UK and Irish GDP each year.
Performance: SSE has added a total of £75.4bn

and €6.8bn (in 2018/19 prices) of value to the
UK and Irish economies since 2011/12.

Taxes paid in the UK/Ireland

Strategic relevance: Taxes support the public
services everyone relies on. When companies
do well, they should share their success with
society through the payment of taxes.

‘Performance: Total taxes paid reduced

significantly in 2018/19. This was driven by lower
profits earned yet capital allowances received
as a result of significant ongoing investment.

Renewable output {inc. pumped stofage)
{GWh)

Strategic relevance: Renewables are core to
SSE’s business strategy which is centred around
the low-carbon transition.

Performance: 2018/19 was a record year
for SSE Renewables, with output increasing
to 9.779GWh. This was mainly driven by an
increase in average generation capacity as
Stronelairg and Beatrice began to operate.

Total recordable injury rate per 100,000
hours worked (employees and contractors
combined) '

Strategic relevance: Safety is SSE's number -
one core value, and everybody in the company
operates to the safety licence of “if it's not safe,
we don't doit”.

Performance: 2018/19 is SSE's best ever safety
performance making significant progress

in achieving its target of halving its TRIR

by 2020/21 since 2017/18.
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Carbon intensity of electricity generated
(9CO,e per kWh) . '

Strategic relevance: As a significant generator -
of electricity.-SSE has a responsibility to reduce
its carbon intensity in line with climate science.

Performance: The carbon intensity of the
electricity generated reduced by 7% last year,
contributing to the company'’s target to halve
its carbon intensity by 2030.

Jobs supported in UK and Ireland

Strategic relevance: SSE relies on the-people that
work for it in order to operate, with its activities
supporting jobs in both urban and rural areas.

Performance: Across its operations in the
UK and Ireland, SSE supports 101,170 and
4,080 jobs respectively.



KEYS FOR CHARTS

Dividend Per Share
(pence)

.

Strategic relevance: The first financial objective
of SSE's strategy is to remunerate shareholders’
‘investment through the payment of dividends.
Performance: In 2018/19, SSE delivered on the
first step in its five-year dividend plan.

Adjusted and Reported Earnings Per
Share (Em) ’

Strategic relevance: In order to providea -
meaningful measure of underlying financiat
performance over the medium-term, SSE
focuses on adjusted EPS.

Performance: SSE’s Earnings Per Share of 67.1p
reflects mainly the loss incurred by Energy
Portfolio Management.

Adjusted and Reported profit before
tax (Em)

" Strategic relevance: SSE's objective is to

earn a sustainable level of profit over the
medium term.

Performance: Adjusted PBT reflects the
operating loss incurred by Energy Portfolio
Management.

Adjusted and Reported operating profit
~ bysegment (Em)

Strategic retevance: The Wholesale, Networks
and Retail segmental structure reflects how
SSE's businesses were managed in 2018/19.

Performance: The majority of SSE's Operating
Profit is derived from renewable energy and
regulated electricity networks.

Adjusted capital and investment
expenditure (Em)

Strategic relevance: SSE applies strict financial
discipline that supports investment in assets
that provide returns that are greater than the
cost of capital.

Performance: Investment Expenditure in
2018/19 of £1.42bn included more than £1bn
investment in renewable energy and regulated
electricity networks.

Investment and capital expenditure by
segment (Em)

Strategic relevance: The main focus of SSE's
investment and capital expenditure is on
low-carbon renewable energy and regulated
electricity networks.

Performance: SSE is one year into a five-year,
E6bn spending programme, 70% of which

is expected to be devoted to renewables

and networks. -

Regulated Asset Value (Em)

Strategic relevance: SSE has an ownership

interest in five economically-regulated networks,

each of which has a Regulated'Asset Value or RAV,

Performance: Completion of the Caithness-
Moray link helped take Transmission RAV to
more than £3.25bn.

Adjusted [aM] EBITDA
(Em)

Strategic relevance: Extracting interest, tax,
depreciation and amortisation from earnings

performance.

Performance: Adjusted EBITDA for the core
renewable energy and regulated electricity
networks businesses was more than £1. 5bn
or 83% of Group total.

SSE's social contribution — page 26 (8
Financial overview — page 36 B
Wholesale operating review —

page 48 8.

Networks operating review —

page 548,

Retail operating review — page 60 B
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Strategy in action continued

'DEVELOPING,

- OPERATING, OWNING

CAITHNESS-MORAY
TRANSMISSION LINK

In 2018/19, SSE’s Transmission
business completed the construction,
commissioning and energisation of
the new Caithness-Moray electricity
transmission link. :
Caithness-Moray is the largest single
investment ever undertaken by the SSE
group and represents the most significant
investment in the North of Scotland
electricity system since the 1950s. Total
spend on the project was around £1bn.

The link uses. HVDC (High Voltage Direct
Current) technology to transmit power °
through a 113km subsea cable in the Moray
Firth between new converter stations at
Spittat in Caithness and Blackhillock in
Moray. The four-year projectinvolved
work at eight electricity substation sites

" and required two overhead electricity
line reinforcement projects. :

Completed on time and within the

allowance approved by energy regulator
Ofgem, the Caithness-Moray link provides
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up to 1,200MW of capacity to transmit
power from the increasing sources of
renewable energy from across the far North
of Scotland, demonstrating SSE's focus as a
leading provider of infrastructure to enable
the transition to a low-carbon economy.

The Caithness-Moray project was highly
complex, requiring very high standards of
project design, development, construction
and commissioning and was delivered by
a team of committed and skilled people,
working closely with contractors and
other stakeholders.

The completion of the link and other
electricity transmission projects has taken
the Regulatory Asset Value (RAV} of SSEN
Transmission to over £3.25bn.

1,200MW

The transmission capacity of the 113km
Caithness-Moray subsea link

BEATRICE
OFFSHORE
WIND FARM

In 2018/19, the first electricity was
generated by the Beatrice offshore wind
farm. Beatrice is a joint venture between
SSE {40%), Copenhagen Infrastructure
Partners (25%) and Red Rock Power

Ltd (25%), and represents a £2.6bn total
investment. The wind farm secured

an investment Contract for Difference
from the UK Government in 2014.

Completed in May 2019, Beatrice is
the largest offshore wind farm off
the coast of Scotland. At its nearest
point, it is located around 13km from
the Caithness coast, and features

84 turbines with a nominal power of
7MW and a total generation capacity
of 588MW.

‘Beatrice is also the largest offshore

wind farm in the world built using
jacket foundations. The jackets are
also amongst the deepest water-fixed
foundations of any offshore wind farm
and are installed in depths of up to

56 metres. , .- .



In the year to 31 March 2019, SSE made important strides
in the execution of its strategy of creating value for
shareholders and society from developing, operating and
owning energy and related infrastructure and services in

a sustainable way. -

Wick Harbour, which is around 45
minutes by crew transfer vessel from
the turbines, is home to the operations
.and maintenance base. The base itself
is located in Wick’s Lower Pultneytown
in buildings first developed by
renowned engineer Thomas Telford
in 1807. Around 90 people will be
required to safely operate and maintain
the wind farm during its forecast 25-
year lifespan.

The Beatrice Community Investment
Fund is worth a total of E6m and is
intended to benefit communities in the
Highlands and Moray.

84

" The number of 7MW turbines
constructed 13km offshore
at Beatrice

STRONELAIRG

ONSHORE WIND FARM

A team-that is now part of SSE Renewables
completed the construction and
commissioning of the 66-turbine/228MW
Stronelairg onshore wind farm near Fort
Augustus in 2018/19. With a total investment
of around £350m, Stronelairg is SSE's final
wind farm to be accredited under the
Renewables Obligation.

Stronelairg was completed ahead of
schedule and on budget, despite the
additional challenges associated with its
altitude and weather conditions experienced
in the winter of 2017/18. This reflects the
skills and professionalism of the teams

that designed, developed and built the

wind farm.

It is situated within a natural bowl on a
plateau that is on average 600m above
sea level. Its load factor, on a P50 basis,

.is expected to be over 40% in a typical

year. This is similar to the load factors of
many existing offshore wind farms. It is

" set well back from Loch Ness, so that no

turbines are visible from the main tourist

routes. In line with SSE's commitment to
sharing value, communities will benefit
from investment of around £28m in local
projects between 2017 and 2042. ’

Fotlowing completion of Stronelairg,

SSE agreed to sell a 49.9% stake in itand
the neighbouring Dunmaglass onshore
wind farm to Greencoat UK Wind Plc
{equivalent to 160.6MW of capacity) for a
total consideration of £635m. In line with its
strategy to create value.from development
and operation, as well as ownership, of
assets, SSE will continue to operate both
wind farms. .

>40%

The estimated load factor of
Stronelairg in a typical year
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Strategy in action continued

- DEVELOPING,
- OPERATING, OWNING

KEADBY 2

SSE decided in 2018/19, in collaboration
with Siements, to proceed with a unique
commercial opportunity to introduce to the
UK a first-of-a-kind high efficiency gas-fired
electricity generation technology. It will
invest around £350m in a combined cycle
gas turbine (CCGT) power station at Keadby
in Lincolnshire, adjacent to SSE's existing
power station and close to SSE's Keadby
wind farm, which is the largest in England.

Once completed, expected to be in 2022,
Keadby 2 will be the most efficient CCGT on
the electricity system in the UK (at around
63%), helping to enable the country to move
away from coal-fired electricity generation
in the 2020s and to integrate into the system
more electricity from renewable sources.

SSE and Siemens are collaborating to
deliver this project at the most competitive
cost. Siemens will provide its 9000HL
technology and will manage technical and
construction risk until the power station is
handed over to SSE, as well as providing
appropriate performance guarantees.
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The decision to invest in Keadby 2, with its
high thermal efficiency, is compatible with
SSE's new ambition to achieve a further
50% reduction in the carbon intensity of the
electricity it generates and is also expected'
to cut carbon emissions for the overall N
electricity system by reducing the need

for older, lower efficiency CCGTs as well

as Single cycle thermal generators, all of
which produce higher carbon emissions
when running.

63’

O

The expected efficiency rate of Keadby 2
once completed in 2022

SSE ENTERPRISE
TELECOMS

SSE entered into an agreement in
2018/19 with Infracapital to sell a 50%

_stake in SSE Enterprise Telecoms for a

total consideration of up to £380m. SSE
Enterprise Telecoms is one of the UK's
leading connectivity suppliers, with

a growing 12,000km UK-wide fibre
network. It is committed to helping

the UK realise its digital ambitions
through infrastructure investment

and innovation.

SSE Enterprise Telecoms will retain

the SSE Group as a key funder and
anchor customer whilst gaining from
Infracapital’s experience of driving ’
rapid growth, deep telecoms expertise
and access to additional capital.

The transaction will create a shared
ownership structure designed to
accelerate SSE Enterprise Telecoms’
plans for growth in the fibre sector,

- reaffirming its ambition to establish

itself as a leading UK telecoms provider.
The partnership supports SSE Enterprise
Telecoms' commitment to innovation
and new technologies which are



redefining the market. The business -

will be in an ideal position to propel
its existing projects and partnerships
in areas such as 5G and smart cities.
The investment also provides an
opportunity to further enhance the
company'’s customer service and
delivery approach which is already

a core differentiator in the market.

This transaction aligns with SSE
Group strategy to create value for
shareholders and society by focusing
on its core energy businesses along
with its commitment to give each of
its businesses, such as SSE Enterprise
+ Telecoms, the best platform from
which to realise its full potential and
maximise its future success.

12,000k

The current span of SSE Telecoms’
UK-wide fibre network

FERRYBRIDGE
MULTIFUEL 2

2018/19 on the construction of Ferrybridge
Multifuel 2 (FM2), a waste-to-energy plant
with capacity of up to 70MW developed
and constructed by Multifuel Energy

Ltd, a joint venture between SSE and
Wheelabrator Technologies Ltd.

FM2 represents an investment of £325m
and the local economic impact of the
project, which commenced in mid-2016,
has been estimated at around £10m. Itis
located near Knottingley in West Yorkshire, .
on land adjacent to the existing Ferrybridge
Multifuel 1 plant, which entered commercial
operation in 2015.

Scheduled for operationat handover in Q3
2019, FM2 will treat up to 675,000 tonnes of
fuel a year. The waste-to-energy operations
of FM1 and FM2 combined will divert an
estimated 1.3m tonnes of waste from
landfill per annum.

Planning for FM2 followed the Development
Consent Order process for nationally
significant infrastructure projects, and

as such it included two stages of public
consultation.

In keepihg with its commitment to positive
stakeholder involvement in major projects,
SSE has engaged with the local community
through a quarterly Community Liaison
Group. This group includes representatives
from each of the local parishes along

with the local MPs and other community
representatives.

1.3

The weight, in tonnes, of waste that FM2
and FM1 combined will be able to treat
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Our role in society

WORKING WITH
SSE'S STAKEHOLDERS

Successful delivery of SSE's strategy depends on effective engagement with stakeholders.
SSE's stakeholders are people, communities and organisations with an interest or concern .
in its purpose, strategy, operations and actions and who may be affected by them. SSE
engages with six key groups — energy customers; employees; shareholders; government
and regulators; suppliers and contractors; and civil society, communities and NGOs.

Stakeholder led business strategies
There is a growing recognition amongst

the business community and within the
energy industry of the value of high-quality
stakeholder relationships. SSE seeks to
embrace this trend recognising the better the
stakeholder input, the greater the legitimacy
and sustainability of its business strategy.

Engagement with stakeholders informs
decision making at both the micro and
macro level. For example, on a day-to-day
basis important feedback and engagement
occurs through Customer Forums in Energy
Services. Feedback is received on the
performance of customer service operations
as well as testing new initiatives in advance
of their implementation.

At a strategic level, methods of engagement
can vary depending on the issue and the
business unit involved. However, senior
leaders regularly and actively participate

in government, industry and customer.
forums and events, listening carefully to

the perspectives of customers, suppliers,
energy users and policy-makers. In 2018/19
the most material issues of focus included:

. the emerging case for enhanced carbon

targets for the UK; UK (including Scottish)

content within the renewables supply chain;
and, the reform of the electricity distribution
network into an active local system operator.

Detail of how SSE engages with its six
stakeholder groups, and how this influences
SSE's business operations, can be found on
page 9318

Recognising the role of stakeholders
iN the future of energy networks

The future of energy networks is of key
concern to SSE's stakeholders. Under the
RItO-2 framework for energy network
regulation published by Ofgem in 2018,
an important and enhanced role for the
stakeholder has been designed into the
price control process. This is a welcome
development supporting the formulation
of business plans that reflect the needs
of stakeholders within electricity network
boundaries.

In the case of SSE's Transmission business
an independent User Group has been
established under Ofgem guidance to
scrutinise its business plans for the period
2021-2026. The process for the distribution

price control will follow with the appointment
of a Customer Engagement Group to under-
take a similar role for the 2023-2028 period.
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These price-control-specific groups
supplement the Stakeholder Advisory

Panel which exists so Scottish and Southern
Electricity Networks business executives
and the SSEN Board ensure that SSE's
Transmission and Distribution businesses
respond early to the needs of their
stakeholders.

The UK's Labour Party believes that there
should be state control of networks.
Throughout 2018/19 SSE sought
constructive engagement with politicians,
policy-makers and representatives of the
energy industry in response to this focus on
the ownership structure of public utilities,
and energy networks (see page 13 1B).

Senior business leaders actively participated
in several public events to put forward the

Supporting the ethos

of Section 172

Meaningful engagement with these
stakeholder groups supports the ethos of
Section 172 of the Companies Act which
sets out that Directors should have regard
to stakeholder interests when discharging
their duty to promote the success of the
company. Details of the key stakeholder
engagement undertaken at different levels
within SSE to inform decision-making and
enhance Board understanding are set out
on page 93 8.

case that the independent regulation of
electricity networks and private ownership
has worked in the public interest for over
two decades.

Furthermore, SSE recognises that the rapid
transition to a more flexible electricity network
poses animportant challenge to empower
local energy users. As a result, SSE has sought
to lead a debate about progressive reform

to bring about greater decentralisation and
democratisation of the systermn as electricity
continues to be decarbonised.

In addition, SSE is seeking to demonstrate that
a renationalisation of energy networks would
result in poorer outcomes for customers

and seriously jeopardise progress towards
decarbonisation of the energy system.



ENERGY CUSTOMERS

SSE provides energy and related
services to millions of domestic
and business customers.

In a rapidly-changing sector, energy
distribution and energy supply
customers expect a service they
can rely on. Engagement provides
a better understanding of customer
needs, as well as how continuous
improvement in service can be
delivered. More broadly, SSE takes
account of the current and future
needs of all energy customers
across the UK and Ireland, and

this is one of the key issues in its
stakeholder engagement generally.

Material issues
- Affordable and accessible energy
(pages 58 and 64 8)
- Responsiveness to need and vulnerability
{pages 58 and 64 8) '
- Quality customer service
{pages 58, 63 to 64 8)
- Using energy efficiently (pages 63 to 64 1B)
- Impact of industry change
(pages 60 to 64 8)

GOVERNMENT AND
REGULATORS

SSE works constructively with
government and regulators.

Governments and regulators play a
central role in shaping the energy
sector. Engagement is especially
important in delivering an energy
system that supports the
achievement of long-term carbon
targets. SSE works constructively
with the governments and
regulators in the UK and Ireland’

in order to protect the long-term
interests of energy customers

and keep pace with the emerging
expectations of society as a whole.

Material issues

- Cost-effective decarbonisation
(pages 28 to 318)

- Fair treatment of customers
(pages 58 and 64 B)

- Security of energy supplies (page 70 B)

- Economic impact of investments ~
(page 26 B)

- Conduct of large businesses

 (pages 24 t0 358)

- Brexit and its impacts on industry
(page 138)

EMPLOYEES

SSE directly employs around
20,000 people in the UK

‘and Ireland.

SSE depends on the shared talent,
skills and values of its employees.

It has a framework for ongoing
two-way feedback and engaging
employees at all levels about the
key issues that affect them. SSE aims
to be a supportive and inclusive
employer for which people want
to work. In line with that, SSE also
monitors the perspectives on the
workplace and on employment
issues of people beyond its existing
workforce.

Material issues

- Opportunities for development and
progression (page 33 &)

- Flexible, agile and family-friendly working
patterns {page 34 8)

- Inclusion and diversity {(page 34 (8)

- The opportunity to have a say and make a
difference within SSE {page 358)

- Communications with employees in relation
to issues such as Brexit {page 13 (B)

SUPPLIERS AND
CONTRACTORS

. SSE works with around 8,000

suppliers and contractors.

SSE relies on its supply chain to
deliver projects and ensure it
operates successfully. SSE aims
to build strong relationships with

. suppliers and contractors so it can

maximise cost efficiencies and
enhance positive economic, social
and-environmental outcomes,
which is essential to deliver a “Just
Transition” from a high-carbon
world to a low-carbon one.

"Material issues .

- Fair expectation in the delivery of projects
{page 278)

- Manage and mitigate health and safety
risks on sites {pages 34, 113 to 115 8)

- Deliver economic opportunities to local
supply chains (page 27 B)

- Ensure social and environmental impacts
are managed and mitigated
{pages 24 to 35(8)

SHAREHOLDERS

SSE has a large and diverse
shareholder base, including
many UK-based pension funds.

SSE's shareholders own the
company and expect to earn

a return on their investment.

SSE is committed to maintaining
constructive dialogue with
shareholders and engages with
them regularly to understand their

~ perspectives and ensure these are

considered in its decision-making.
SSE is also concerned to ensure that
the way it makes decisions through
the governance of the Group is

of the standard that shareholders
would expect.

Material issues

fFinancial performance {pages 36 to 478)
Investment plans (page 43 B)
Operational performance

(pages 48to 64 8)

Strategic direction of the company
{pages 8 to 13 8)

Environmental, social and governance
(ESG) performance (pages 24 to 35(8)

CIVIL SOCIETY,
COMMUNITIES AND NGOS

- SSE works in partnership with

many third-party organisations.

NGOs and civil society bring
specialist and distinctive
perspectives, contributing to
business decision-making. SSE
engages with groups that focus

on social, environmental and other
energy- and business-related issues
on behalf of energy customers and
wider society. Mature two-way
relationships with SSE's community
neighbours in the places where its
energy assets are located are key

in supporting SSE's day-to-day
operational obligations.

Material issues

Environmental protection and
decarbonisation (pages 28 to 318)
Customer vutnerability and fuel poverty
(pages 58 and 64 8)

Employment standards including the
real Living Wage and the gender pay
gap (pages 33t0 358) .
SSE's economic contribution and its
approach to tax (pages 26 to 27 18)

SSE plc Annual Report 2019 23



STRATEGIC REPORT

Our role in society continued

ADVANCING A
SUSTAINABLE BUSINESS

The UN has created a blueprint for a sustainable world which SSE is placing at the centre
of its business. Four new 2030 Goals, aligned to the UN's Sustainable Development Goals
(SDGs) underpin SSE's strategic focus on being a developer, operator and owner of
long-term, low-carbon and sustainable assets.

Climate Action: Reduce
the carbon intensity of
electricity generated by
50% by 2030, compared
to 2018 levels, to around

150gCO,e/kWh.
More on page 3018

Affordable and Clean
Energy: Develop and
build by 2030 enough
renewable energy to
treble renewable output

to 30TWh a year.
More on page 5118

Industry, Innovation

and Infrastructure:

Build electricity network
flexibility and infrastructure
that helps accommodate
10 million electric vehicles

in GB by 2030.
More on pages 58 and 59 B

-Decent Work and
Economic Growth:
Be the leading company
in the UK and Ireland
championing Fair Tax
and a real Living Wage:
More on pages 27 and 3518
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Four fundamental goals for 2030
SSE's strategic focus on core businesses

that support and enable the transition to a
low-carbon electricity system provided an
important opportunity to ensure SSE's drive
to be a sustainable business is not in addition
to its core strategy, but at the heart of it.

Following a year of consultation with
employees and key external stakeholders,

‘the Board agreed to align SSE’s sustainability

framework with the UN’s SDGs. Employees
considered it important that SSE places itself
within the context of a greater global effort, -
particularly in the fight against climate change.
External stakeholders were particularly keen

. to encourage visibility of progress against set

targets and to ensure clear accountability for
progress against them.

A detaited materiality assessment was
undertaken mapping SSE's impacts to the 17
UN SDGs and in January 2019, the SSE plc
Board agreed the most material goals are
Goal 13 Climate Action; Goal 7 Affordable
and Clean Energy; Goal 9 industry,
Innovation and Infrastructure; and, Goal 8,
Decent Work and Economic Growth.

Decisions followed to define ambitious
business goals for 2030 that aligned to each

of the most material SDGs and — most
importantly — that are core to SSE's business
purpose and strategy. SSE's 2030 Goals have
been set to deliver: reduced carbon intensity of
electricity generated; the trebling of renewable
energy output; flexible electricity networks
that can accommodate the electrification

of vehicles; and an ongoing commitment to
champion Fair Tax and a real Living Wage.

SSE will report comprehensively against its

" four fundamental 2030 Goals from 2019/20.
" SSE's Remuneration Committee has agreed to

align a proportion of executive remuneration
to the achievement of those four goals. See
page 13918.

The wider SDG framework
SSE recognises that while long-term
sustainability is dependent on the

- achievement of its material long-term goals,

there remain many other ways that SSE can
enhance the sustainability of its business
overall. The 17 SDGs provide a lens from -
which SSE can assess these further social
and environmental risks and opportunities.
It therefore reports against additional SDGs
material to its business in its Sustainability
Report 2019 8. :

SSE also specifically recognises the
significance of SDG 17: Working in
Partnership. The importance of listening to
and engaging with SSE's stakeholders is key,
but so too is the development of business and
financial partners in supporting the delivery
of each of its own four fundamental goals.

Beyond the goals

SSE recognises and welcomes an increasing
focus from stakeholders, shareholders and
regulators on company performance against
non-financial performance. SSE's approach
to the disclosure of social and environmental
impacts is to integrate them throughout its
Annual Report at the same time as reporting
in greater detail in its annual Sustainability
Report.

Furthermore, in the pursuit of comprehensive .
integration of the sustainability pillars

- across SSE, there is a deliberate effort

seeking to improve its performance against
environmental, social and governance (ESG)
criteria commonly used by both investors
and stakeholders. See page 29 (B for detail of
SSE's new Revolving Credit Facility, with new
criteria agreed with funding.partners linked
to an improving and independently judged
ESG score.



NON-FINANCIAL INFORMATION STATEMENT

SSE welcomes an increasing focus from both regulators and shareholders on its non-
financial performance. One of the reasons for this, is that SSE believes good performance
in non-financial indicators ultimately supports creation of value for both shareholders and
society. The Non-Financial Reporting requirements of the Companies Act 2006 necessitate
additional disclosure of non-financial impacts. The table below signals where relevant
information can be found within SSE's Annual Report 2019 on how SSE is meeting these
requirements. Further disclosure can be found in SSE's Sustainability Report 2019 8. -

A description of SSE’s business model and the way it creates value can be found on pages 6 '

to78.

Reporting requirement and SSE's

material areas of impact

Relevant principal risks,

pages 68to 71

Policy embedding, due diligence, outcomes
and key performance indicators

Environmental matters
- = Contribution to climate

change

- Wider environmental impacts

Politics, Regulation
and Compliance

Safety and the
Environment

Strategic overview, pages 2 to 38
Our business model, pages 6to 718
Market review, pages 14 to 158
Advancing a sustainable business,
page 248 .
Working with SSE’s stakeholders,
pages22to 23 B

Climate change and environment,
pages 28 to 318

SHEAC Report, pages 113to 1158

Employees
- Health and safety

- Impact of operational changes

- Fair work practices
- Training, skills and
development

Inclusion and diversity

Pebple and Culture

Safety and the
Environment

Strategic overview, pages 2to 38
Our business model, pages 6to 78
Advancing a sustainable business,
page 24 B

Working with SSE's stakeholders,
pages 220238

People, pages 32 to 358
Remuneration Report, page 117 8
SHEAC Report, pages 113to 1158

Social matters

- Inclusive service provision
- Responsible approach to tax
- Contributing to the economy

- Sharing value with
communities

Politics, Regulation
and Compliance

Energy Affordability

Development

" and Change

Strategic overview, pages 2 to 38
Our business model, pages 6to 7 8
Advancing a sustainable business,
page 2418

Working with SSE’s stakeholders,
pages 22 to 238

Social contribution, pages 26 to 27 8

A

Human rights, anti-corruption

and anti-bribery

- Reinforcing an ethical

business culture

- Approach to human rights

and modern slavery

People and Culture

Large Capital
Projects Quality

Chairman’s introduction,
page8to 108

Working with SSE’s stakeholders, .
pages22t0 238

People, pages 32to 358

. Cutture and engaging outside of the

Boardroom, pages 94 to 968
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Our role in society continued

.

1

SOCIAL CONTRIBUTION

SSE's strategic goal is to create value for shareholders and society in a sustainable .
way. Value is delivered for shareholders.in dividends and for society it is reflected in
economic contribution, taxes paid, jobs created, sustained investment and the long-term

stewardship of infrastructure.

Performance summary

: ' Unit 2018/19 - 2017118 .
Contribution to GDP (UK/ireland)* Ebn/€Em 8.9/689 8.6/806
Total jobs supported (UK/Ireland)? Number 101,170/4,080 99,000/4,520
Total investment and capital expenditure  Ebn | | £14 £1.5
Total taxes paid (UK/Ireland) Em/€m 403.6/14.6 484.1/22.6
Investment in communities 3 £m ' 8.5 6.5

1 Total direct, indirect and induced Gross Value Added, from PwC analysis.

n

Measured as headcount, from PwC analysis.

3 Total across UK and Ireland, including: charitable donations through matched funding, Community
Investment Funds, Resilient Communities Fund and the financial value of employee volunteering.

Working in the public interest

SSE understands that the way it conducts its
business activities has an impact on society and
that, to be successful in the long-term, private
companies must work in the public interest to
deliver value in its widest sense. This is reflected
in SSE both aligning its business strategy with
the UN's Sustainable Development Goals
(SDGs) and embedding the ten principles

of the UN Global Compact, which focus

on human rights, labour, environmentand -
anti-corruption, into its operations.

Private investment in the energy sector has

a clear focus on efficiency and delivering for
customers and society. Billions have been
Linvested to facilitate the rapid decarbonisation
and localisation of the power sector, and the
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UK's energy networks are among the highest
performing in the world, with networks costs
on electricity bills falling by 17% since 1990.
SSE knows however that meeting the public
interest of customers and cornmunities means
going beyond lowering costs, increasing
reliability and ensuring decarbonisation.

As well as setting a series of ambitious 2030
Goals for a low-carbon future, SSE has
placed SDG 8, “Decent Work and Economic
Growth”, front and centre of its approach to
business. Through this, SSE has committed
to being the leading company championing
the payment of Fair Tax and a real Living

. Wage across the UK and Ireland. As part of

that, throughout 2018/19, SSE worked with
Ofgem to explore new ways of ensuring

Relevant policies

and documents

- Annual PwC economic contribution
report :

- Group tax strategy

- Annual Talking Tax booklet

~ Sustainability Policy

- Procurement Poticy

- Responsible Procurement Charter

- Annual Community Investment
Review :

For more information see the
Sustainability Report 2019 8
and sse.com/sustainability £a.

that all energy network companies in Great
Britain operate firmly in the public interest
and fulfil their social contract with society.
Read more about this in the Sustainabitity
Report 2019.

Contributing to GDP and jobs

With over 20,000 employees and operations
embedded throughout the UK and Ireland,
SSE's business and its supply chain is large,
complex and continually changing. This
activity drives a significant economic
contribution each year, in cities as well as

in many rural areas across these countries.

To better understand the impact it makes
each year in terms of GDP and jobs, SSE
has worked with professional services



firm PwC since 2011/12 to quantify the
economic contribution it makes through

its direct operations and supply chain. PwC
found that in 2018/19, SSE contributed
£8.9bn to UK GDP and €689m to Irish GDP,
supporting a total of 105,250 jobs across
these countries. SSE publishes these figures
alongside its financial results each year,
understanding that the wider economic
contribution it makes goes beyond profits.
SSE is committed to long-term value creation
and growth in the countries it operates in. It
has added a total of £75.2bn and €6.8bn (in
2018/19 prices) of value to the UK and Irish
economies since 2011/12.

SSE’s continued investment in infrastructure
is a key component of the economic value it
adds. This investment helped deliver major
projects, such as Stronelairg onshore wind
farm (SSE share: 50.1%) and Beatrice Offshore
Wind Farm Limited (SSE share: 40%), which
are key in the transition to a low-carbon
economy.

Maintaining a fair approach to tax
SSE has long made the case that tax is the
fundamental way in which businesses
contribute to the societies that enable

their business success. SSE continues to

be one of the largest tax payers in the UK,
and was ranked 26th out of 97 participating
companies in PwC'’s Total Tax Contribution
2018 Survey for the 100 Group. In 2018/18,
SSE gained Fair Tax Mark accreditation for the
fifth consecutive year and remained the only
FTSE 100 company to have obtained it. The
Fair Tax Mark is an independent verification
that companies pay the right amount of tax,
in the right place, at the right time and rule out
the use of artificial tax avoidance schemes or
tax havens.

SSE's total tax contribution across the UK
and treland remained relatively unchanged
between 2017/18 and 2018/19, at £1,013m
compared to £1,000m-the year before.
However, this consistency overall was a
result of total taxes collected increasing
from £499m to £597m and total taxes paid
decreasing from £501m to £417m. The rise
in taxes collected was primarily driven by
an £85m increase in net VAT collected from
customers, while the reduction in taxes paid
was primarily driven by £97m less paid in
corporation tax in 2018/19.

SSE's approach to paying tax remained
consistent in 2018/19 as in previous

years. SSE's corporation tax payment fell
significantly this year for two important
reasons. Firstly, corporation tax is a tax on the
profits companies make - this means that
when companies do well, the public purse
should grow too. After a challenging year for

its business, SSE's profits were less in 2018/19
than in 2017/18. Secondly, the Government
encourages companies to invest in capital
projects because it is good for the economy
and good for jobs. One way they do that is
incentivising this business behaviour with
tax relief by way of capital allowances. SSE
continued to invest significantly throughout
2018/19, with capitat and investment
expenditure of £1.4bn in 2018/19, in line
with its plans for investment and capital
expenditure of around £6bn across the

five years to March 2023.

Focus on fair work

Respect, recognition and reward of
employees is a central element of any
company's contract with society. Businesses
depends on human capital to create value
and, in return, they must invest in the people
that work for them. SSE has been a vocal
advocate and champion for the Living Wage
since becoming an accredited employer in
2013, and will continue to demonstrate its
commitment to leadership in this area in
2019/20.

In 2018/19, SSE invested £28.2m across
learning and training, including pipeline
programmes, and has taken significant
action over the past three years to develop
its approach toinclusion and diversity
across the company. Information on SSE's
approach to fair work practices and its
responsible employer ethos can be found
on pages 32 to 358 and within the "Decent
Work and Economic Growth” section of its
Sustainability Report 2019.

Responsibly developing

and operating assets

SSE's publication in 2018/19 of the fourth
edition of the “Power from the Glens” book
to celebrate 75 years of hydro power in the
North of Scotland demonstrates its ongoing
commitment to careful custodianship of
renewable assets, both new and old. The
infrastructure SSE develops and builds

will be around for the long-term and, as
stewards of these important assets, SSE has
a responsibility to make sure it meets the
needs of the people and businesses that
live and work around its operations. This
means meeting all requlatory requirements
as a minimum, and listening and responding
to communities and stakeholders in a
balanced way. SSE has dedicated stakeholder
engagement teams who work to buitd
strong relationships with communities
close to its operations, with the ultimate
aim of minimising any negative impacts and
creating positive impacts where possible.

Supporting local supply chains
SSE’'s Responsible Procurement Charter

and Procurement Policy both highlight the
importance of sustainable supply chains.

Key to this is sharing economic opportunities
with the people and businesses close to
SSE's operations. As well as working with
communities directly, SSE has a structured
approach to engaging with its strategic
suppliers and tooks to them to form
constructive local relationships so that
communities gain from SSE's significant
capital investments. In 2018/19, SSE took
action to ensure the sustainability of the
Open4Business platform it created in 2012
for local business to access job opportunities
at its sites.

Investing in communities

SSE recognises that it must be an active
contributor to the communities it is part of,
and has an on-going commitment to share
value where it has been created.

SSE Renewables’ Community investment
Funds support a diverse range of community
projects near its renewable developments,
and-SSEN'’s Resilient Communities Fund
supports community resilience projects in its
network areas. In 2018/19, SSE Renewables
provided its largest ever award, with
£600,000 granted to build the Fort Augustus
Medical Centre in the Great Glen, Scotland.

Between its community fund programmes
and its Be the Difference employee
volunteering programme, which allows all
employees to volunteer a working day each
year, in 2018/19 SSE invested a total of £8.5m
in communities across the UK and Ireland,
an increase from £6.5m the year before. This
brings SSE's total investment in communities
over the past five years to over E30m.

Frameworks and benchmarking -
As well as the integration of the UN's SDGs
into its strategy and operations (see page 24
1B), SSE foltows a number of other external
best practice frameworks and benchmarks.
In 2018/19, SSE became a signatory to the
United Nations Global Compact (UNGC),
committing to take action that advances
societal goals. As a signatory, SSE has
incorporated the Ten Principles of the
UNGC, focused on the environment, human
rights, tabour and anti-corruption, into its
approach to business. SSE also responds
annualty to the CDP Climate Change and
Water Programmes and to the Workforce
Disclosure Initiative, and actively engages
with key investor ESG (environmental, social,
governance} ratings agencies including MSClI
and Vigeo Eiris.
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Our role in society continued

~s

© CLIMATE CHANGE AND ENVIRONMENT

With meeting the challenge of climate change at the core of its business strategy, SSE
seeks to develop, operate and own assets that create lasting value and support the
low-carbon transition. To allow stakeholders to properly assess SSE's performance in
managing climate-related issues, SSE aims to provide increasingly transparent disclosures. .

Performance summary
Unit 2018/19 2017/18
Total carbon emissions! Million tonnes 18.83% - 21.70
COe
Intensity ratio: electricity generation gCO,e per kWh 284" 305
emissions relative to output? ’
Total renewable generation output GWh 9,779 9,428
(inc. pumped storage) o
Total generation output GWh 30,835 33,098
Total water consumed Million m? 56W 76w

1 GHG emissions from SGN's activities are excluded (SGN reports these separately). GHG emissions
from other Joint Ventures are also excluded. For more detail see SSE's GHG Reporting Criteria at

sse.com/sustainability 8.

2 SSE's 2030 carbon intensity target i$ based on generation emissions only. To track progress against this target,

previous years' intensity ratios have been restated to only cover electricity generation emissions rather than

totat scope 1 emissions.

The imperative to decarbonise

SSE recognises the serious risk that climate
change poses to society and to its business. It
also recognises that the need to decarbonise
presents significant opportunities in
supporting the UK and [reland transition

to low-carbon electricity systems.

The International Panel on Climate Change’s
(IPCC) landmark report reteased in October
2018, unlike studies before it, estimated that

unprecederited levels of change are needed
in a much shorter timeframe to limit global
temperature increases to within 1.5°C or 2°C.

At the same time, there have been growing
calls for the UK to stretch its ambitions,
currently set as an 80% cut in emissions

by 2050. This movement towards a “Net
Zero” emissions target reflects the scientific
analysis of the available window for action,
at the same time as a.greater understanding

Relevant policies
and documents
- Environment and Climate Change
" Policy .
. = GHG, carbon intensity and water
assurance statement
- Green Bond assurance statement
and framework
— CDP Climate Change submission
- CDP Water submission
- Annual Biodiversity Report
- Post-Paris climate change
scenario report

For more information see the
Sustainability Report 20198
and sse.com/sustainability £o.

of how Net Zero would be achieved. SSE
firmly supports the UK adopting a Net Zero
emissions target for 2050 at the latest. The
UK Government will decide in the course’
of 2019 if further legislation is required.

This growing sense of urgency around the
need to tackle climate change has piqued

- stakeholder interest in the action SSE is taking

to manage climate-related issues, not least in
the investor community who are increasingly

{A) PwC has provided limited assurance against ISAE 3000 (Revised) and ISAE 3410 standards for selected key data in 2018/19. Where you see the (A} "Assurance symbot®
in this section, itindicates that the data point has been subject to external assurance by PwC. For the limited assurance opinion and SSE's reporting criteria, see

sse.com/sustainability/reporting-and-policy/ L8.
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requesti‘ng that companies disclose more
meaningful climate-related information.

Towards full TCFD disclosure

In Novermnber 2017, SSE committed to meeting
the Task Force on Climate-related Financial
Disclosures (TCFD) recommendations in full
by March 2021. These recommendations
encourage businesses to increase disclosure
of climate-related information, with an
emphasis on financial disclosure.

SSE has made progress towards meeting
these recommendations by improving the
quality of climate-related information in this
Strategic Report and by responding to CDP's
annual Climate Change Programme, which
for the first time in 2018 addressed the TCFD
recommendations.

This enhanced disclosure reflects the
additional steps taken in 2018/19 to assess
and report on SSE’s material climate-related
risks and opportunities, along with the
financial quantification of the impacts for

a number of these.

In 2018, SSE was awarded an “A-" for its
response to the CDP Climate Change
Programme. SSE will continue to respond
to the CDP Climate Change Programme
and aims to further improve its disclosure. .

Strategy

Supporting the low-carbon
transition

Decarbonisation represents a significant
opportunity for SSE’s businesses. SSE's
renewables portfolio and electricity
‘networks provide the core infrastructure
to support the transition to a low-carbon
energy system, complemented by thermal
plant that provides vital flexibility, offsetting
the variability of renewables output.

To realise these opportunities and contribute
significantly to the transition to low-carbon
electricity systems in the UK and Ireland,
SSE’s approach has been two-pronged:

(1) To reduce the carbon intensity of
its own operations through a strategic
shift towards a less fossil fuel intensive
generation portfolio.

SSE has invested over £3.8bn in renewables
since 2010. With the delivery of the 588MW
Beatrice offshore wind farm {SSE share: 40%)
in May 2019, SSE currently has the largest
renewable energy capacity across the UK
and Ireland at around 4GW (inc. pumped
storage), and has significant opportunities

in onshore and offshore wind farm
developments, with an 8GW pipeline.

In 2018/19, coal-fired generation contributed
just 2%, renewable generation {inc. pumped
storage) 32% and gas- and oil-fired generation
66% of SSE's total generation output
(compared to 4%, 28% and 66% respectively in
2017/18). In 2018/19, SSE began construction
of its new Combined Cycle Gas Turbine
(CCGT) power station Keadby 2, in North
Lincolnshire, which will be the most efficient
thermal power station on the UK power
system when completed in early 2022.

Renewable generation output
(inc. pumped storage) (GWh)

2018/19:9,779

2017/18: 9,428

(2) To support the UK to decarbonise by
enabling more renewable generation to
connect to the electricity transmission
network the North of Scotland.

SSE has invested over £2.7bn since 2013 in
new electricity transmission infrastructure and
has a total planned investment of over £600m
by the end of the current transmission price
control period in 2021. This investment

is increasing the capacity of the network,
allowing the renewable energy generated in
the North of Scotland to be transported south
to areas of higher demand. In doing this, SSE's
transmission network is playing a key role in
supporting the UK to achieve:its carbon targets.
In 2018/19, around 1GW of new renewable
generation capacity was connected, bringing
the total to over 6GW, up from around 3.3GW
in 2013. :

Green finance

As part of SSE's strategy for supporting a
low-carbon economy, it is using financial
markets as a progressive agent for change
and climate action. In September 2018,

SSE issued its second Green Bond of €650m.
This, in addition to the company’s inaugural
€600m Green Bond issued in September
2017, means SSE is the largest issuer of Green
Bonds in the UK corporate sector.

SSE also refinanced its £1.3bn Revolving
Credit Facility (RCF} in March 2019 linked

. to sustainability criteria. The RCF now

incorporates an innovative feature,

which adjusts the interest rate and fees

paid depending on SSE's performance
against'an ESG (environmental, social

and governance) score determined by
Vigeo Eiris, an independent global provider
of ESG research. SSE is one of the first UK
corporates to convert to an ESG-linked RCF.

Advocating for carbon pricing

In November 2018, SSE joined other leading
businesses in writing to the Prime Minister to
call for the adoption of a Net Zero emissions
target by 2050. In addition, in his role as

Vice President of industry body Eurelectric,
SSE's Chief Executive Alistair Phillips-Davies
launched a new study that demonstrates how
the European power sector can become fully

. carbon neutral by 2045 through investment in

renewable energy and electricity networks.

SSE also continued to promote a strong
carbon price by advocating to the Chancellor
along with other power companies ahead

of the Budget in November 2018, calling for
Government to keep the Total Carbon Price
stable during the period of uncertainty around
Brexit and the UK's future participation in the
EU ETS. SSE also supported carbon pricing
through submissions to consultations on
Ireland’s National Energy and Climate Plan.

In addition, SSE made the case for increased
UK offshore wind ambition setting out the
proven ability of offshore wind to deliver
clean power cost effectively at a time when
new nuclear is facing challenges. SSE has

" been a vocal advocate for the development

of offshore wind in Ireland, and particularly
for support of this technology through
Ireland’s upcoming Renewable Electricity
Support Scheme.

Risk management

Managing climate-related risks
and low-carbon opportunities
While climate change, and the imperative to
decarbonise energy systems, provides SSE
with its commercial opportunities it creates
business risks too. SSE identifies and evaluates
risk at both Group and divisional (including
assets) level. The Group Risk Management
Framework has been designed to ensure,
amongst other things, SSE is in a position to
address the issue of climate change, whether
as a risk or as an opportunity. This framework
is outlined on pages 110 and 111 8.

Addressing climate change requires
adaptation as well as mitigation, as reflected
in SSE’s approach to risk management.
Climate change and its impacts are
considered throughout SSE’s Group Principal
Risks (see pages'66 to 718).

In line with its approach to help stakeholders
properly assess performance, SSE has
increased transparency of how it is managing
its most material climate-related risks

and low-carbon opportunities, through
more detailed disctosure and analysis in its
Sustainability Report 2019 8.
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Metrics and targets

SSE’s carbon emissions performance ,

SSE's total carbon emissions (scope 1, 2 and 3) decreased by 13% between 2017/18 and
2018/19. Of these total carbon emissions, emissions from SSE's electricity generation are
a significant contributor, representing 47%.

The main contributing factors to the reduction in total carbon emissions in 2018/19 were:

- areduction in thermal generation carbon emissions by 13% (from 10.1m tCO,e to 8.76m
tCO, e}, with a corresponding reduction in the emissions associated with the raw fuel
purchased for electricity generation;

- areduced volume of gas sold due to a combination of lower numbers of gas customers,
impacts of the weather and energy efficiency measures; and’

- areduction in the carbon emission factor as a direct result of the decarbonisation of the
GB electricity grid.

CO, emissions (millions tonnes CO,e)

2018/19 2017/18 2016/17

Total COe Total CO,e Total CO,e

Generation! 8.76 10.10 795
Other scope 1 0.05 0.05 0.05
Scope 1 total? 8.81w 10.16wW 8.00w
Distribution electricity network tosses 0.61 0.77 0.97
Otherscope2 011 0.14 0.15
Scope 2 total? 0.72w 0.91 112
Raw fuels purchased 1.27 . 142 097
Gas sold ' 791 9.07 9.11
Transmission electricity network losses 0.09 0.11 0.29
Other scope 3 0.02 0.02 0.02
Scope 3 totalt* 9.29w 10.63 10.39
Total emissions 18.83W 21.70 19.51

.

SSE's GHG data has been assured since 2015/16. Improvements in data reporting over this time has led to the

restatement of some of the previous year's data points.

1 The figure for generation emissions adjusts the figure from SSE-owned generation {in GB and Ireland) to
include energy bought in under power purchase agreements.

2 Scope 1 comprises electricity generation, operational vehicles and fixed generation, sulphur hexafluoride
emissions and gas consumption in buildings.

3 Scope 2 comprises electricity consumption in operations {generation, transmission and distribution) and non-

operation buildings and distribution losses. In 2018/19 there was a change in the approach used for scope 2
" data coltection and as a result 2016/17 and 2017/18 figures have been restated.
4 Scope 3 comprises emissions that occur outside of the organisation in support of its activities. Scope 3
emissions include upstream emissions associated with the extraction, refining and transport of raw fuels
" purchased, SHE Transmission losses, gas sold and business travel.
S GHG emissions from SGN's activities are excluded (SGN reports these separately). GHG emissions from other
Joint Ventures are also excluded.

Generation output (GWh) and electricity generation carbon emissions {million tonnes CO,e)

B Coal output B Gas and oil output
Electricity generation carbon emissions

B Renewables output
B Multifuel output =
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SSE'’s carbon intensity performance
In 2017/18, SSE set a new target to reduce the
carbon intensity of its electricity production
by 50% by 2030, based on 2018 levels.
Meeting this ambition means the carbon
intensity of SSE's generated electricity is
targeted to be around 150gCO,e/kWh by

. 2030. If achieved, SSE will have cut its carbon

intensity by 75% from 2006 levels.

Between 2017/18 and 2018/19 the carbon
intensity SSE's generated electricity fell by 7%,
from 305gC0O,e/kWh to 284gCO,e/kWh, as
a result of changes in its generation output
mix. SSE had a record year of renewable
generation output and this, combined with

a reduction in the coal-fired generation and
gas- and oil-fired generation output, resulted
in the reduction in carbon intensity.

Carbon intensity of SSE's generated
electricity (gCO,e/kWh)

2018/19: 284

2017/18: 305

This made a welcome contribution to

SSE's long-term carbon intensity target. it is
important to note that SSE does not expect
the achievement of this target in 2030 to
have followed a linear year-to-year reduction
path. Market driven and weather related
fluctuations may mean there are some years
in which emissions'may rise. However, SSE
fully expects to achieve jts 2030 target and
the long-term trend continues to be of
significant reduction in the carbon intensity
of the electricity it generates.

Towards a science-based target
The carbon emitted from SSE's electricity
generation activities is its most material
environmental impact, but other direct and
indirect carbon emissions arise as a result
of its business activities, which contribute
to SSE’s total carbon emissions. v

White SSE's current 2030 carbon intensity
target has been set in line with climate
science, SSE will establish additional targets
across its other sources of carbon emissions
in order to set a comprehensive science-
based target. SSE will outline further targets
that relate to these other emissions before
31 March 2020.



Governance

Governing climate-related issues

“ SSE's Chief Executive has lead responsibility
for climate-related issues, including at Board-
level. The Board is responsible for setting the
Group strategy direction and, when setting
strategic objectives, it considers all material
influencing factors including those relating'
to climate change. ‘

During 2018/19, the Executive Committee
was responsible for implementing the Group
strategy set by the Board and driving climate-
related performance programmes across the
organisation. The Executive Committee is
supported in fulfilling its work in relation to
climate-related performance by the Safety,
Health and Environment (SHE} Committee,
as well as through support from SSE's Group
Sustainability team. In addition to this,
climate-related issues are managed within
each business unit.

In addition, the company has appointed
its first Chief Sustainability Officer (CSO),
reporting directly to the Chief Executive -
one of only a small number of FTSE 100 firms
to do so. With the role effective as of 1 April
2019, the CSO advises the Board, Executive
Committee and business units on climate-
related matters and provides support in the
implementation of relevant initiatives.

Increasing accountability for
addressing climate change

In March 2019, SSE announced four stretching
2030 Goals to help it achieve its business
strategy. Three of these goals, including SSE's
2030 carbon intensity target, are focused on
addressing the challenge of climate change
and supporting the low-carbon transition.

To demonstrate its commitment to these
Goals, SSE's senior management team will
be judged on their progress against them,
which will be directly linked to executive
performance measures from 2019/20
onwards. More detail can be found in the
Remuneration Report on page 139(8.

Responsible resource use

Managing water use

In 2018/19, SSE’s operations abstracted a total of 25,131 mlluon m? of water compared to
24,044 miltlion m* in 2017/18. The vast majority was abstracted by SSE's hydro generation
operations and is therefore returned almost immediately to the environment - only 5.6
million m?, of this water was consumed in 2018/19 compared to 7.6 million m?in 2017/18. The
decrease in water consumed was a result of reduced running of thermal generation plantin
2018/19; whilst the overall increase in water abstracted and returned in this period was a result
of increased generation from SSE's hydro generation assets. None of SSE's core operatlons
have an impact on water-stressed areas.

Enhanced disclosure around SSE's water use is detailed in its Sustainability Report 2019 and
in SSE's CDP Water submission which is publicly available at sse.com/sustainability La.

Total water consumed (million m3)

2018/19: 5.6

2017/18:76

Water abstraction, consumption and return (million m?)

2018/19 2017/18 2016/17
Total water abstracted 25,131.0W 24,0443 W 22,6589 W
Total water consumed 5.6W 76 W 51w
Total water abstracted and returned 24,037.3W 22,654.5W

25,126.1%

1 2018/9 data covers SSE's operations in the, GB and Ireland. Previous years' data only covered GB but has not
been restated as the impact was immaterial to the overall totals.

Managing air emissions
SSE continues to invest in operating practuces and technologies that reduce or remove air

_pollutants from its generation processes. n 2018/19, SSE's thermal generation sites emitted

1,345 tonnes of sulphur dioxide and 6,124 tonnes of oxides of nitrogen. This compares to
1,916 and 6,305 tonnes respectively in 2017/18. The decrease in air emissions was due to
reduced running of thermal generation plant in 2018/19.

Air emissionsv from SSE’s thermal generation plants

2018/19 2017/18 2016/17
Sulphur dioxide (tonnes)! 1,345 1,916 1,822
Nitrogen oxide {tonnes)! 6,124 6,305 6,143
Total thermal generation output (GWh) 21,056 23,670 18,341

1 Figuresinclude Irish thermal generation air emissions data for the periods between 1 January and
31 December and GB thermal generation air emissions data for the periods between 1 April and 31 March.
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PEOPLE

Through their shared talents, skills and values, SSE's employees enable the company to
create long-term value for shareholders and for society. SSE must therefore create an
engaging and supportive environment where people want to work and where they can
contribute and develop. Core to this, and meeting SSE's strategic challenges, is being a
responsible employer that respects individuals and values the workforce as a whole.

Performance summary

Unit 2018/19 2017/18
Total employees Headcount! 20,370 20,786
Gender split of employees Headcount ! male/female 13,974/6,396 114,321/6,464

(% male/female) (68.6/31.4) -(68.9/31.1)
Gender split of Board of Directors Headcount? male/female 7/3 7/3

. ) (% male/female) {70/30) (70/30)

Gender split of senior management? Headcount* male/female 44/10 38/9

{% mate/female) . (81.5/18.5) (80.9/19.1)
Total Recordable Injury Rate (efnployees Per 100,000 hours worked 0.16 0.20
and contractors combined) :
Retention/turnover rate % 86.8/13.2 86.3/13.7
Total internal and external recruitment Number (% internal) 3,430 (32.5%) 3,899 (33.8%)
Average length of service Years 9.8 9.5
Employees on permanent contracts % 95.1 95.3
Learning and development expend'iture5 Em 111 124
Investment in pipeline programmes ¢ Em 17.2 154
Average training per FTE, Hours 22 22 .
Speak up contacts made’ Number 112 105

1 Asat 31 March in each financial year. Figures inctude all SSE UK and Ireland employees, excludes contingent/agency stafr
As at 31 March in each financial year. For more information see page 102&.

N

3 SSE defines "Senior management” for these purposes as its Executive Committee and direct reports as at 31 March each year, which ties in with the Hampton-Atexander
and UK Corporate Governance Code definitions and best reflects strategic decision-making and oversight within the company. The figures for the Executive Committee
include the relevant members of the Committee in each financial year, as welt as the Company Secretary and MD Corporate Affairs and Sustainability, who attend all
Committee meetings. Administration employees have not been included when calculating the direct reports to these individuals. Note that significant changes were
made as at 1 April 2019, see the "Gender balance” section on page 34 (8 for more detail.

4 Asat 31 Marchin each financial year.

5 Totalinternal and external tearning and development expenditure excluding pipeline prograrnme mvestmenl 2017/18 figures have been restated to inctude relevam

investment data not previously captured.

6 Total cost of apprentice, graduate, Téchnical Skills Trainee and other pipeline programmes, including salary costs.

7 Number of contacts made through both internal mechanisms and through SSE’s externally hosted whistleblowing channel. Flguresare for calendar year.
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Relevant policies

and documents

- Safety and Health Policy

- Inclusion and Diversity Policy

- Employment Standards Policy

- Learning and Talent Policy

- Human Rights Policy

- Speak up {Whistleblowing) Policy

- Anti-Bribery and Corruption Policy

- Responsible Procurement Charter

- Doing the right thing: A guide to
ethical business conduct for SSE
employees

- Gender pay gap reporting

- Modern Slavery Statement 2019

For more information see the
. Sustainability Report 2019 & and
sse.com/sustainability £0.

Strategic workforce
challenges

SSE is undergoing a significant
transformation with a clear focus on core
businesses empowered to succeed in their
part of the energy sector. This, combined
with unprecedented change in the energy
industry as a whole, creates a changing
employment landscape. Within that context,
the strategic workforce challenges facing
SSE remain consistent: a growing skills gap
and skills shortages within the energy sector
in the next few years, and a material lack of
diversity within energy sector workforces
(which contributes to the skills gap and
shortage). Together these challenges
underpin the need to attract as broad

and inclusive a pool of talent as possible.

SSE is using this evolving world of work as
an opportunity to influence and develop

its workforce strategy. Under SSE's new
operating model, greater decentralisation
of corporate functions will lead to the core
business areas having a more bespoke
approach to their human capital strategies.
Whilst this wilt allow greater flexibility

and more accountability within individual
businesses, a common culture, including
agreed standards around SSE's commitment
to responsible employment practices, and
its approach to employee engagement will
be set at Group-level and remain.core. SSE
believes that more business-specific people
strategies, engagement and consultation
forums, will enable a more agile, better
engaged and productive workforce overall.

Governance

Governing workforce issues
SSE's Chief Executive is responsible for
leading SSE's Human Resources strategy,
supported by the work of SSE's Director
of Human Resources. Over 2018/19 SSE's |
Group Governance, Culture and Controls
Committee had oversight of the “People
and Culture” Group Principal Risk.

SSE's Governance Framework, as described
in the Directors’ Report across pages 110 and
1118, is designed to support the Company's
values, standards and processes. It helps
ensure SSE is a respectful and inclusive place
to work where employees are treated fairly.

SSE has a range of employment policies
which clearly detail the standards, processes,
expectations and responsibilities of its
people and the organisation. The policies
are designed to ensure that everyone,
including those with existing or new
disabilities and people of all backgrounds,
are treated with respect, fairness and in an
inclusive way from the recruitment process
and all the way through their career at SSE,
whether that means access to appropriate
training, development opportunities or job
progression.

The Nomination Committee ensures the
Board, its Committees and SSE's senior
management have the right balance of
skills, knowledge and experience, to ensure
the long-term success of SSE. In particular,
the Committee reviews SSE's succession
planning and talent development processes,
and aims to promote a culture at SSE which
is inclusive and diverse by taking account

of a wide range of perspectives. More detail
can be found in the Nomination Committee
Report on pages 100 to 103 8.

Workforce Disclosure Initiative '
SSE remains committed to providing
transparent and detailed disclosure of
workforce issues and metrics. The Workforce
Disclosure Initiative (WDI) launched in

2017 in response to investor concerns that
company reporting on workforce issues
does not provide the comparable and
meaningful information they seek. Following
its participation and support during the pilot
of the survey in 2017/18, SSE again provided a
detailed and publicly available submission to
the first full year of the WDI in 2018/19.

Development
and progression

Training, skills and development
At the end of 2018/19, SSE's 20,370
employees had an average length of service
of just over 9.8 years. This means that the
SSE workforce had more than 200,000
years of service within the company — a
unique embodiment of experience, skills
and knowledge of how SSE can best deliver
value. Retaining and developing a workforce
fit for the future low-carbon energy sector,
is essential to SSE's long-term success. This
means developing and up-skilling employees
as technology develops and refreshing

the workforce through a programme of

_recruitment that replaces key skills that wilt

retire from the business. A key element of
this approach is attracting a wider range

of people and skilts into the sector by
conveying a clear message that SSE provides
sustainable jobs and an opportunity to
develop skills and a career with SSE.

Over 2018/19, SSE invested £11.1m in internal
and external learning and development,
compared to £12.4m in 2017/18. This small
reduction was both as a result of a decrease

_ in Retail Technical Training within Metering

as a result of having mainly developed

a smart metering workforce during the
previous period and an ongoing move to
more online learning delivery. Almost 1,100
people participated in Leadership and Talent
Development programmes, an increase of
over 25% from the year before.

Total learning and development investment

2018/19: £28.2m

2017/18: £278m

Including pipeline programmes, SSE invested
a total of £28.2m in training and skills over
2018/19 and delivered an average of 22
hours of training per full-time equivalent
employee in 2018/19, consistent with

the year before. Over the past five years

SSE has delivered over 600,000 learning
interventions. In addition, SSE offers a range
of opportunities for employees to gain
experience related development exposure
through secondments and other activities.
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People continued

Pipeline programmes

Investing in a pipeline of skilled individuals
in preparation for the 2020s and to deliver
SSE's business strategy is essential. These -
programmes provide the business with core
critical skills in areas such as electricians,
jointers, electrical engineers, wind farm
technicians, plant operators and future
project engineers.

SSE's investment in its technical pipeline
programmes (apprentices, Technical Skills
Trainees, engineering and IT graduates,
and social mobility programmes such as
Barnardo's Works, Career Ready and other
smaller pipeline development programmes}
increased again in 2018/19, from £15.4m
to-£17.2m. This increase was mainly due to
an increase in SMART metering apprentices
early in 2018. This brings SSE’s total
investment in pipeline programmes

over the past five years to over £65m.

The number of people on one of SSE's
pipeline programmes also increased
between 2017/18 and 2018/19, from 1,110
to 1,239. This means that around 6% of SSE’s
total workforce was on one of its pipeline
programmes, 60% of which were on one

of SSE's apprenticeship programmes. SSE
measures the quality of its apprenticeships
against other providers using the UK
Government “apprenticeship qualification
achievement rates (QARY)". In 2018/19, SSE
scored 94.6% in the apprenticeship QAR,
significantly above the national industry
benchmark of 67% and a substantial
improvement from 78.9% the year before.
This improvement was a result of a more
focused approach by different business units
in ensuring their apprentices achieve good
outcomes and choose to stay with SSE.

- Inclusion and diversity

Inclusion strategy

An inclusive and diverse workforce is seen
as a key priority for the future growth and
success of SSE's business. Progress and
performance were reviewed by the Executive
Committee on a quarterly basis and by

the Nomination Committee twice per year
in 2018/19. From 2019/20, SSE's Group
Executive Committee will review progress
on a monthly basis. Detail of the SSE plc
Board's activities around this issue can be
found on pages 102 and 103 (8.

As well as being an active member of the
UNGC Diversity and inciusion Working

- Group, SSE has been working with inclusion
experts Equal Approach since 2017 to
develop and implement a targeted Inclusion
Strategy which encourages more difference
IN, ON and UP at SSE. Driving this approach
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in SSE is an understanding that greater
inclusion will drive more diversity across the
business, and that a more diverse workplace
means access to a wider pool of talent and
leads to better debate, decisions and delivery.

Over 2018/19 SSE worked with Equal
Approach to rerun its “return on inclusion”
calculation which assesses the financial value
Created for the company for every £1 invested
in inclusion initiatives. Equal Approach found
that, as of 31 March 2018, SSE had achieved

a return of £7.51 per £1 invested through its
new approach which is focused on creating

a more inclusive organisation. This is a
significant improvement from the year
before when SSE generated a £4.52 return

for every £1 invested in gender initiatives,

and an important step towards reaching SSE's
£15 return target by 2021. SSE and Equal
Approach won the Diversity Award in the
Utility Week Awards 2018 for this innovative
work and progress in the delivery of results.

Read more. about SSE's Inclusion Strategy
in the Decent Work and Economic Growth -
section of the Sustainability Report 2019 B.

Gender balance

The drive for greater gender balance across
its business has been a key element of SSE's
inclusion strategy, with SSE taking action in
line with its "IN, ON; UP" approach: bring
more women “IN” to the company, create
the conditions where women want to stay
"ON" with SSE, and support women to move
"UP" in the organisation. in 2018/19, SSE

was again included within the Bloomberg
Gender-Equality Index, one of just 230
companies globally. SSE has also published
its full UK gender pay gap statistics with detail
of progress made against its action ptan, well

_inadvance of UK Government requirements

for the fourth yeat in a row within its
Sustainability Report 2019. SSE's UK median
gender pay gap as at 5 April 2019 was 21.0%.

Workforce gender split {(proportion female)

2018/19: 31.4%

2017/18: 31.1%

’

Progress was also made over 2018/19 to
ensure more women at SSE's highest levels,
in line with SSE's three gender balance
ambitions for senior management which were
setin 2017/18 in response to the Hampton-
Alexander Review. The reorganisation of
SSE's business agreed over 2018/19, and
subsequently implemented, provided an
opportunity to progress careers of senior
female leaders with effect from 1 April 2019.
As at 31 March 2019, SSE's Group Executive
Committee and its direct reports {excluding

administrative employees) was comprised
of just 18.5% women. However, as at 1 April
2019 this increased to 23.2%. While there is
clearty more progress to be made in SSE's
ultimate goal of gender balance at all levels,
SSE believes this marks important progress for
the company. To read about SSE's progress
against its gender balance ambitions,
including its new ambition set in 2018/19 for
33% female membership of the Board on
average over a three-year rolling period see
the Sustainability Report 2019 B.

Agile working

A key strand of the inclusion strategy is to
create a workplace that allows employees
flexibility in how they work. SSE has invested
in agile working and has been focused on
advertising as many roles as it can under
the “happy to talk flexible working” banner.
Around 80% of roles are currently posted
with this commitment.

Fair work practices.

Responsible employer ethos

SSE is a committed responsible employer
and its long-standing ethos of progressing
and promoting employees from within, a
preference for carrying out longer term work
in-house, focusing on the UK and Ireland,
and a commitment to creating an inclusive
culture remains unchanged.

A record year for safety
Safety is SSE's first priority, with all employees

-guided by its mantra “if it's not safe, we

don‘tdoit”. In 2016/17, SSE set itself a series

of targets to reach by the end of 2020/21,
including to reduce its combined Total
Recordable Injury Rate (TRIR) per 100,000
hours worked for employees and contractors
by 50% and to have no life changing injuries.
SSE ended 2018/19 with strong progress made
towards reaching these targets. Its combined
TRIR was 0.16 {target of 0.17), compared to
0.20 in 2017/18 and there were 82 injuries
compared to 104 for the same period last
year. Most importantly, the company had
significantly fewer potentially life-changing
injuries, from 13 in 2017/18 to three in 2018/19.

SSE is also commiitted to employee
wellbeing with a strong focus on health-
related initiatives in 2018/19, and support
for employees with mental health issues,
through a network of Mental Health First
Aiders and support from specialist providers.

Read more about SSE's 2018/19 safety and
health performance and activities in the
Safety, Health and Environment Advisory
Committee Report on pages 113 to 115 18
and within the “Do no harm” section of SSE's

. Sustainability Report 2019.



A Living Wage and Living Hours
Millions of people across the UK and Ireland
face issues of low pay and insecure and
unpredictable working hours. In September
2018, SSE celebrated its fifth anniversary of
being an accredited Living Wage employer.
SSE has taken a leading role in Living Wage
Scotland since it was established in 2014. In
2018/19, SSE also joined the UK-wide Living
Hours Steering Group to advise the Living
Wage Foundation on this new initiative.
“Living Hours" aims to set a new standard to
reduce under-employment and insecurity
around working hours.

Employee benefits and reward
Recognising there are many ways to reward
people beyond remuneration, SSE has an
extensive range of benefits available for its
employees. Back in 2017, SSE launched new
" and improved employee benefits, including
enhanced maternity, paternity and adoptive
pay, Emergency Day Passes, Technology
Loans and SSE Advantage which offers
savings and cashback deals. Other benefits
range from employees being given the
opportunity to volunteer a working day each
year to good causes, to financial education
and advice services, free counselling support
sessions, energy discounts, a cycle-to-work
scheme and the opportunity to buy up to 10
extra holiday days each year.

Reinforcing a healthy and

ethical business culture

A healthy, ethical business culture supports
value creation within organisations.
Conversely, an unhealthy culture which
promotes wrongdoing presents a significant
business risk. SSE has a robust governance
structure in place to support and promote
the rules and values needed to assist its
employees in the decisions they made and
the actions they take. The “Doing the right
thing: A guide to ethical business conduct
for SSE employees” sets out the behaviours
and principles of behaviour expected of all
employees at SSE, focusing on topics such
as bribery and corruption, fraud, human
rights and inclusion. SSE has several policies
which outline SSE's expectations around
employee conduct and the procedures and
processes for when and how to speak up
about wrongdoing. This includes SSE's Speak
Up (Whistleblowing) Policy, Anti-Bribery and
Corruption Policy and Human Rights Policy.
Regular ethics and compliance training is
mandatory for all SSE employees.

Since introducing an externally hosted
whistleblowing channel in 2015, SSE has been
actively encouraging employees to Speak Up
against any wrongdoing within the company.
As a result of its efforts, the number of Speak

Up contacts made through internal and
external channels has continued to increase
each year, increasing from 105 in 2017/18 to
112in 2018/19.

Speak up contacts made

2018/19:112

2017/18:105

SSE believes that open and transparent
disclosure around this issue is important

in demonstrating its commitment to fully
investigating and dealing with concerns raised
in a serious and confidential manner. Further
information on SSE's Speak Up statistics and
its “Listen, Act, Protect” programme can be
found in the “Do no Harm” section of the
Sustainability Report 2019.

Human rights and modern slavery
SSE has zero tolerance to modern slavery

in all its forms and continues to take action
to mitigate against the risk of modern
slavery and human rights violations within
its direct operations and supply chain. SSE's
Human Rights Policy, which is published on
the SSE website, outlines the fundamentat
principles that guide SSE, recognising that

in both its direct employment and through
its supply chain, human rights must be
actively respected and promoted. SSE

has also published its fourth and most
transparent Modern Slavery Statement yet,
providing a detailed account of action taken
over 2018/19 and plans for future action in
2019/20. This Statement can be found on the
sse.com homepage Lo,

Employee voice

Industrial relations

The right of employees to join a trade union
is recognised as a fundamental right within
SSE's Human Rights Policy. Furthermore, the
freedom of association and right to collective
bargaining is enshrined within the UN Global
Compact, which SSE became a signatory of
in 2018/19. SSE recognises four trade unions
and a Joint Negotiating and Consultative
Committee (JINCC), which covers 65.2% of
all SSE employees, provides the structure by
which industrial relations are conducted. SSE
looks to engage with its trade union partners
on a wider range of issues and has had
engagement sessions with senior managers
and the non-Executive Director Sue Bruce,
both in her capacity as Remuneration
Committee Chair and the non-Executive
Director for Employee Engagement on a range
of business-related issues as well as discussions
on SSE's approach to executive pay.

Board engagement with
employees to support
sustainable decision-making
In November 2018 the Board approved
the appointment of Sue Bruce as the
non-Executive Director for Employee
Engagement. This newly-created role *
has been designed to enhance existing
Board oversight on employee views
and complements existing employee
engagement channels. Further details
of the initial work and activities which
have been undertaken to date are set
out on page 95 6.

Great Place to Work survey

In June 2018, 78% of SSE employees
participated in the Great Place to Work
“pulse” survey. SSE's 2018 engagement index
dropped by 5% compared with 2017, to 68%.
This survey was undertaken during one of
the biggest changes to SSE's business in
over 20 years — the proposed demerger of
SSE Energy Services - and so this result was
not unexpected. The results of the survey
identified many areas of consistency and
improvement in teams across the business,
which have translated into action taken in
2018/19. For more detail on these actions,
see the Sustainability Report 2019.

Performance management
Employees at all levels within SSE are
measured against the same framework,
and the formal bi-annual performance
review sessions are designed to feedback
to employees on their performance as well
as provide structured career conversations
which encourage employees to think
about their opportunities for personal and
professional development. SSE's well-
established approach to performance
management has a structured framework
which assesses employee performance
against individual agreed objectives as well
as alignment to the company core values
of Safety, Service, Efficiency, Sustainability,
Excellence and Teamwork.

‘Saving and investing with SSE

SSE believes that the proportion of
employees that save for their future and
directly invest in the company are good
indicators for their commitment to the
company. At the end of 2018/19, 94.5%

of employees chose to plan and save for
their pension with SSE, increasing slightly
from 94% in 2017/18. In 2018/19, 33.6% of
employees participated in the SSE Sharesave
scheme and 65.4% participated in the Share
Incentive Plan. A new Sharesave plan was not
offered during 2018/19 due to the proposed
SSE Energy Services transaction, but is
planned to be offered during 2019/20.
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Financial review

DELIVERING FOR |
OUR SHAREHOLDERS

In what proved to be a difficult year,
SSE demonstrated yet again its ability
to create and unlock real valuc for
shareholders through excellence in

project delivery and well-timed disposals.

Gregor Alexander
Finance Director

"SSE's long-term strategic
focus on renewable energy

“and regulated electricity

“networks is clear”
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Our financial results for 2018/19 fell short of what we
had hoped to achieve at the start of the year, mainly as a
result of the operating loss incurred in management of
our energy portfolio. Important changes have now been
made to the way in which SSE manages its exposure to
energy commodities and more detail is provided in this
section and on pages 68 and 92 8.

SSE's long-term strategic focus on renewabte 'energy and
regulated electricity networks is clear. These businesses,

* which make up the majority of SSE's assets and earnings,

performed well in 2018/19 and are also well-positioned.
for future success. )

We believe SSE should maintain a strong balance sheet. |
In 2018/19 Moody's and Standard and Poor’'s moved
SSE's credit ratings down, but they remain among the
strongest held by private sector utilities across Europe

and should not have a significant impact on our ability -
to secure funding at competitive rates.

We will continue to be a major investor in assets and
infrastructure that have a part to play in the transition
to a low-carbon electricity system, with around £1.5bn
investment forecast for 2019/20. In making investment
decisions, we will be guided by strict financial disciptine
and will only invest where returns are expected to be
greater than the cost of capital.

In 2018/19 we again demonstrated our ability to create
and unlock value from developing and operating, as well
as owning, energy assets and businesses. We generated

‘over £1bn in proceeds from transactions, thanks to

our approach of partnering and securing value for
shareholders at appropriate times.

This underpins our commitment to a dividend that
remunerates shareholders over the long-term. Our
primary financial objective for 2018/19 was the delivery
of a full-year dividend of 97.5p per share. This represents
the first year of a five-year dividend plan all the way to
2023, to which we remain committed.

Itis likely that 2019/20 will present further headwinds

as a result of the persistent uncertainty in our operating
environment; but the quality of SSE's assets and businesses,
and our optionality and agility, mean we are well-placed to

. deliver on our strategy and to create value in a sustainable

way for years to come. :



Group financial overview

The following tables provide a summary of Group Financial Performance. The definitions SSE uses for adjusted measures are consistently
applied and are explained.in the Alternative Performance Measures section of this document, before the Summary Financial Statements.

SSE Energy Services has been bresented as a discontinued operation in the Summary Financial Statements, and therefore has been excluded
from profit and loss based measures in the tables below in the current and comparative periods. As the Group continues to fund the business,
the assets and liabilities held for disposal have been included in adjusted capex and adjusted net debt measures.

Key Adjusted Financial Metrics

March 19 March 18 March 17
. Em Em £m
Adjusted Operating Profit 5 1,1376 1,554.8 1,604.6
Adjusted Net Finance Costs 4119 375.5 328.1
Adjusted Profit before Tax [ 725.7 1,179.3 1,276.5
Adjusted Current Tax (credit)/charge (6.8) 825 103.8
Adjusted Profit after Tax E<) 7325 1,096.8 1,172.7
Less: hybrid equity coupon payments 46.6 98.5 119.3-
Adjusted Profit After Tax attributable to ordinary shareholders 685.9 998.3 .1,0534
Adjusted EPS - pence 671 . ~ 988 104.3
Number of shares for basic/reported and adjusted EPS (million) 1,021.7 1,0109 1,009.7
Shares in issue at 31 March (m} 1,039.1 1,023.0 1,015.6
Key Reported Financial Metrllcs Mach1o  Marchi8  Marchi?
Em Em Em
Reported Operating Profit 1,692.2 1,157.4 1,763.3
Reported Net Finance Costs 321.6 293.0 1639
Reported Profit before Tax 1,370.6 864.4 1,599.4
Reported Tax (credit)/charge (57.6) 116.4 224
‘Reported Profit after Tax on continuing operations 1,428.2 748.0 1,577.0
Reported Profit for the period on discontinued operations 27.5 1721 141.8
Reported Profit/(Loss) after Tax 1,455.7 920.1 1,718.8
Less: hybrid equity coupon payments 46.6 98.5 119.3
Reported Profit/(Loss) After Tax attributable to ordlnary shareholders? 1,409.1 821.6 1,599.5
Reported earnings per share on continuing operations — pence . 135.2 64.3 1444
1 After distributions to hybrid capital holders.
DIVIdend per Share March 19 March 18 March 17
Interim Dividend pence 29.3 28.4 274
Final Dividend pence 68.2 66.3 639
Full Year Dividend pence 975 94.7 913"
Increase % 3.0% 37% 2.1%
Dividend Cover times/SSE’s adjusted EPS 0.69x 1.04x 1.08x
Excludes SSE EnerAgy Services held for disposal.
Debt metrics March 19 March 18 March 17
Adjusted net debt and hybrids (Em) &4 | (9,385.5) (9,221.8) (8,483.0)
Average debt maturity (years) 70 79 8.8
Adjusted interest cover {excluding SGN) times & . 2.8 5.0 6.0
Adjusted interest cover (including SGN) times &%) 2.8 4.3 4.7
Average interest rate for the period excluding JV/assoc. interest and all hybrid coupon payments) 3.28% 3.56% 3.66%
Average cost of debt at period end {including all hybrid coupon payments) R 3.70% 3.84% 4.10%
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Adjusted EBITDA by Segment (Earnings before Interest,
Tax, Deprecnatlon & Amortisation) =5

March 19

“March 18

March 17

Em £m Em
Electricity Generation ~ Renewables ! 694.0 - 692.2 580.3.
Electricity Generation - Thermal 323 163.5 169.0
Total Electricity Generation 726.3 855.7 - 749.3
EPM (284.9) 46.0 T 97
Gas Production 150.5 153.0 170.6
Gas Storage 4.7) (5.6) (12.1)
Wholesale 587.2 1,049.1 898.1
Electricity Transmission 3186 256.1 313.6
Electricity Distribution 532.3 5421 543.2
SGN (SSE's 50% share reducing to 33% frorn 26 Oct 2016) 2343 2211 310.3
Networks 1,085.2 1,019.3 1,167.1
Business Energy , 519 64.5 89.7
Airtricity 46.2 40.8 49.0
Enterprise 59.6 53.6 55.8
Retail remaining as part of SSE 1577 158.9 194.5
Corporate Unallocated 385 64.5 379
Total Adjusted EBITDA : 18686 2,291.8 2,297.6
Adjusted Operating Profit/(Loss) by Segment March19  Marchis  Marchi?
Em £m Em
Electricity Generation —-Renewables 4559 4759 391.5
Electricity Generation - Thermal (22.3) 107.8 1235
Total Electricity Generation 433.6 583.7 515.0
EPM (284.9) 46.0 (9.7)
Gas Production 489 34.0 26.4
Gas Storage (5.7) (6.5) (13.0)
Wholesale ~ 191.9 - 657.2 518.7
Electricity Transmission 2521 195.6 263.7
Electricity Distribution . 4013 402.2 4334
SGN (SSE's 50% share reducing to 33% from 26 Oct 2016) 176.8 1653 239.4
Networks 830.2° 763.1 936.5
Business Energy 51.6 64.2 89.4
Airtricity 386 33.0 427
Enterprise 31.8 269 16.7
Retail remaining as part of SSE 122.0 1241 148.8
Corporate Unallocated (6.5) 10.4 0.6
Total Adjusted Operating Profit 1,137.6 1,554.8 1,604.6
Held for dlsposal March 19 March 18 March 17
Em £m £m
SSE Energy Services ~ Energy Supply 84.0 260.4 260.8
- SSE Energy Services - Energy related services 5.6 18.3 127
Total SSE Energy Services 89.6 278.7 2735
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Reported Operating Profit/(Loss) by Segment

March 19 March 18 March 17
Em £m £m
Electricity Generation 1,192.3 523.4 544.8
EPM (613.1) (43.1) 191.3
Gas Production 78.6 (70.7) (201.1)
Gas Storage (57) " (6.5) (36.8)
Wholesale 652.1 403.1 498.2
Electricity Transmission 2521 195.6 263.7
Electricity Distribution 401.3 402.2 433.4
SGN (SSE's 50% share) reduced to 33% from 26 Oct 2016 851 718 151.7
Networks . 738.5 669.6 848.8
Business Energy 516 64.2 73.0
Airtricity 386 269 427
Enterprise 318 151 . 167
Retail remaining as part of SSE 122.0 106.2 132:4
Corporate Unallocated 179.6 (21.5) 2839
Total Reported Oberating Profit/(Loss) 1,692.2 11574 1,763.3
Held for disposal '
SSE Energy Services ~ Energy Supply 29.7 2035 1717
SSE Energy Services — Energy related services 5.6 - 183 55
Total SSE Energy Services 353 221.8 177.2

A reconciliation of adjusted operating profit by segment to reported operating profit by segment can be found in note 5.1 {iii) to the Summary

Financial Statements.

Investment and Capex Summary (adjusted)

March 19 March 19 March 18 March 17
Share % Em Em Em
Electricity Generation — Thermal . 13% 1877 89.0 108.6
Electricity Generation — Renewables 23% 326.1 301.7 366.4
Gas Storage 0% .07 18 0.2
Gas Production. 2% 279 65.5 729
Total Wholesale 38% 542.4 458.0 548.1
Electricity Transmission 24% 3440 4342 . 505.0 -
Electricity Distribution 24% 340.7 326.1 2847
Total Networks 48% 6847 - 760.3 789.7
Business Energy 0% - 09 0.3
Airtricity 0% 12 0.6 -
Enterprise 2% 19.8 619 58.7
Total Remaining Retail and Enterprise 2% 21.0 63.4 59.0
Other 5% 72.2 110.5 145.4
SSE Energy Services — Energy Supply - 7% 98.2 100.9 172.5
SSE Energy Services — Energy Related Services 0% 44 99 11.5
Total investment and capital expenditure (adjusted) =% 100% 1,4229 1,503.0 1,726.2
Net finance costs reconciliation March19: * March 18 March 17
£m £fm Em
Adjusted net finance costs 4119 375.5 328.1
Add/(less):
Finance lease interest (28.6) (30.8) (33.1)
Notional interest arising on discounted provisions (17.4) (16.3) (14.2)
Hybrid equity coupon payment 46.6 98.5 1193
Adjusted finance costs for interest cover calculation 4125 4269 4001
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SSE Principal Sources of debt funding

March 19 March 18 March 17
Bonds 46% 49% 41%
Hybrid debt and equity securities 22% 23% 33%
European investment bank loans 12% 13% 11%
US private placement 9% 10% 10%
Index-linked debt & short term funding 11% 5% 5%
% of total SSE borrowings secured at a fixed rate 88% 90% 91%

Rat'ng Agency Rating Criteria 'Date of Issue
Moody's Baal stable outlook “Low teens” Retained Cash Flow/Net Debt December 2018
Standard and Poor’s BBB+ outlook stable About 18% Funds From Operations/Net Debt December 2018
Contributing to employees’ pension schemes - |AS 19 March1s  Machis  March17
) Em Em £m
Net pension scheme asset recognised in the balance sheet before deferred tax 2871 3345 70.5
Employer cash contributions Scottish Hydro Electric scheme . 126 29.0 36.2
Deficit repair contribution included above - 14.0 140
Employer cash contributions Southern Electric scheme 66.3 689 76.3
Deficit repair contribution included above 475 459 1.2

During the year the SSE Group finalised the triennial valuation of the Scottish Hydro Electric Pension Scheme which resulted in a net surplus
on the scheme at 31 March 2019 of £537.7m on an |AS 19 basis. Together with the deficit in the Southern Electric scheme this results in the
net surplus of £287.1m for both schemes shown in the table above. The Group recognised a £9.3m exceptional charge in relation to the
equalisation of guaranteed minimum pension payments, following the High Court ruling in the Lloyds Banking Group Pensions Trustees

Limited vs. Lloyds Bank plc case.

Additional information on employee pension schemes can be found in note 23 to the Financial Statements.

Group Financial Review

This SSE group financial review covers SSE's
financial performance and outlook, capital
investment, balance sheet and tax payments.

Adjusted operating profit

Adjusted operating profits/(losses) in SSE's
business segments for the year to 31 March
2019 are as set out below; comparisons are
with the same twelve months to 31 March
2018 unless otherwise stated:

Wholesale Businesses

Electricity Generation — Thermal: an
adjusted operating loss of £(22.3)m was
recorded, compared with an adjusted
operating profit of £107.8m, mainly reflecting
a combination of cessation of Power
Purchase Agreements {PPAs), losses at SSE's
remaining coal-fired power station at Fiddler's
Ferry and an outage at Great Island CCGT.

In 2019/20, subject to plant performance
and the impact of the renewable energy
output on the electricity system, thermal
generation is currently expected to earn
adjusted operating profit of around £150m,
including £122m of suspended Capacity
Market payments relating to contracts for
the period after suspension in 2018/19

and all of 2019/20. '
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Electricity Generation — Renewables:
Volumes of etectricity increased following
the commissioning of new capacity,
however renewables adjusted operating
profit decreased to £455.9m from £4759m
mainly due to the fact that renewable output
in 2018/19 was sold at a lower achieved price
than in the previous year.

In 2019/20, subject to the impact of the
weather on output of renewable energy and
plant performance, renewable generation

is expected to earn adjusted operating

profit of around £525m, including £26m

of suspended Capacity Market payments
relating to contracts for the period after
suspension in 2018/19 and all of 2019/20.
This is based on SSE's renewable capacity at
¢.4GW (including Beatrice) with an expected
average annual electricity output of around
11.5TWh, based on normal weather.

Additional information on SSE's hedging
approach can be found in “SSE'S Approach
To Hedging: May Update” published

on sse.com L. :

The reported operating profit for Electricity
Generation as a whole was £1,192.3m
compared to £523.4m. The increase is
primarily due to exceptional gains on sale
(including fair value uplift) resulting from: the
part disposals of Stronelairg and.Dunmaglass
(£733.0m}); Clyde (£74.2m); and the Seagreen
impairment reversal of (£14.2m); partly offset

by the impact of a lower achieved price for
renewable output in 2018/19,

Energy Portfolio Management: an adjusted
operating loss of £{284.9)m compares to an
adjusted operating profit of £46.0m in the
previous year, but is slightly lower than the
forecast adjusted operating loss of around
E{300)m'set out in November 2018.

The reportéd operating loss was £613.1m
compared to a loss of £43.1m in prior year.
The reported operating loss increased in
the year due to losses on settled derivatives
as noted above, as well as mark-to-market '
losses on unsettled derivatives of £328.2m,
compared to a mark-to-market loss of
£89.1m in prior year.

In 2019/20 EPM still expects to report an
adjusted operating loss of around £115m, but
with the potential variation around this now
reduced to +/- £15m. Losses in both years
are primarily due to the negative impact of
persistently high gas prices on SSE's energy
position. From 2020/21, EPM is expected

- to earn a small adjusted operating profit

through service provision.

Gas Production: adjusted operating
profitincreased to £48.9m compared to
£34A0rn>, mostly due to lower depreciation,
higher achieved price and the absence of
exploratory write-offs, partially offset by

" lower volumes in the period.



The reported operating profit was £78.6m
compared to a reported operating loss of
{£70.7m) due to impairment reversals versus
impairment charges the previous year,
reflecting the annual revision of reserve
estimates.

Gas Storage: market conditions remain
challenging and an adjusted and reported
operating loss of £{5.7)m was recorded,
compared to an adjusted and reported
operating loss of £{6.5)m.

Networks Businesses

Electricity Transmission: adjusted and
reported operating profit increased to
£252.1m compared to £195.6m, mainly due
to the phasing of income recovery including
a one off payment relating to Beauly-

Denny. In 2019/20, Transmission’s adjusted
operating profit is expected to be lower, at
just over £200m, partly because the increase
in 2018/19 included the one-off payment.

Electricity Distribution: adjusted and
reported operating profit of £401.3m

was broadly in line with that reported in

the previous year of £402.2m, with lower
volumes distributed offset by lower non-
controllable costs. In 2019/20, Distribution’s
adjusted operating profit is again expected
to be around £400m.

SGN: adjusted operating profit increased to
£176.8m compared to £165.3m mainly due to
an expected increase in regulatory income.

In 2019/20, SSE expects to derive adjusted
operating profit from SGN that is closer to
£200m. The reported operating profit was
£85.1m compared to £71.8m due to the
expected increase in regulatory income.

Retail Businesses

Energy Supply (SSE Business Energy):
adjusted and reported operating profit
reduced to £51.6m from £64.2m, mostly

due to a combination of lower volumes and
higher costs including Supplier of Last Resort
(SoLR) mutualisation charges. ’

SSE Airtricity: adjusted and reported
operating profit increased to £38.6m from
£33.0m adjusted operating profit (£E26.9m
reported), mainly due to better performance
on bad debts and overheads.

SSE Enterprise: adjusted operating profit
increased to £31.8m from £26.9m mainly
due to improved performance in Contracting
and Telecoms. Reported operating profit
increased from £15.1m to £31.8m due to

one off exceptional charges for onerous
contracts in the prior year.

Corporate Unallocated

An adjusted operating loss of £(6.5)m was
recorded compared to an adjusted operating
profit of £10.4m due to Group restructuring
costs and investment write-offs. A reported

-operating profit of £179.6m was recorded due

to an exceptional credit of £189.9m ihcluding
the gain on sale of SSE Telecommunications
of £235.4m and an exceptional receipt -
from the sale of Indigo Pipelines of £54.3m
offset by exceptional impairment charges,
compared to a reported operating loss of
£(21.5m} in the prior year which included
exceptional charges of £30.6m.

Discontinued Operations
— SSE Energy Services

SSE Energy Services — Energy Supply
(households in GB): adjusted operating
profit fell to £84.0m from £260.4m, mainly
due to the decision to shield customers
from wholesale price increases during 2018,
together with the impact of the Default Tariff
Cap between January and March 2019 and
lower customer numbers, partially offset by
the expiry of a Power Purchase Agreement
(PPA). :

The reported operating profit was £29.7m,
compared to £203.5m, due to the reasons
outlined above, in addition to current year
impairments of IT systems totalling £54.3m
versus exceptional impairment charges of
£56.9m in the prior year.

SSE Energy Services — Energy-related
Services: adjusted and reported operating
profit felt to £5.6m compared to £18.3m,
mainly due to reduced profits in metering
and retail telecoms.

Adoption of IFRS 15

On 1 April 2018 the SSE Group adopted
International Financial Reporting Standard
15 (IFRS 15) “Revenue from Contracts with
Customers” which increased the Group's
opening reserves by £2.5m and reduced
operating profit on continuing operations
by £4.5m in the year ended 31 March 2019.
The adoption of the standard resulted in

a significant presentational adjustment to
the income statement, as the SSE Group
now presents optimisation purchase and
sale transactions of commodities net in

the income statement. This adjustment,
while having no impact on operating profit,
reduced the Group's turnover by £18,989.7m
and cost of sales by £18,985.2m in the year.

Eamings . .
Adjusted earnings per share

To monitor its financial performance over
the medium term, SSE reports on its adjusted
earnings per share measure. This measure

is calculated by excluding the charge for
deferred tax, interest costs on net pension
liabilities, exceptional items, depreciation

on fair value adjustments and the impact of
certain re-measurements. The SSE . Group
has included an adjustment to exclude
depreciation on fair value uplifts in the year
following the part disposals of Stronelairg
and Dunmaglass wind farms and SSE
Telecommunications. This adjustment has
been made to exclude the recurring expense
arising on significant one-off gains, which
are treated as exceptional when recognised.

SSE's adjusted EPS measure provides

an important and meaningful measure
of underlying financial performance. In
adjusting for depreciation on fair value

“adjustments, exceptionalitems and certain

re-measurements, adjusted EPS reflects
SSE's internal performance management,
avoids the volatility associated with mark-
to-market IFRS 9 re-measurements and
means that items deemed to be exceptional
due to their nature and scale do not distort
the presentation of SSE's underlying

results. For more detail on these and other
adjusted items please refer to the Adjusted
Performance Measures section of this report.

In the twelve months to 31 March 2019, SSE's
adjusted earnings per share on continuing

- operations was 67.1 pence, compared

to 98.8 pence for the twelve months to

31 March 2018. As expected, it reflects

the impact of the issues set out in SSE's
Trading Statement on 12 September 2018,
mainly the loss incurred in Energy Portfolio
Management.

Summarising the impact of
Movements on Derivatives
Operating derivatives

SSE enters into forward purchase contracts
{for power, gas and other commodities)

to meet the future demands of its energy
supply businesses and to optimise the value
of its Generation assets and its investments
in Gas Production. Some of these contracts
are determined to be derivative financial

" instruments under IFRS 9 and as such are

required to be recorded at their fair value
as at the date of the financial statements.
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SSE shows the change in the fair value of
these forward contracts separately as this
mark-to-market movement does not reflect
the realised operating performance of the
businesses. The underlying value of these
contracts is recognised as the relevant
commodity is delivered, which for the large
majority of the position at 31 March 2019 is
expected to be in the next 12 to 24 months.

The £328.2m IFRS 9 adverse movement on
operating derivatives in the year to 31 March
2019 arose mainly from a deterioration in
the fair value of forward gas contracts. White
indicative of a direction of travel there are
limitations to the IFRS 9 measure if using it to
assess SSE's commodity exposure, namely:
— The IFRS 9 values do not reflect all
contracts but only those designated
as “held for trading”; and
- TheIFRS 9 movement in operating
derivatives represents the position up
to 31 March 2019 and does not reflect
price movements and actions taken
since that date.

~ The SSE Group has assessed its exposure
to counterparty credit risk on derivative
contracts due to the size of the derivative
portfolio. Following that review, which
considered factors such as the credit rating
of its counterparties and Master Netting
Agreements in place, the Group assessed
there is no material increase in credit risk.

Financing derivatives

In addition to the losses recognised on
operating derivatives, there were losses of
£44.8m recognised on the remeasurement
of financing derivatives at 31 March 2019.
These are primarity due to the impact of weak
Sterling and Euro against the Dollar on cross
currency swaps and hybrid debt, partially
offset by the impact of Sterling strength
against the Euro and lower interest rates on
bond cross currency and interest rate swaps.

These remeasurements are also presented
separately as they do not represent
underlying business performance in the
period. The result on financing derivatives
will be recognised in adjusted profit before
" tax when the derivatives are settled.
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Exceptlonal Items

In the year to 31 March 2019, SSE recognised a net exceptional credit of £1,039.9m before
tax. The following table provides a summary of the key components making up the net

credit position:

Exceptionatl Fair Value
items Uplift Totat
Em £m gm
Wind farm capacity sales {inc. fair value uplift) 438.0 369.2 807.2
Telecoms sale {inc. fair value uplift) 116.1 1119.3 2354
Indigo Pipelines sale 54.3 54.3
Total gains on sale {inc. fair value uplift) 608.4 488.5 1,096.9
Net impairments/impairment reversals 0.2 0.2
Retdil separation and transaction costs {47.9) (47.9)
GMP equalisation charge (pension “true up®) (9.3) (9.3)
Total exceptiohal items 5514 488.5 1,039.9

In addition to the above, SSE Energy Services recognised exceptional charges of £54.3m

* .in relation to discontinued marketing and customer data management software assets.

For a full description of the net exceptional credit see note 7 of the Financial Statements.

Reported Profit/(Loss) Before Tax

and Earnings Per Share

Reported results for the year to 31 March
2019 are significantly higher than those

for the previous year; mainly due to the
impact of the exceptional gains on disposal

.recognised in the year.

The re-measurement loss and the gains on

disposals are explained in the more detail in

the relevant sections throughout this report

anad are the main driver for: - :

- Areported profit before tax on contlnulng
operations of £1,370.6m being recorded
for the year to 31 March 2019 compared to
a reported profit before tax on continuing
operations of £864.4m for the previous
year; and

- Avreported profit per share on continuing
operations of 135.2p being recorded for
the year to 31 March 2019 compared to a
reported profit per share of 64.3p for the
previous year;

Dividend

Remunerating shareholders’ investment
through payment of dividends

SSE's strategy, set out in May 2018, is to
create value for shareholders and society
from developing, operating and owning
energy and related infrastructure and
services in a sustainable way.

The first financial objective of this strategy
is to remunerate shareholders’ investment
through the payment of dividends. SSE
believes that its dividends should be
sustainable, based on the quality and nature
of its assets and operations, the earnings
derived and the value created from them
and the longer-term financial outlook.

In line with this and reflecting the underlying
quality and value of its assets and earnings,
the cash flows they deliver and the value that
can be created from them, SSE's ptan for the
dividend for the five years to 2023 is as set
out in May 2018:

- For 2018/19, SSE is recommending a
full-year dividend of 97.5 pence per share
with the final dividend related to this of
68.2 pence per share.

- For 2019/20, SSE intends to recommend
a full-year dividend for 2019/20 of
80 pence per share. This provides a
sustainable basis for future dividend
growth and will not be affected by the
final option selected for the future of SSE
Energy Services.

- For2020/21, 2021/22 and 2022/23 SSE is
targeting annual'increases in the full-year
dividend that at least keep pace with RPI

“inflation. This reflects SSE's confidence
in the quality and value of its assets and
earnings and cash flows they detiver.



Investment and

Capital Expenditure

Central to SSE's strategic framework is efficient
and disciplined investment in developing

and building assets, mainly in economically-
regulated energy networks and renewable
sources of energy. In practice, this means

that investment should be in line with SSE's
commitment to strong financial management,
consistent with the goals for 2030 adopted

in March 2019 and, consistent with its vision

of being a leading energy company in a low-
carbon world and consistent with its targets
for 2030 adopted in March 2019.

Investing efficiently in energy
assets that the UK and Ireland
need in 2018/19

During the year to 31 March 2019, SSE's

investment and capital expenditure

(including SSE Energy Services) totalled over

£1.42bn, including over £1bn investment in

renewable energy and regulated electricity
networks. This is lower than the £1.7bn total
. investment previously indicated as it excludes

E£195m of investment in onshore wind and

telecoms assets which were subsequently

disposed of within the year. The remaining
investment and capital expenditure included
the following:

- A major investment programme in -~
electricity networks totalling over £680m
(48% of SSE's total investment and capital
expenditure).

- Thisincludes the completion,
commissioning and energisation of the
Caithness-Moray electricity transmission
link. With an agreed altowance of £1.1bn,
Caithness-Moray has been the largest
single investment undertaken by the SSE
Group to date. Transmission investment
and capital expenditure also included
work on the Knocknagael-Tomatin and

- Beauly-Keith reinforcements, and the
Fort Augustus — Fort William upgrade.
Together with Caithness-Moray, these
four projects made up around half of
Transmission’s £344m investment and
capital expenditure in the year.

— Electricity Distribution investment

. and capital expenditure makes up the
other half of the network spend and
consists primarily of asset replacement
and reinforcement projects including
the replacement of subsea cables
and several overhead line circuits in
Scotland and Central Southern England.
This investment, alongsidé continued
upgrading of the electricity distribution
network to meet the changing needs
of customers, will further increase the

. total Regulated Asset Value (RAV) of
SSE's networks businesses.

- Further investment in renewable energy
in GB and Ireland totalling £326m (23%
of the total). The vast majority of this
spend relates to SSE's equity share of
the Beatrice offshore wind farm, the
final turbine of which was compteted
in May 2019. SSE's share of this project-
financed wind farm is 235MW (40%).
Total renewable investment and capital
expenditure in the year excludes the
spend associated with Stronelairg
(288MW) onshore wind farm which
was partly disposed of in the year.

- SSE's flexibte thermal gas-fired power
stations will play a key partin the
transition to a low-carbon economy.
Investment in complementary flexible
thermal generation totalled £188m (13%
of the total) during 2018/19, including
the Keadby 2 and Ferrybridge Multifuel 2
projects, along with development spend
on the Slough Multifuel project.

- SSE Energy Services investment of
£103m mainly relates to infrastructure to
support SSE Energy Services’ regulatory
obligation to install smart meters for its
energy supply customers as part of the
UK's Smart Metering rollout. At 31 March
2019, SSE had well over one mitlion smart
meters on supply in customers’ homes.
Post installation, SSE's meters transfer to
a contracted Meter Asset Provider and

. SSE's investment and capital expenditure
excludes the capital cost of installation
and meter assets.

- Inaddition, £20m was invested in
Enterprise, mainly supporting Utility

Solutions projects and £72m in Corporate

Services, which was mainly on IT.

Investing efficiently in energy
assets that the UK and Ireland
need - a five-year plan

SSE's strategy is to create value for
shareholders and society from developing,
operating and owning energy and related
infrastructure and services in a sustainable
way. Central to this is investing in assets for
which returns are expected to be clearly
greater than the cost of capital. New
assets should complement SSE's existing
portfolio of assets and their development
and construction should be governed and

"executed in an efficient manner and in

line with SSE's commitment to strong
financial management.

SSE is now one year into its plan for total
investment and capital expenditure of
around £6bn across the five years to March
2023. Economically-regulated electricity
networks and renewable sources of energy
are expected to account for around 70% of
this. As is to be expected, the investment is
weighted more towards the first half of the
five-year period than the second; with £1.4bn
incurred in 2018/19 plus £138m in relation to
Stronelairg and £57m relating to Telecoms
and around £1.5bn currently planned for
2019/20.

Around 85% of the £6bn is either already
spent or committed. It includes around £3bn
of investment in electricity networks, which
should support further growth in the RAV of
SSE's energy networks businesses to around
£10bn in 2023 (this includes SSE’s stake in
SGN}. It also includes investment in electricity
generation such as a new £350m highly
efficient and flexible gas-fired power station
at Keadby 2 in Lincolnshire, an additional
multifuel plant at Slough and potential
investment in offshore wind farms.

Final investment decisions will be
determined by the need to secure returns
that are clearly greater than the cost of
capital, enhance earnings and support the
delivery of dividend commitments. Indeed,
SSE believes that strict financial discipline

is more important than ever as auctions
become an increasing feature of energy
infrastructure provision, and it will not resort
to taking on inappropriate risks or accepting
returns on investment that are financially
unsustainabte.

SSE's principal joint ventures

and associates

SSE’s financial results include contributions
from equity interests in joint ventures

("JVs") and associates, all of which are
equity accounted. The details of the most
significant of these are included in the table
below. This table also highlights SSE's share
of off-balance sheet debt associated with its
equity interests in JVs, which, including SGN,
is just under £2.3bn as at 31 March 2019.
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SSE principal JVs and associates

SSE holding

Asset type
Seabank Power 1,140MW CCGT 50%
Marchwood Power 840MW CCGT 50%
Clyde Wind Farm {Scotland) 522MW onshore wind farm 50.1%
Walney (UK) Offshore Wind Farms 367MW offshore wind farm - 25.1%

Up to 1,200MW offshore wind farm each.
Doggerbank Wind Farms Up to 3,600MW total 50%
Scotia Gas Networks Gas distribution network 33.3%
Ferrybridge Multifuel Energy 68MW multifuet 50%
Ferrybridge Multifuel Energy 2 70MW multifuel 50%
Reatrice Offshore Wind Farm Ltd  588MW offshaire wind farm 40%

105MW onshore wind farm
Cloosh Valley Wind Farm (part of Galway Wind Park) 25%
SSE Telecoms Private telecoms network 50%
Stronelairg Wind Farm 228MW onshore wind farm . 50.1%
Dunmaglass Wind Farm 94MW onshore wind farm 50.1%

SSE share of
external debt SSE Shareholder loans
as at 31 March 2019 as at 31 March 2019

. No external debt
No external debt
No external debt
No external debt

No loans outstanding
£71m

£127m

No loans outstanding

No externaldebt  £24m
£1,533m £109m
No externaldebt  £110m
No external debt  £134m
E119m
£720m (Project financed)
€38m Project financed
No externaldebt  £27m
No external debt  E89m
No externaldebt  £47m

Greater Gabbard, a 504MW offshore wind farm (SSE share 50%) is proportionally consolidated and is reported as a Joint Operation with no loans outstanding.

SSE’s share of Seagreen Wind Energy Ltd (Phase 1 up to 1,050MW) increased to 100% in September 2018. SSE paid Fluor Ltd. £118m in October 2018 for its 50% share,
taking 100% ownership of the company and consofidating it into the Group balance sheet. It is therefore no longer a JV and so is not shown in the table above.

SSE's share of Clyde wind farm reduced to 50.1% from 65% in May 2018.

SSE's share of Cloosh wind farms reduced to 25% from 50% in March 2019.

SSE's share of SSE Telecoms reduced to 50% in March 2019.

SSE’s share of Stronelairg and Dunmaglass wind farms reduced to 50.1% in March 2019.

Financial management

and balance sheet

Maintaining a strong balance sheet
As a long-term business, SSE believes it
should maintain a strong balance sheet,
illustrated by its commitment to robust
ratios for both Retained Cash Flow (RCF)/
Net debt and Funds From Operations (FFO)/
Net debt. SSE believes that a strong balance
sheet enables it to secure funding from debt
investors at competitive and efficient rates
and take decisions that are focused on the
long term. ’

While the A3/A- ratings helped illustrate

the quality and resilience of the SSE group

of businesses, they were not fundamental

to it and in December 2018, both Moody's
and Standard and Poor's downgraded SSE's
credit rating one notch following completion -
of both agencies’ reviews which had been
announced in September 2018.

With its high-quality portfolio of assets

and increasing focus on regulated energy
networks and renewable sources of energy,
SSE believes its new credit rating metrics are
sustainable and consistent with an ability

to secure funding from debt investors at
competitive and efficient rates.
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Moody's rating

SSE's rating moved from "A3 review for

downgrade” to “Baal stable outlook”

consistent with the following guideline
credit metrics:

- aRCF/Net debt metrics of around 11% in
2018/19 and 2019/20, trending toward
the low teens in percentage terms; and

- aFFO/Net debt ratio of around 20%.

Standard and Poor’s rating

SSE's rating moved from "A-negative watch”
to “BBB+ outlook stable” consistent with the
following guideline credit metric:

- aFFO/Net debt ratio of about 18%.

Adjusted net debt

and hybrid capital

SSE’s adjusted net debt and hybrid capital
was £9.4bn at 31 March 2019, slightly lower
than expected reflecting the interim dividend
Scrip uptake of almost 47% and year end fair
value adjustments. The overall level of net
debt and hybrid capital largely reflects SSE’s
ongoing investment programme.

Opportunism and agility will continue to

be important and investment expenditure
and future net debt could be impacted if
there were opportunities to create value
from disposing of assets, or from further
investments or acquisitions. Financial
results also have an impact on net debt; and

management of net debt will be one of the
options for using proceeds from any future
disposals of businesses, assets or investments.

Adjusted net debt excludes finance leases
and includes outstanding liquid funds that »
relate to wholesale energy transactions.
Adjusted net.debt at 31 March 2019 also
includes an accounting increase of £139.1m
as a result of fair value adjustments.

A reconciliation of adjusted net debt and
hybrid capital to reported net debt is
provided in the table headed Adjusted Net
Debt and Hybrid Capital in the Alternative
Performance Measures section of this
statement.

The fair value adjustment relates to marked-
to-market movements on cross-currency
swaps and floating rate swaps that are classed
as fair value hedges under |IAS 39. The hedges
ensure that any movement in the fair value of
net debt is offset by an equivalent movement
in the derivative position.

The fair value increase in net debt was driven
by both Sterling and Euro weakness against
the US Dollar partially offset by lower interest

. rates during the year to 31 March 2019. This

benefit is offset by an equivalent increase
to the “in the money” derivative position of
SSE’s fair value hedges.



Hybrid Bonds'summary

Vatue Em equivalent —

parts areissuedin € and $

Coupon Rate per annum

Accounting Treatment

First Call Date

Hybrid Bonds September 2012 £1bn Allin rate 5.625% Equity accounted Redeemed Oct 2017
Hybrid Bonds March 2015 E1.2bn Allin rate 4.01% Equity accounted September 2020

. ’ & April 2021
Hybrid Bonds March 2017 Elbn Allin rate 3.02% Debt accounted September 2022

Further details on each hybrid bond can be found in note 22.5 to the Financial Statements.

The proceeds from March 2017 £1.0bn Hybrid Bonds, all in rate 3.02%, were used on 2 October 2017 to redeem the Hybrid Bonds issued in
2012, atan all-in rate of 5.6%. The additional costs of carrying additional hybrids for six months was outweighed by the savings realised over

the life of the new hybrid.

Equity hybrid coupon payments reduced to £46.6m in 2018/2019 compared to £98.5m for the same period in the previous year reflecting the
full benefit of the replacement hybrid's lower coupon rate. A table noting the amounts, timing and accounting treatment of coupon payments

is shown below.

Hybrid coupon payments' s

Total equity {cash) accounted
Total debt (accrual) accounted
_ Total hybrid coupon

1718

HYa FYa
£57m £99m
£15m £30m

£129m

£72m.

18/19 19/20

HYa FYa HYe FYe
E47m £47m E47m £47m
E15m E30m £15m £30m
£62m £77m £62m £77m

SSE’'s September 2012 and March 2015 Hybrid Bonds are perpetual instruments and are therefore accounted for as pari of equity within the
Financial Statements but, as in previous years, have been included within SSE's "Adjusted net debt and hybrid capital” to aid comparability.

The March 2017 Hybrid Bonds have a fixed redemption date and are therefore debt accounted and included within Loans and Other

Borrowings.

The coupon payments relating to the September 2012 and March 2015 equity accounted hybrid bonds are presented as distributions to other
equity holders and are reflected within adjusted earnings per share when paid. The coupon payments on the March 2017 debt accounted
hybrid bonds are treated as-finance costs under IFRS. : :

SSE has confirmed that the criteria applied by the Ratihg Agencies, Moody's and Standard and Poor’s, will result in broadly the same value
of hybrid equity treatment as that of previous years.

Managing net finance costs

SSE’s adjusted net finance costs, including
interest on debt accounted hybrid bonds .
but not equity accounted hybrid bonds,
were £411.9m in the year to 31 March 2019,
compared to £375.5m for the previous year.
This reflected higher net debt during the year
and higher JV interest costs.

Reported net finance costs were £321.6m,
compared to £293.0m, reflecting an increase
in both the mark-to-market loss on financing
derivatives and increased underlying interest
costs due to higher net debt.

Excluding the impact of IFRS 16 (accounting
for leases), adjusted net finance costs in
2019/20 are expected to increase to just over
£450m reflecting: additional JV interest costs
from Beatrice; and lower capitalised interest.

Summarising cash

and cash equivalents ‘

At 31 March 2019, SSE's adjusted net debt
included cash and cash equivalents of -
£0.5bn, up from £0.2bn at March 2018.
Medium term borrowings reaching maturity
in 2019/20 total £0.2bn, comprising USPP
(£67m) and Term Loan (£107m) while there is
also £497m of short-term Commercial Paper
due t6 mature in 2019/20.

The cash collateral value increased by
£269.1m in the year and totalled £344.2m

at 31 March 2019. The increase relates to
collateral required to cover out of the money
commodity positions.

The cash and cash equivalents total
presented on the consolidated balance sheet
does notinclude £95.2m relating to the SSE

~ Energy Service Group which is presented

within assets held for disposal within the
Summiary Financial Statements.

Focusing on effective financial
management: debt issuance and
treasury facilities in 2018/19
During the year to 31 March 2019, SSE
successfully issued its second Green Bond

" — a €650m, nine year bond with a coupon

of 1.375% which has been fully swapped
to Sterling giving an all-in rate of 2.58%.
This followed the €600m 0.875%, seven-
year Green Bond SSE issued in September
2017; and will continue to help SSE to take
a leading role in supporting the transition
towards a low-carbon future, through its
plans to continue to invest in renewable
energy and reaffirm its position as a leader
in renewable sources of energy.

During October 2018 SSE also issued a
€200m two-year Floating Rate Note that was
fully swapped back to Sterling giving an all-in
floating rate of GBP Libor plus 50.5bps.
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In March 2019, SSE refinanced its £1.3bn
Revolving Credit Facility (RCF) to have an
extended maturity date of March 2024 with
an option to extend by two years to 2026.
This is now classified as a Sustainable RCF
with interest rate and fees paid dependant on
SSE's performance in environmental, social
and governance matters, as assessed by an
independeént ESG ratings agency, Vigeo Eiris.

Refinancing over the medium term

Following the debt that matured in October

2018 (referenced above) SSE's next significant

potential refinancing mitestones are:

- June 2020 when it will redeem its
€600m/2% coupon bond; and

- September 2020 which is the first call
date for the £750m/3.875% coupon
equity accounted Hybrid.

Maintaining a prudent

Treasury policy )

SSE's treasury policy is designed to be
prudent and flexible. In line with that, cash
from operations is first used to finance
regulatory and maintenance capital
expenditure and then dividend payments,
with capital and investment expenditure for
growth generally financed by a combination
of: cash from operations; bank borrowings
and bond issuance.

As a matter of policy, a minimum of 50% of
SSE's debt is subject to fixed rates of interest.
- Within this policy framework, SSE borrows
as required on different interest bases, with
financial instruments being used to achieve’
the desired out-turn interest rate profile.
At 31 March 2019, 88% of SSE's borrowings
were at fixed rates.

Borrowings are mainly in Sterling and
Euros to reflect the underlying currency
denomination of assets and cash flows
within SSE. All other foreign currency
borrowings are swapped back into either
Sterling or Euros.

Transactional foreign exchange risk arises in
respect of: procurement contracts; fuel and
carbon purchasing; commaodity hedging and
energy portfolio management operations;
and long-term service agreements for plant.
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SSE’s policy is to hedge any material
transactional foreign exchange risks through
the use of forward currency purchases and/
or financial instruments. Translational foreign
exchange risk arises in respect of overseas
investments; hedging in respect of such
exposures is determined as appropriate to
the circumstances on a case-by-case basis.
Overall, while SSE has kept its treasury policy

“under review following the result of the UK's

EU Referendum in June 2016, it has so far
identified no need for change.

'Ensuring a strong debt structure

through medium and long-term

‘borrowings

Ability to raise funds at competitive rates
is fundamental to investment. SSE’s fund-
raising over the last five years, including
hybrid capital and term loans, now totals
£5.8bn-and SSE's objective is to maintain
areasonable range of debt maturities. Its
average debt maturity, excluding hybrid
securities, at 31 March 2019 was 7.0 years,
compared with 7.9 years at 31 March 2018.
The reduction in debt maturity reflects
SSE's recent debt issuance which has taken

" advantage of the best value on the maturity

curve; and SSE's average cost of debt is
now 3.7%.

SSE's debt structure remains strong, and
on 31 March 2019 it had around £9.5bn of
medium/tong term borrowings in the form

of issued bonds, European investment Bank

debt, hybrid securities and other loans.

Going concern

The Directors regularly review the Group's
funding structure and have assessed that

the Financial Statements should be prepared
on a going concern basis. In making their -
assessment the Directors have assessed

the forecast future cashflows of the SSE
Group taking account of the expectation

of continued available liquidity in the
commercial paper market. In addition, the
SSE Group still has significant headroom on -
its committed borrowing facilities while the”
next signifiéant refinancing of external debt
is not due untit 2020. i

" Operating a Scrip

Dividend Scheme

The renewal of SSE's Scrip Dividend Scheme
was approved by shareholders at its 2018
AGM. The Scrip Dividend Scheme gives

" shareholders the option to receive new, fully

paid ordinary shares in the Company in place
of their cash dividend payments. It therefore
reduces cash outflow and so supports the
balance sheet. ' .

The average Scrip dividend take-up since
2010 is 25%. The Scrip dividend uptake
during financial year 2018/19 was:

- 21% for the 2017/18 final dividend, and
— 47% for the 2018/19 interim dividend.

In May 2018 SSE announced that, if Scrip
take-up of the full-year dividend exceeded
20%, it intended to buy back shares so that
its dilutive effect is not excessive, starting
with the 2018/19 full year dividend. SSE

. believes this strikes the right balance in terms

of giving shareholders choice, potentially
securing cash dividend payment savings
and managing the number of additional
shares issued.

Taxation

SSE is one of the UK's biggest taxpayers,
and in the survey published in December
2018 was ranked 14th out of the 100 Group
of Companies in 2018 in terms of taxes
borne ({those which represent a cost to

the company and ‘which are reflected in

its financial results).

SSE considers being a responsible taxpayer a
core element of being a responsible member
of society. SSE seeks to pay the right amount
of tax on its profits, in the right place, at the
right time, and continues to be the only FTSE
100 company to have been awarded the Fair
Tax Mark. While SSE has an obligation to its
customers and shareholders to efficiently
manage its total tax liability, it does not seek
to use the tax system in a way it does not
consider it was meant to operate, or use

“tax havens"” to reduce its tax liabilities.

SSE understands it also has an obligation
to the society in which it operates, and from

. which it benefits - for example, tax receipts

are vital for the public services SSE relies
upon. Therefore, SSE's tax policy is to operate
within both the letter and spirit of the law at
all times.



In October 2018, SSE published Talking Tax
2018: Being transparent about tax. It did
this because it believes building trust with
stakeholders on issues relating to tax is
important to the long-term sustainability
of the business.

In the year to 31 March 2019, SSE paid

£403.6m of taxes on profits, property taxes,

environmental taxes, and employment taxes

in the UK, compared with £484.1m in the

previous year. The decrease in total taxes

. paid in 2018/19 compared with the previous

year was primarily due to a reduction in

corporation tax paid, this being driven by

two factors: .

~ Corporation tax is a tax on the profit
companies make. After a challenging
year for its business, SSE's underlying
profits fell substantially in 2018/19
compared to 2017/18, and a tax refund
was received from HMRC as a result
of surrendering losses from SSE's E&GP

business against non-E&P profits. SSE atso

. made significant gains during 2018/19 on
the sate of shares in group companies,
those gains qualifying for Substantiat
Shareholdings Exemption and not
therefore being taxable.

- The UK and Irish Governments
encourage companies to invest in capital
projects because it is good for the
economy and good for jobs. One way
they do that is incentivising this business
behaviour with tax relief by way of capital
allowances. SSE continued to invest

significantly in major projects throughout

2018/19, obtaining capital allowances on
both that spend and amounts invested in
earlier years.

In 2017/18 SSE atso paid €14.6m of taxes in

Ireland, compared to €22.6m the previous

year. Ireland is the only country outside the
UK in which it has any trading operations.

As with other key financial indicators, SSE's
focus is on adjusted profit before tax, and in
line with that, SSE believes that the adjusted
current tax charge on that profit is the

tax measure that best reflects underlying
performance. SSE’s adjusted current tax rate,
based on adjusted profit before tax, is (0.9%),
as compared with 9.0% in 2017/18 on the
same basis. The reduction is primarily due to
the lower corporation tax charge for the year

~on SSE's reduced underlying profits, being

more than eliminated by tax credits from
earlier years. As SSE has continued to invest
heavily in capital projects, at a time when
profits are reduced, the capital allowances
obtained on that expenditure also has a

‘more significant impact on SSE’s adjusted

current tax rate for the year.

Gregor Alexander
Finance Director
21 May 2019
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Operating review

WHOLESALE
BUSINESSES

SSE's Wholesale segment consists of four business areas:

Energy Portfolio Management (EPM); Electricity Generation;’

Gas Production; and Gas Storage. It represents a balanced
portfolio of businesses, assets, contracts and investment

opportunltles

Adjusted operating profit — £m

191.9

The businesses in SSE's Wholesale segment
source, produce and store energy through
energy portfolio management, electricity

generation, gas production and gas storage.

Reported operating profit — £m

652.1

The businesses in SSE's Wholesale segment
source, produce and store energy through
energy portfolio management, electricity
generation, gas production and gas storage.

Renewable generation
' capacity - MW

3,767

SSE develops, owns and operates four
classes of renewable energy capacity:
onshore wind farms; offshore wind farms;
conventional hydro-electric schemes; and
pumped storage.

Total generation
capacity - MW

10, 532

SSE's capacity for generating electricity
{including joint ventures} comprises 5,221MW
of gas- and oil-fired generation; 1,510MW of
coal-fired generation; 3,767MW of renewable
energy; and 34MW of multifuel plant.

Renewable generation
output - GWh

9,779

Output of electricity from SSE's on- and

offshore wind farms, conventional hydro-

electric schemes and pumped storage

power station at Foyers. Electricity

output in any one year is subject to
weather conditions.
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Adjusted [~?M] capital expendlture
and investment - £m

542.4

Capital expenditure and investment
in Wholesale is primarily in renewable
generation.

“In 2018 we took the
important decision to
create SSE Renewables,
in line with our strategy
to give greater focus to
our renewable energy
assets, operations and
developments. We have
a unique portfolio and
this will give investors
and other stakeholders
greater visibility of
assets, earnings and
opportunities from -
2019/20 onwards.”

Martin Pibworth
Energy Director



SSE has an onshore wind farm
development pipeline of over
© one gigawatt (GW).

Of this pipeline, over 500MW has
consent for development and SSE is
seeking planning amendments to allow
for more advanced turbine technology.
Onshore and offshore combined, and at
various stages of development, SSE has
a pipeline of around... .

8GW
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Operating review continued
Wholesale continued

Wholesale Key Performance Indicators

March 19 March 18
Electricity Generation and Energy Portfolio Manégement (EPM)
Renewable adjusted operating profit - Em == 455.9 475.9
Thermal adjusted operating (loss)/profit — Em @4 _R23) 107.8
Total Electricity Generation adjusted operating profit — £m - 433.6 583.7
Electricity Generation reported operating profit — £m 1,192.3 5234 °
EPM adjusted operating {loss)/profit - £Em &9 (284.9) 46.0
EPM reported operating {loss)/profit - Em (613.1) (43.1)
EPM and Generation adjusted capital expendnture and investment - £Em &) 513.8 390.7
GENERATION CAPACITY - MW '
Gas- and oil-fired generation capacity (GB) - 3,929 4,013
Gas- and oil-fired generation capacity {Ire) ~ 1,292 1,292
Coal-fired generation capacity - MW 1,510 1,995
Multifuel capacity - MW 34 34
Total thermal generation capacity = MW 6,765 7,334
Pumped storage capacity (GB) - 300 300
Conventional hydro capacity (GB) - 1,150 1,150
Onshore wind capacity (GB) - 1,247 1,260
- Onshore wind capacity (NI} - MW 141 141
Onshore wind capacity (ROIl) - MW 567 594
Offshore wind capacity (GB} - 344 344
Biomass capacity (GB) - 18 37
Total renewable generation capacity {inc. pumped storage) - MW 3,767 3,826
Total electricity generation capacity (GB and Ire) — 10,532 11,160
Renewable capacity qualifying for ROCs ~ MW c2,160 c2,150
GENERATION OUTPUT - GWh .
Gas- and oil-fired {inc. CHP) output (GB) - GWh 18,322 19,153
Gas- and oil-fired output (Ire) - GWh 1,861 2,739
. Coal-fired output - GWh 579 1,462
Multifuel output - GWh - 294 316
Total thermal generation — GWh 21,056 23,670
Pumped storage output - GWh 225 259
Conventional hydro output - GWh " 3,318 3171
Onshore wind output GB - GWh 2,890 2,774
Onshore wind output NI - GWh 315 306
Onshore wind output ROl - GWh 1,524 1,509 .
Offshore wind output - GWh 1,439 1,319
Biomass output GB - GWh 68 90
Total renewable generation {inc. pumped storage) - GWh 9,779 9,428
Total Generation output all plant - GWh ' 30,835 33,098
Average carbon intensity of electricity generated (gCO,e/KWh) 284 305

Note 1: Capacity is whotly-owned and share of joint ventures.

‘Note 2: Electricity output is based on SSE 100% share of wholly owned sites, 100% share of Seabank & Marchwood PPAs due to the contractual arrangement and % share

of remaining JVs in wind and muttifuel. SSE were awarded the Ferrybridge Multifuel 1 PPA October 2017.
Note 3: Onshore wind output exctudes 687GWh of constrained off generation in FY2018/19 and 406GWh in FY2017/18.
Note 4: Reduction in thermal capacity due to closure of Weston Point in Feb 19 and Unit 1 at Fiddlers Ferry March 19.

Note 5: Onshore wingd capacity reflects Stronelairg coming online in Dec 18 and part disposals of Clyde in May 18 and Stronelairg, Dunmaglass & Cloosh in March 2019.
Note 6: Slough Heat & Power Biomass Planl s financial results are reported within SSE Enterprise. Capacity and output included above. 19MWs of the plant were closed in

HY18/19.
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Introduction to the
Wholesale businesses
SSE's Wholesate businesses are involved
in electricity generation {from renewable

" and thermal sources), energy portfolio
management, gas production, and gas
storage. They operate in the UK and Iretand.

Renewable Energy (to become
known as SSE Renewabtes)
Renewable energy is one of the primary
routes for achieving decarbonisation

in the UK, Ireland and further afield.
Correspondingly, renewables are a core
business area for SSE and a key part of its
future growth plans. Further decarbonisation
of electricity, heat and transport — on the
scale envisaged by the UK Committee on
Climate Change's May 2019 report, will all
lead to further opportunities.

in November 2018, SSE announced its
plans to consolidate its renewable energy
assets in the UK and Ireland under the
banner of a new business to be known as
SSE Renewables. The new business is led

" by Managing Director, Jim Smith, and is
bringing together SSE’s existing operational
assets and those under development and
construction in onshore wind, offshore wind,
flexible hydro electricity, run-of-river hydro
electricity and pumped storage.

Renewable energy
capacity and output
Output from renewable sources, including
pumped storage, increased in 2018/19
compared to the previous year (3.8TWh
compared with 9.4TWh} which is mainty
driven by an increase in average generation
capacity during the year as Stronelairg
and Beatrice began to generate. Net
capacity at 31 March 2019 reflects the value
creating divestments at Clyde, Stronelairg,
Dunmagtass and Cloosh. SSE's overall
renewable capacity increased to 4,002MW
" in May 2019 with the delivery of the Beatrice
offshore wind farm. :

Onshore wind

Stronelairg {228MW), SSE's last wind farm

to be accredited under the Renewables
Obligation, was completed in December
2018. In March 2019, stakes in Stronelairg
and Dunmaglass, totalling 161MW secured
an average sale price of just under E4m/MW,
demonstrating the value that can be created
through the development of high-quality
assets.

In March 2019, SSE also sold 27MW of the
Cloosh Valley Wind Farm part of the Galway
Wind Park, Ireland’s largest wind farm; taking
its share of the overall site to 93MW.

SSE Renewables will continue to operate

the three wind farms and to offtake the
power. These divestments were part of SSE's
strategy to create value from development
and operation, as well as ownership, of
assets. Like other leading energy companies,
SSE is tikély to continue to operate in

this way, effectively continuing to seek a
developer and operator premium, whilst
acknowledging the increased appetite that
potential financial partners have for working
with leading developers and operators

like SSE.

SSE's onshore wind farm development
pipeline consists of over 1GW of potential
new build projects. This includes around
475MW of capacity with consent for
devetopment, some of which SSE is seeking
to optimise through planning amendments
to accommodate more advanced turbine
technology. The current focus is on the joint
venture Viking Wind Farm (up to 457MW -
SSE share 50%), located on Shetland, Strathy
South (133MW), Gordonbush Extension
(38MW), Tangy re-power {up to 49MW),

and on others requiring consent, such as
Doraville (139MW) in Northern Ireland.

SSE continues to take forward development
options for new onshore wind farms and
extensions to existing wind farms and is
well placed to take advantage of any future
opportunities as they emerge. This includes
exploring merchant opportunities for
onshore wind and considering corporate
power purchase agreements to deliver
additional renewables.

Offshore wind

The Beatrice offshore wind farm (5S88MW -
SSE share 40%) was completed in May. Phase
1 CfD payments started on 6 November 2018
and Phase 2 on 28 Aprit 2019. SSE Renewables
will operate and maintain the entire asset on
behalf of the Joint Venture, Beatrice Offshore
Wind Farm'Ltd, once complete.

CfD Allocation Round 3 (AR3) will
commence on 29 May 2019. The
Department for Business, Energy and
Industrial Strategy has confirmed the overall
budget available, the administrative strike
prices for each eligible technology, and the
‘references prices” (a measure of the average
GB market price for electricity used to
calculate the budgetary impact of each

bid during an Allocation Round).

_ SSE Renewables is actively involved in two

offshore prospects which are expected to
be eligible to enter AR3. (Viking Wind Farm

~will also be eligible to complete in AR3 as

“remote island wind")

- Seagreen Phase 1 (up to 1,050MW),
consists of the Alpha and Bravo projects.
Seagreen is wholly owned by SSE following
its acquisition of Fluor Ltd.'s 50% share of
the joint venture in September 2018.

- Dogger Bank (up to 3.6GW), is a 50:50
joint venture with Equinor to develop three
projects in the Dogger Bank zone — Creyke
Beck A, Creyke Beck B and Teesside A.
The projects are being progressed in
preparation for the CfD auction.

SSE Renewables also has interests in

the following further offshore projects

in development:

~ Seagreen Phases 2 & 3 (up to 3,200MW)

- Greater Gabbard Extension (up to 504MW
— SSE share 50%)

— Arklow Bank Wind Park in Ireland (800MW)

This means that, overall, SSE has an on- and

offshore wind development pipeline of over
8GW at varying stages of development.

SSE continues to engage with the Crown
Estate and Crown Estate Scotland on their
leasing processes for new seabed to maintain
a pipeline of offshore projects through to the
tate 2020s and beyond.

Arklow Bank Wind Park has a lease but

is awaiting details regarding the auction
processes in Ireland where the new
Renewable Electricity Support Scheme
(RESS) is awaiting State Aid approval. SSE
believes offshore wind has real opportunities
from the second RESS auction, indicatively
scheduled for 2020, with further auctions
signalled for 2021, 2023, and 2025.

Hydro

SSE's fleet of hydro electric assets continues
to deliver low-carbon power to respond to
the needs of the GB electricity system. The
focus continues to be on ensuring the fleet
is as operationally efficient and flexible as
possible. Whilst SSE has some development
assets, in the form of pumped storage,
there is not yet a clear route forward for
commercially realising the system value
that these assets could provide.

International

Extending SSE Renewables core
competencies in renewable energy to other
technologies and geographies presents
significant potentiat to add to future growth
opportunities. SSE is actively exploring
opportunities and assessing whether the right
risk/reward balance can be achieved. With a
wealth of opportunities to pursue in the UK
and Ireland, SSE will take time to evaluate
all opportunities carefully, and strict capital
discipline will be a feature of any decisions.
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Operating review continued
Wholesale continued

Flexible Thermal Generation

SSE's thermat fleet fulfils an important
function within the wider electricity market
by providing reliable capacity at scale in
response to market changes and events,
for example, unplanned nuclear outages -
and periods of low rain or wind. .

SSE's CCGTs are among the most flexible
on the GB and Irish electricity systems and
have increasingly created value from their

intra-day flexibitity. This flexibility is important .

in supporting the transition to a low-carbon
electricity system.

The UK Capacity Market is currently
suspended pending the outcome of a
European Commission investigation into

the legality of the Capacity Market payments
under state aid rules. During this standstill,
participants with Capacity Market obligations
cannot receive payments, nor will there be
mandatory collection of payments from
suppliers. If the European Commission
reaches a positive decision on state aid,

the payments will be reinstated and paid
retrospectively provided capacity obligations
have been met. Capacity Market obligations
for future delivery years would also be upheld.

The UK Government has confirmed that

an auction will take place 11-12 June for
delivery in 2019/20, replacing the T-1 auction
originally scheduled for January 2019.

The Government also intends to runa T-3
auction in January to replace the T-4 auction
originally scheduled for February 2019. These
auction results and subsequent payments
would be contingent on the outcome of

the European Commission’s investigation.

SSE has submitted evidence to the

European Commission supporting the UK
Government's position that the Capacity
Market, as designed, continues to be the best
tool to ensure security of electricity supply at
lowest cost to the customer.
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Ireland through competitive auctions:

]

ASSE’s thermal assets have been awarded the following capacity contracts in the GB and A

Station Asset type Capacity Capacity obligation
Medway (GB) CCGT 735MW SSE 100% To September 2022
Keadby {GB) CCGT .~ 755MW SSE 100% To September 2022
Peterhead (GB) CCGT 1,180MW SSE 100%  October 2018 to

September 2019
October 2021 to
September 2022
Seabank (GB) CCGT 1,164MW SSE 50% To September 2022
Marchwood (GB) CCGT 840MW SSE 50% To September 2022
Great Island {Ire) CCGT 464MW SSE 100% To September 2020
’ : October 2022 to
September 2023
Rhode (Ire) Gas/oil peaker 104MW SSE 100% To September 2020
October 2022 to
September 2023
Tawnaghmore Gas/oil peaker 104MW SSE 100% To September 2020
peaking plant {ire) October 2022 to
September 2023
Tarbert (Ire) Qil 590MW SSE 100% To September 2020

In March 2018, SSE announced the closure
of Unit 1(495MW) at what is now its only
coal-fired power station at Fiddler's Ferry
(now 1510MW). The remaining three units
have capacity obligations until September
2019 and continue to operate as normal. The
UK Government has committed to phasing
out coal-fired power stations by 2025. SSE
continues to review all commercial options
for the station with no decision yet made.
Preparation for the safe demolition of the
Ferrybridge “C” coal-fired power station is
also under way.

Future development

Construction of Ferrybridge Muttifuel 2
{69MW — SSE share 50%) is on track for
completion by the end of 2019. SSE is also
carrying out site preparation work for a
potential new multifuel plant (up to SOMW)
at Stough.

Construction of SSE's £350m, 840MW
CCGT at Keadby 2 in Lincolnshire, is under
way and is expected to be delivered by
early 2022. The project, which is adjacent
to the existing Keadby CCGT, will introduce
Siemens' first-of-a-kind, high efficiency,
gas-fired generation technology to the UK.
SSE intends to participate in future capacity
market auctions to secure an agreement for
Keadby 2.

Should market conditions warrant further -
investment in high efficiency gas-fired
generation during the transition to a
low-carbon electricity system, SSE has
opportunities to develop further CCGTs

and there is also considerable value in the
optionality of the existing sites at Ferrybridge
and Fiddler's Ferry. SSE also remains very
interested in the long-term potential of
Carbon Capture and Storage.

Energy Portfolio Management
In November, SSE published a statement
on its approach to hedging with a view to
providing enhanced clarity and transparency
to shareholders and investors. EPM has
made significant progress regarding the
new hedging approach. SSE now generally
seeks to hedge its exposure at least 12
months in advance of delivery and remains

- on track to have this approach fully in place

- from the start of the next financial year. The
Board-level Energy Markets Risk Committee,
chaired by Tony Cocker, is overseeing
implementation of the new approach.

~ For more information see SSE's updated
statement published on sse.com L@ - SSE's
Approach to Hedging: May 2019 Update.



Gas Production

GAS PRODUCTION March 19 March 18

Gas production adjusted operating profit = £m 489 34.0
Gas production reported operating profit/(loss) — Em 78.6 (70.7)
Gas production — M therms . ’ 504 543
Gas production — Mboe - . 9.00 9.05
Liquids production - Mboe ) 0.62 0.74
Gas production adjusted capital investment — Em 279 65.5
Technical review carried out annually: | . March 19 March 18
Proved Plus Probable {2P) — (MTh}) 17 19

Proved Plus Probable {2P) - (MMboe) : 29.7 338

SSE has a diverse eqdity share in over 15 producing fields across 25 licences in thfee regions
of the UK Continental Shelf: the Easington Catchment Area, the Bacton Area and Greater
Laggan Area.

The Glendronach gas discovery last year was clearly a positive development and SSE is

“ working with its partners to extract full value from the discovery. In terms of the future of
the business, in November 2018, SSE stated that Gas Production is a non-core activity that is
ultimately inconsistent with its focus on decarbonisation and it is taking active steps to prepare
for its disposal of investments in this activity. However, SSE will only complete a sale of its
equity interests when it is in the interests of shareholders and other stakeholders to do so.

Gas Storage

GAS STORAGE March19  March18
Gas storage adjusted operating (loss) - Em (5.7) 6.5)
Gas storage reported opera;ing_(loss) -f£m (5.7) .(6.5)
Gas storage customer nominations met - % 100 . 100
Gas storage adjusted capitat investment — £Em 5 0.7 1.8

The economic conditions of gas storage have been challenging in recent years however
SSE believes its assets can play an important role during the energy transition.

Following the closure of Rough capacity, SSE now holds around 40% of the UK's conventional
underground gas storage capacity, and the overall UK storage duration curve has shrunk to
around 16 days.

This loss of energy storage will be further exacerbated with the UK's continuing shift away
from coal-fired generation, taking with it the storage inherent in coal stocks. Although the

- UK has access to diverse gas supply sources, such as interconnection and LNG, gas storage
will play an important role in safeguarding the UK’s gas and electricity security of supply.

SSE's gas storage assets are well-placed to provide this service to energy users; however; in

recent years the market has undervalued this service, making it challenging to cover the cost

of maintaining and operating these assets. SSE believes that the economics are improving

slightly, and it is expected to return to profit in 2019/20, although SSE remains committed to : .
working with UK Government departments and Ofgem to ensure that the critical role of UK

storage in relation to security of supply and stability of gas price is properly rewarded.
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NETWORKS
BUSINESSES

SSE owns and operates an electricity transmission
network in Scotland and two electricity distribution
networks, in Scotland and in southern England.
Through its 33.3% stake in Scotia Gas Networks,

it is also involved in the distribution of gas.

Adjusted operating profit — £m

830.2

Profit for this business covers activity
across all electricity and gas networks -
' SSE has interests in.

Reported operating profit — £m

738.5

Profit for this business covers activity
across all electricity and gas networks
SSE has interests in.

Total Networks RAV — £m

8,729

SSE is on target to take the Regulated
Asset Value of its business to almost
E10bn by 2023.

Distribution investment and capitat
expenditure - £m

340.7

SSE owns and invests in two electricity
distribution companies: Scottish Hydro
Electric Power Distribution and Southérn
Electric Power Distribution.

Transmission investment and capital

. expenditure - Em

344.0

SSE owns and invests in one electricity
transmission company, Scottish Hydro
Electric Transmission.
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“The key part that
electricity transmission
and distribution
networks will play in the
low-carbon transition
became clearer than
ever in 2018/19. In
Transmission, we -
have an outstanding
record in connecting
renewable energy.to
the grid in a sustainable
way; and in Distribution .
we are leading the
transition from network
to system operation.”
Colin Nicol

Managing Director, Scottish and
Southern Electricity Networks



In February 2019, SSE's
Transmission business published
its Emerging Thinking paper.

Eighteen months of engagement went into
the paper, which sets out SSE’s thinking of
what customers, communities and other
stakeholders will require of the electricity
transmission network in the first half of

the next decade. Driving investment in
potential projects in the North of Scotland
between now and 2025 could contribute to
a Transmission RAV of...

£50n
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Operating review continued
Networks continued

Networks key performance indicators

March 19

March 18

ELECTRICITY TRANSMISSION .
Transmission adjusted and reported operating profit - Em &4 252.1 1956
Regulated Asset Value (RAV) - £m ' © 3,276 3,070
Renewable Capacity connected to SSEN Transmission Network - MW 6,236 5,209
Transmission adjusted Capital expenditure — Em &9 3440 434.2
ELECTRICITY DISTRIBUTION
Electricity distribution adjusted and reported operating profit - £Em & 401.3 402.2
Regulated Asset Value (RAV} - £m 3,555 3,406
Distribution adjusted capital expenditure — Em 340.7 326.1
Electricity Distributed Twh 383 39.2
Customer minutes lost (SHEPD) average per customer 59 55
Customer minutes lost {SEPD) average per customer ‘50 48
Customer interruptions (SHEPD) per 100 customers 69 57
Customer interruptions (SEPD) per 100 customers 52 55
Scotia gas networks (SGN) SSE’s 30% share
SGN adjusted operating profit (SSE's share) — £m (=) 176.8 165.3
SGN reported operating profit (SSE's share) — Em 851 71.8
Regulated Asset Value — Em . 1,898 1,828
Uncontrolled gas escapes attended within one hour % 98.7 98.2

999 1,000

SGN gas mains replaced - km

Introduction to the

Networks businesses :

SSE is the only energy company in the UK

to be invotved in economically regulated
electricity transmission, electricity
distribution and gas distribution. [ts electricity
networks businesses are collectively known
as Scottish and Southern Electricity Networks
(SSEN) and it owns a one-third stake in the
gas distribution company SGN. The net
Regulatory Asset Value (RAV) of SSE’s energy
networks businesses is on course to reach
£10bn by 2023.

Ofgem sets price controls (which in the
future will be five year price controls)

under the RIIO {Revenue = Incentives +
Innovation + Outputs) framework through
which energy network companies earn
index-linked revenue through.charges
levied on customers set at a level to cover
costs and earn a reasonable return, subject
to delivering value for customers, being
efficient and achieving targets set by Ofgem.

As part of setting price controls, Ofgem
defines total expenditure {totex) allowances
for each of the economically-regulated
networks, which is designed to encourage
them to deliver their outputs at the lowest
total cost, without preferring operational
expenditure or capital expenditure. Totex
underspends are shared between the
companies and their customers. Ofgem also
uses the price control process to incentivise
companies to deliver defined outputs for
customers. If companies deliver, they can
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earn additional incentive income; if not,
they will suffer a financial penalty. SSEN’s
performance in relation to these incentives
is set out in the relevant parts of the report
that follows.

Electricity Transmission

SSEN, operating as Scottish Hydro Electric
Transmission plc, owns, operates and
develops the high voltage electricity
transmission system in the North of
Scotland and remote islands.

Since the start of the eight-year RIIO-T1
Price Control in 2013, capital investment

in Transmission has totalled around £2.7bn,
with this investment playing a pivotal role in
providing the critical national infrastructure
required to facilitate the transition to a
decarbonised energy system.

As noted above, in addition to the base rate
of return on the RAV of SSEN's transmission

assets, RIIO-T1 allows additional revenue to

be earned through financial incentives based
on efficient use of total expenditure {totex).

The outcome of totex efficiency savings is
dependent on the successful completion

of large-scale projects and the successful
close out of RHO-T1 after 2021. SSEN expects
it will deliver totex savings over the.course

of RIIO-T1 which will be shared equally
between SSEN, supporting future earnings,
and electricity customers, through lower
charges than would otherwise have been
the case.

Maintaining network reliability
Despite the current period of rapid growth in
transmission devetopment, SSEN continues
to maintain a reliability of over 99.9%:

During 2018/19, SSEN earned the maximum
reward of £1.2m through the Energy Not
Supplied (ENS) Incentive. The ENS Incentive
provides a financial reward, on a sliding
scate, if the volume of energy not supplied
to customers due to faults is below a pre-
determined annual target, which for SSEN .

. Transmission is 120MW. If the target is

exceeded, a financial penalty is applied.

As its transmission assets reach the end

of their operational life, SSEN has an
ongoing programme of maintenance and
refurbishment to ensure its critical, national

" infrastructure assets continue to deliver

for electricity customers, generators and
wider society. '

Successfully energising the

Caithness-Moray transmission link

In December 2018, SSEN successfully
energised the Caithness-Moray subsea
transmission link, which remains the largest
single investment ever undertaken by the
SSE Group.

Total spend for the projectis forecast to

be around £970m against an allowance of
£1,062m, net of E55m of allowance already
returned through the Price Control (all in
2013/14 prices). SSEN's efficient delivery

of the Caithness-Moray link will result



in efficiency savings through the totex
mechanism, supporting future earnings.

Delivering the transition

to a low-carbon economy

During 2018/19, SSEN increased the
renewables capacity supported by its
network by over 1GW, in what was another
record year for renewable connections to
SSEN's transmission network.

This means the installed renewable
electricity generation capacity connected
to SSEN's transmission network has grown
from 3.3GW at the start of the RIIO-ET1 price
control in Aprit 2013 to over 6GW and is
forecast to grow to over 6.5GW by the end
of the current price control period in 2021.
SSEN wilt continue to work collaboratively
with its connection customers to deliver
timely and efficient connections to its
network.

In the remaining years of the RIIO-T1 Price
Control, SSEN has a healthy pipeline of
transmission projects. With a total planned
investment of over £600m, the transmission
business remains on track to increase its RAV
to around £3.6bn by 2021.

Ready to connect

Scotland’s island groups

SSEN continues to work with stakeholders
across the three Scottish island groups

to take forward proposals to provide
transmission connections to enable

the connection of renewable electricity
generation. Together, the three links could
provide an investment opportunity of around
£1.5bn for SSEN.

With all three island link Needs Cases with
Ofgem for consideration and the project
development for each island link at an
advanced stage, SSEN will continue to
engage constructively to take forward its
proposals in a timely manner, as soon as
developer commitment and all necessary
regulatory and planning approvals are -
confirmed.

Highlighting concerns about
‘implementation of competition
in Transmission

SSEN continues to have a.number of
significant concerns about Ofgem’s
implementation of competition in
transmission, particularty the Competition
Proxy Model (CPM) and Special Purpose
Vehicle (SPV) delivery models currently

in development.

SSEN believes Ofgem's current proposa'ls
effectively reopen the RIIO-T1 Price Control;
are justified on unproven customer benefits;
are not underpinned by legislation or a
regulatory framewaork; and risk delays to the
delivery of well-established and advanced
projects. SSEN is also increasingly concerned
that the introduction of competition in the
way envisaged will result in a fragmentation
of responsibility, risking network reliability
and introducing safety concerns.

Whilst SSEN will continue to engage
constructively with Ofgem and other
stakeholders as part of this process, it

will also consider all options available to
ensure the integrity of the Price Control is
maintained and the development of existing
projects continues, including the potential
for legal challenge.

Contributing to the
development of RIIO-2

In December, Ofgem published its RIIO-2
Sector Specific Methodology consultation
for electricity transmission.

SSEN remains concerned that Ofgem has
failed to give appropriate weight to benefits
delivered to customers and stakeholders
during RIIO-1 and has instead proposed

a RIIO-2 framework which blunts existing

efficiency incentives in a desire to secure a

predictable outcome. In its response to the

consultation, SSEN has set out a number of
areas the regulatory mechanisms of RIIO-1
which have delivered material stakeholder
benefits, encouraging Ofgem to ensure these
remain in place. These mechanisms are:

— anoutputincentive package large
enough to allow a high performing
network to reach the upper return range;

— astrong Totex incentive, to ensure
networks continue to drive efficiency,

- astrong and equitable business plan
incentive that allows networks to reveal
potential in the knowledge that they will
share in the benefits;

— aninnovation stimulus which supports
solutions to current as well as future
network challenges; and

- afair financial package for investors
that recognises current and future risk.

SSEN will continue to advocate
constructively for a regulatory framework
that strikes the right balance between
driving efficiency and maintaining a stable
investment climate that continues to
deliver improvements in network reliability,
innovation and customer service and pave
the way for the further decarbonisation of
the energy system.

Preparing the first RIIO-T2

draft business plan

SSEN's draft RIIO-T2 business plan, which
willinform business delivery from April 2021,
is now in the final stages of development.

in February 2019, informed by extensive

. stakeholder engagement over the previous

18 months, SSEN published its “Emerging
Thinking” paper which sets out SSEN's
understanding of what electricity customers,
local communities and wider stakeholders
require from the electricity transmission
network in the first half of the next decade.

The "Emerging Thinking” paper and
subsequent stakeholder feedback will form
the basis of SSEN’s first draft business plan,
which will be published for consultation by
1 July 2019. As part of the development of
this business plan, SSEN sees a powerful
case for investment which could contribute
to a Transmission RAV of around £5bn by
the end of RIIO-T2 in 2026, excluding any
contribution from island links.

Electricity Distribution

SSEN, operating under licence as Scottish
Hydro Electric Power Distribution plc
(SHEPD) and Southern Electric Power
Distribution plc (SEPD), is responsible for
maintaining the electricity distribution
networks supplying over 3.8 million homes
and businesses across central southern
England and north of the central belt
ofScotland.

Delivering for customers and
investors under the incentive-
based framework
SSEN is now at the mid-point of the RIIO-ED1
Price Control, and has delivered significant
changes to its operations, processes
and standards to ensure the needs of its
customers remain at the forefront of decision
making. It aims to be-as efficient and effective
as possible and earn returns that are fair to
customers and shareholders alike, focusing
on four key areas:
- Good performance in relation to
incentives available within RIIO-ED1;
- Efficient delivery of capital investment;
— Focused delivery of regulatory outputs;
and
- Maintaining a leadership position
in innovation.
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Operating review continued
Networks continued

Incentive performance for SSEN's
Distribution business is expected to be £11m
in 2018/19 {including an estimated £1m for
Stakeholder Engagement and Consumer
Vulnerability), compared to £12.6m in
2017/18, with a reduction in the return

from the Interruptions Incentive Scheme
(11S) offsetting marked improvements in
connections and customer service incentive
performance. Typically, incentive income is
collected two years after the performance
year.

Targeting performance

in interruption incentives

Under the IIS, SSEN is incentivised on its
performance against the loss of electricity
supply through the recording of Customer
Interruptions (Cl) and Customers Minutes
Lost {CML), which include both planned
and unplanned supply interruptions.

After a challenging first six months of the
year, due in part to the sustained summer
heatwave impacting on tow voltage network
equipment, an improved performance in
the second half of the year helped deliver
an incentive reward for 2018/19 of £2.5m
(£6.8m last year).

Delivering for customers

and stakeholders

In 2018/19, SSEN's focus on continuat
improvements in customer service resulted
in a total incentive reward of £4.7m against
the Customer Satisfaction {(or Broad) Measure
Incentive, up significantly from £2.7m

last year.

SSEN’s commitment to customer service is
reflected in its membership of the Institute
of Customer Service and performance in
UKCSI survey, where it achieved a score of
89.4%, comparing favourably to the member
average of 78.1% and the Utilities average of
74.4%. SSEN also achieved compliance with
the BSI Inclusive Service Provision standard
for the fourth year running, recognising that
its policies, procedures and services are
accessible and fair to all customers.

Under the Stakeholder Engagement and
Consumer Vulnerability Incentive, SSEN

was awarded £1.2m for 2017/18, up from
£0.8m,in 2016/17. The outcome of the SECV
incentive for 2018/19 will not be known until
the second half of 2018.
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Driving value from connections

In recent years, SSEN has made significant
changes and process improvements in its
connections business, informed by the
needs and expectations of its customers.
This progress is reflected by a near-maximum

. award of £2.8m under the Average Time

to Connect (TTC) Incentive for 2018/19,
up from E1.8m the previous year. )

In October 2018, Ofgem announced its
decision not to penalise SSEN under the
penalty only Incentive on Connections
Engagement (ICE). T his is the third
consecutive year SSEN has avoided a penalty
since its introduction at the beginning of the
RIIO-ED1 Price Control period. .

In line with the RIIO-ED1 regulatory
settlement, incentive targets will become
harder to achieve in the second half of the
price control, but SSEN remains confident
that it will deliver sustained incentive
performance in this area.

Delivering a major programme

of capital investment

SSEN continues to undertake a major capital
investment delivery programme across

both its distribution licenced networks
which will deliver significant improvements
for its customers as well as contributing to
sustained and fair returns and increased RAV.

During 2018/19, SSEN invested a total

of £340.7m in its electricity distribution
networks, bringing the total invested since
the beginning of the RIIO-ED1 Price Control
to over £1.2bn - which is part of a forecast
investment of £2.4bn throughout the RIIO-
ED1 period, supporting future earnings
through RAV growth.

Responding to change in marine
planning policy with subsea
cable reopener

Following a change in Scottish Marine
Planning policy, the costs associated with the
ongoing maintenance and replacement of
SSEN’s subsea cable assets have increased
and SSEN submitted a “reopener” to Ofgem
for the additional allowance required to
support its subsea cable replacement
programme.

SSEN has requested an additional £59m

{in 2012/13 prices) over the RIIO-ED1
period to manage the increased associated
costs. These include the requirements for
additional surveys, cable protection and
decommissioning. Subject to regulatory
approval, the responsible and evidenced
based approach SSEN has adopted to inform
its subsea cable replacement programme
will deliver RAV growth, whilst minimising
the cost impact to its customers.

Progressing a whole system
recommendation for Shetland

In November 2018, SSEN submitted to
Ofgem a "whole system” recommendation
for Shetland’s future energy needs through
the sharing of, and financial contribution
towards, the proposed transmission link

to Shetland. SSEN has proposed making

a financial contribution of £251m towards
the transmission link, which is based on the
value of services the link would provide

to its local distribution network. A formal
response from Ofgem to SSEN's proposal
is expected shortly.

Leading the way in the

flexibility transition

SSEN is playing a leading role in the transition
from a Distribution Network Operator {(DNO)
to a Distribution Systems Operator (DSO).

In December 2018, SSEN adopted a
“Flexibility First Commitment” setting out
that SSEN Distribution will consider flexible
solutions in all scenarios where traditional
network reinforcement may have been
required. This commitment, which is now
hard-coded into SSEN's connection process,
has been supported by a partnering with
Piclo, a flexibility platform provider, to seek
to register and procure flexibility across

its distribution areas, ahead of potential
network constraints.

In March 2019 it was confirmed that SSEN’s
Project Local Energy Oxfordshire (LEO) will
receive £13.8m of funding from the UK
Government's Industrial Strategy Challenge
fund. LEO will explore how the growth in
local renewables, electric vehicles (EVs),
battery storage, vehicle-to-grid (V2G)
technology and demand side response

can be supported by a local, flexible, and
responsive electricity grid. Project LEO will
run concurrently with Project TRANSITION,.
funded by £11m Ofgem grant, which will
replicate and trial one of the elements of
one of the proposed DSO models.



Understanding the

impact of electrification

SSEN expects electrification of heat and
transport to lead to an increased role for
the electricity networks. As well as playing
a key role in developing its networks to
support an increased load in the future,
SSEN's Electric Vehicle Strategy is built

on a proactive “readiness” approach with
informed anticipative investment where
the evidence, network characteristics and
stakeholder engagement show it is required.
This focus on enabling electric vehicles

is in line with the goals for 2030 adopted
by SSE in March 2019. In early 2019, SSEN
worked with leading energy consultants,
Regen, to develop scenarios for the growth
of new sources of demand and distributed .
generation in its licence area in central

southern England for 2018 to 2032 and plans

to replicate this study in its Scottish licence
area later this year.

Scotia Gas Networks (SGN)
Covering Scotland, the south of England and
areas of Northern Ireland, SGN distributes
natural and “green” hydrogen gas to 5.9m
homes and businesses, serving people
through a network of 74,000km of gas
mains and services. SGN's vision is to keep
its customers safe and warm while at the
same time lead the way in energy delivery.
Safety therefore will remain a key priority
for the company with a focus on keeping
its people, customers and the public safe
around its activities. '

SGN had a good year across its operational
activities, exceeding its 97% emergency
response target and achieving its GB gas
mains replacement targets, with 99%km
delivered across the Scotland and south
networks. During the year a further 200km
of pipeline was constructed on SGN's

third distribution network in the west of
Northern ireland. '

Its Scotland network has consistently

ted the sector for customer satisfaction
making SGN the overall No 1 gas network
company for customer service. It is also
greatly improving support for people in
vulnerable circumstances, providing new
gas connections to over 2,900 customers
in fuel poverty.

With two years left of the current eight-

year price control (RIIO-GD1), SGN

remains committed to meeting all Ofgem
outputs as well as ensuring it maximises its
regulatory incentives. Consultation is now
on developing its business plan for the next
five-year price control {RIIO-GD2), which will
take effect from April 2021.
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Operating review continued

RETAIL

BUSINESSES

SSE supplies energy and related services to households,
businesses and public sector customers in the UK and
Ireland. The businesses which do this are: Business
Energy, SSE Airtricity, Enterprise and SSE Energy Services

{(which is held for disposal).

Adjusted operating profit (continuing
businesses) — £m :

122.0

SSE is involved in the supply of energy and
related services to households, businesses
and public sector customers in the UK
and Ireland.

Reported operating profit (continuing

. businesses) - £m

122.0

SSE is involved in the supply of energy and
related services to households, businesses
and public sector customers in the UK
and Ireland.

SSE Business Energy adjusted Ireported.
operating profit — £m

51.6/51.6

Business Energy supplies electricity and gas
to commercial and public sector customers
in England, Scotland and Wales.

SSE Airtricity adjusted Ireported
operating profit — £m '

38.6/38.6

SSE Airtricity remains the only energy supplier

operating in all market areas across the island -

of Ireland.

SSE Enterprise adjusted Ireported
operating profit — Em

31.8/31.8

SSE Enterprise provides energy and telecoms,.
services to industrial, commercial and public
sector customers across the UK.
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Number of smart meters on supply
as of 31 March 2019

1.2m

SSE Energy Services is making good progress
in transitioning to a new generation of
smart meter, the SMETS2, which offers

" full functionality to customers.

“SSE’s retail businesses
offer a route to market
for energy and related
infrastructure services.
Business Energy is
building on the strong
position it has in
commercial and

- public sector markets;

Airtricity remains the
only domestic supplier
in all markets across the
island of Ireland; and
Enterprise will be key

to meeting the Group's
low-carbon ambitions.”

Alistair Phillips-Davies
Chief Executive



SSE Airtricity is the first supplier'
to overtake the incumbent in the
large energy user market.

In February 2019, Ireland’s Commiission for
Regulation of Utilities Q3 2018 Electricity
and Gas Retail Markets Report showed
that SSE Airtricity supplied more megawatt
hours of electricity to large energy users
than any other supplier. The amount

of commercial energy provided by SSE
Airtricity was...

845,829...
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Operéting review continued
Retail continued

Retail Key Performance Indicators

Over 1,250,000

Rémaining Retail Businesses - Business Energy, Airtricity & Enterprise . March19 March 18
Business Energy adjusted operating profit - Em 516 64.2
Airtricity adjusted operating profit - Em &= . 38.6 33.0
Enterprise adjusted operating profit — Em 318 269
Total Retail adjusted operating profit — £m 122.0 124.1
Business Energy reported operating profit - Em 51.6 64.2
Airtricity reported operating profit - Em 38.6 269
Enterprise reported operating profit - Em 31.8 151
Total Retail reported operating profit — £m 1220 . 106.2
Adjusted capital expenditure (B2B, Airtricity and Enterprise) - Em [&H 21.0 634
Energy customers’ accounts {Business Energy sites) - m* 0.55 049
All-Island energy market customers (Ire) - m - 0.72 0.74
Total Retail customer accounts 1.27 123
* Business Energy inc. csék accoun(s re-assigned from GB domestic.

Business Energy Electricity Sold - GWh 19,336 20177
Business Energy Gas Sold - mtherms 277 294
Aged Debt (Business Energy and Airtricity) - Em 35.8 19.3
Bad debt expense (Business Energy and Airtricity) - £m 148 13.8

SSE Ef\ergy Services (hetd for disposal) March 19 March 18
SSE Energy Services — Energy Supply (households GB) adjusted operating profit - Em =5 84.0 260.4
SSE Energy Services - Energy Related Services (households GB) adjusted operating profit - £m &5 5.6 18.3
Total SSE Energy Services adjusted operating profit — £m 89.6 278.7

.SSE Energy Services — Energy Supply (hduseholds GB) reported operating profit - Em ) 29.7 203.5
SSE Energy Services — Energy Related Services (households GB) reported operating profit - Em- 5.6 18.3
Total SSE Energy Services reported operating profit — Em 35.3 221.8
Adjusted capital expenditure (SSE Energy Services) — £Em @1 1026 . 1108
Electricity customer accounts (GB domestic) - mA 3.46 3.82
Gas customer accounts (GB domestic) ~ m 2.32 2.53
Energy Related Services (GB domestic} - m 0.47 0.45
Total SSE Energy Services customers - m 6.25 6.80
Electricity supplied household average (GB domestic) - kWh 3,554 3,788
Gas supplied household average (GB domestic) - th 408 454
Aged debt {GB domestic) ) 82.8 769
Bad debt expense (GB domestic) 40.5 42.5

- Customer complaints to third parties (GB Domestic) 1,414 1,616
Smart Meters on supply Over 850,000
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. Introduction to the
Retail businesses
SSE's retail businesses offer a route to
market for energy and related infrastructure
services. Business Energy supplies energy in
commercial and public sector markets; SSE
Airtricity remains the only domestic energy
supplier in alt markets across the island of
Ireland; and Enterprise has an important
part of play in helping SSE's meet its low-
carbon ambitions

SSE Business Energy

SSE Business Energy supplies energy to
business and public sector customers
throughout Great Britain, to a market
which consumes a total of around 180TWh
of electricity and 8 billion therms of gas
annually. It complements SSE's interests in
renewables and flexible thermal generation,
providing a route to markets for electricity
output through standard contracts and
power purchase agreements.

SSE Business Energy performed well against
expectations for all segments. Its strong
position is built on solid core competencies
in meeting business customers’ energy
needs. SSE Business Energy continues to
focus on its core market segments, whilst
broadening into related services such as
energy optimisation and demand side
response where there is an opportunity

to use data and technology to improve
outcomes for customers.

SSE Enterprise

The role of Enterprise within SSE Group

is to seek out new opportunities in areas

that complement the Group’s core energy
portfolio and 2018/19 represented a year of
growth. SSE Enterprise focuses on distributed
energy, telecoms and also undertakes MGE
Contracting work in both its Contracting and
Rail businesses. ’

Enterprise continues to develop in core
markets as well as seek out opportunities to
meet the evolving needs of its customers.
This year it brought together its existing
multi-utility and energy r'nanagement
capabilities into one Distributed Energy
business division. Technological advances

in flexible energy generation and storage,
energy consumption, digital platforms and
energy management are creating a growing
need for local and flexible energy services. To
meet that need, this new. division will develop
further its capability to provide such services
as electric vehicle infrastructure, intelligent
energy and information monitoring; as well
as district heating schemes.

December 2018 saw Infracapital enter into
an agreement with SSE plc to buy a 50%
stake in SSE Enterprise Telecoms for a total
consideration of up to £380m. An initial
£215m (less a small adjustment for working
capital) was'received at completion in March
2019 and a further £165m will be paid in

a series of instalments — subject to future
performance. The deal supports accelerated
growth in the fibre connectivity sector for
the company which will be governed by

a composite board structure. High-speed
broadband connectivity remains vital to
the economic prosperity of the UK — and
SSE Enterprise Telecoms is well placed to
support growth in this critical sector. In
order to further consolidate the spread of
its portfolio of Enterprise businesses, SSE
completed the sale of its share of its gas
transportation networks, Indigo Pipelines
to Arjun Infrastructure Partners (AIP), and ’
announced the sale of its Water business

to Leep NAV Networks - a joint venture
between Ancala and the Peel Group, which
is due for completion at the end of May.

SSE Airtricity
SSE’s retail arm in Ireland, SSE Airtricity, is the
only retail energy brand that operates in all
market areas across the island. Combining
power production and energy supply to
households and businesses continues to
deliver commercial advantage to energy
customers in Ireland. This has been recently
demonstrated by “Generation Green”, a
consumer brand campaign that combines
SSE Airtricity's leadership in renewable
energy with a customer proposition based
on helping customers decarbonise.

At 31 March 2019, SSE Airtricity supplied
electricity and natural gas to 0.7 million
household and business customer accounts
in the Republic of Ireland (ROI) and Northern
Iretand (NI), making it the second-largest
provider of energy and related services in
the combined market.

In Home Energy the launch of new value-
based propositions, including a “connected
home” product partnership with Amazon,
boosted sales, rising to one-third of all sales
by year end. For the third year running SSE
Airtricity was also named Best for Customer
Service by internet comparison site Bonkers.
ie, and overall Best Consumer Brand.

In February 2019, the Commiission for the
Reguilation of Utilities (CRU) confirmed that
SSE Airtricity is now the largest supplier by
MWh of electricity to commercial customers
in Ireland’s “Large Energy User” market,
becoming the first supplier to overtake

the incumbent in this market.

SSE Airtricity continues to focus on helping
customers reduce their carbon output .

and save on energy costs, and this year
completed a number of acquisitions and
collaborations with specialist energy ancillary
service providers to expand in this sector.

SSE Energy Services

{Held for disposal)

Creating a more independent
energy and services business in GB
SSE Energy Services, comprising SSE’s
domestic energy supply and energy-related
services businesses in Great Britain, is the
third-largest supplier in the GB energy
market. Since it stepped away frorn a
planned merger with npower in December
2018, SSE has been actively progressing a
range of options for the future of SSE Energy
Services, including a possible sale, alternative
transaction or standalone listing. tn these
considerations, the interests of customers,
employees and shareholders have been
paramount. Although SSE Energy Services
remains a separate éntity within the group
for the immediate future, SSE is still of the
view that the best long-term future for the
business lies outside of the SSE group and is
therefore continuing with steps to increase
its autonomy and independence.

To that end, SSE has appointed Katie
Bickerstaffe as Executive Chair of the SSE
Energy Services business. Katie will take up
the new role on 23 June 2019, alongside
Gordon Boyd, who joins as Interim'Chief
Financial Officer, with a mandate to deliver a
new future for it outside the SSE group and
continue progress towards a listing or new,
alternative ownership by the second half of
2020. She will form a new, dedicated SSE
Energy Services Board, which is expected
to have both executive and non-executive
representation from the SSE Group, as well
as an independent non-executive director.
The business will therefore be able to .
operate with greater day-to-day autonomy’
and independence, while still being subject
to oversight by the SSE plc Board while it
remains within the group. :

Katie and Gordon will work closely with
Stephen Forbes and Tony Keeling, who,
having run the business since 2017 as Co-
Heads, are confirmed as Managing Directors
and will join the new Board as well as being
key members of a new Executive Committee.
Their priority will be to ensure the business
has the strongest possible track record as it
approaches a future outside the group.
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Following its update on 28 March 2019, SSE
has also held further positive discussions
with third parties about the provision of -
collateral and trading services for SSE Energy

Services. Such a deal would further increase -

SSE Energy Services' independence from the
SSE group by enabling it to trade and operate
on a standalone basis as required. It currently
relies on the SSE group's credit rating and
procures energy through SSE's Energy
Portfolio Management division.

As outlined in SSE's notification of close
period statement, SSE Energy Services was
profitable and cashflow positive in 2018/19
and is expected to be so again in 2019/20.
However, it made an adjusted operating
margin of 2.4% compared with 6.8% in the
previous year. This reflects the decision

to shield customers from wholesale price
increases during 2018, together with the
impact of the Defautlt Tariff Cap between
January and March 2019 and lower customer
numbers, only partially offset by the expiry
of a Power Purchase Agreement (PPA).

Operating margin is expected to be further

restricted in 2019/20, and is likely to fall

below 2% due to the full-year impact of

the Default Tariff Cap; however, SSE Energy

Services is in the process of transforming its

business to:

— reduce its operating costs;

- stabilise customer numbers; and

- deliver the benefits of smart metering
for both customers and the business.

Reducing operating costs

SSE Energy Services has continued to

drive efficiencies across its business in
2018/19. However, to have a sustainable
and competitive business under a tight price
cap, it must go further and fundamentally
transform its operating model to regain its .
cost leadership position and offer more
value to customers. As well as simplifying
business processes and right-sizing to reftect
customer demand, SSE expects to drive
additional efficiencies by: investing in digital
to increase the proportion of customer
service transactions completed online;
automation of back-office processes, and”
growth of its data and analytics capability

to provide smarter, tailored and more cost-
effective solutions for customers.

In 2018/19 SSE continued to perform
strongly in a range of external service league
tables. It was named best large supplier in the
uSwitch Customer Satisfaction Awards and
was consistently highly ranked in the Citizens
Advice Energy Supplier Performance report,
most recently outperforming large and

small competitors alike to rank second of 34
suppliers assessed. As a responsible essential
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services provider, SSE is also committed to
meeting the needs of vulnerable customers
and in May 2018 achieved the British
Standard for Inclusive Service Provision, the
gold standard for any company looking to
embed flexible customer service practices
and means SSE can identify vulnerability

in different forms and adapt its service
accordingly.

Stabilising customer numbers

As of 31 March 2019, SSE Energy Services had
5.78m gas and electricity customer accounts
and 0.47m energy related services customer
accounts. Throughout the year, a number

of strategic partnerships were secured with
trusted brands including Dixons Carphone
Warehouse and Leaders Romans Group,
which are helping to reach and attract new
customers. Non-energy performance was
also strong with the number of sales of
phone and broadband packages doubling

in 2018/19.

Despite the high levels of competition seen
in the market, there are early indications that
the market is beginning to consolidate. In
part, this is due to an increase in non-cost
reflective tariffs and unsustainable business
models operating in the GB energy market.
During 2018/19, 12 suppliers ceased trading,
activating Ofgem’s “Supplier of Last Resort”
process. SSE Energy Services was pleased
to be appointed by Ofgem as the new
energy supplier for Brilliant Energy’s 28,000
customer accounts.

Looking ahead to 2019/20, SSE Energy
Services aims to stabilise its overall customer
base to help facilitate longer term growth.
Key to this will be leveraging its broad
product offering encompassing energy,
broadband and boiler care by offering
bespoke, value-adding propositions and
bundled services, supported by targeted
investment in marketing and incentives. This
will be supported by ongoing improvements
to digitat channels that will make it easier

for customers to sign up for products and
manage their accounts online. At the same
time, SSE Energy Services is building its

data and analytics.capability, enabling it to
improve customer segmentation, price more
intelligently, and better tailor products and
services to customers’ changing needs.

Delivering the benefits

" of smart metering

The smart meter roll-out is more than just

a regulatory obligation; it represents an
opportunity to transform the relationship
between customers, their energy supplier
and the energy they consume. As of '

31 March 2019, SSE Energy Services had over
1.2m smart meters on supply in customers’

homes and had made good progress in
successfully transitioning to the new SMETS2
generation of smart meters, which bring
fuller functionality to customers. Throughout
2019/20, SSE Energy Services will look -

to seize the opportunities presented by
smart meters by harnessing smart data to
engage and empower customers while also
launching new, smart-enabled services

and propositions.

While there were many achievements

in 2018, including meeting its Ofgem
interim milestone target for electric, SSE
Energy Services was disappointed to have
falten slightly short on meeting its interim
milestone target for gas. SSE Energy Services
worked with Ofgem to resolve this matter
as quickly as possible and a payment of
£700,000 was made to Ofgem’s Voluntary
Redress Fund in March 2019. The shortfall
was quickly recovered during February

2019 and good progress is being made
against the 2019 plan. Despite ongoing
challenges associated with the availability of
key enabling technology and low customer
demand, the business remains committed
on meeting its obligation in a way which

is safe, cost-effective and maximises the
benefits to customers.



'MANAGING THE IMPACT

OF THE WEATHER

The weather can have a major impact on SSE's financial
performance. It influences renewable energy output,
the efficient operation of distribution and transmission
networks and customers' demand for electricity and gas.

The link between adverse or unseasonal
conditions and SSE's business performance
means that the weather in its home markets
of GB and Ireland is identified as a material
contributing factof to a number of Group

_ Principal Risks. '

These risks include Energy Affordability,
Commodity Prices and Energy Infrastructure
Failure and more detail is provided on pages
68to718). -

Additionally, the interconnected nature of
international commodity markets and energy
systems — particularly between Ireland, GB
and the rest of Europe — adds complexity

to the impact of weather on energy prices
and earnings.

SSE has crisis management and business
continuity plans to deal with severe weather
events that can damage energy infrastructure.

Short- and long-term weather conditions

are monitored by SSE so thatit can manage
and respond to conditions for the benefit of
customers and to support the fulfilment of its
business objectives. This monitoring includes:

- Predicting how forecast temperatures
might affect demand for gas and
electricity, and whether daily fluctuations
in temperature require a response from
SSE's generation assets.

RAINFALL

Hydrb-electric generation in the North
and west of Scotland is directly affected
by rainfall.

90%

...of the 1981-20‘10 climatology average
rainfall for the North of Scotland fell in
2018/19.

- Forecasting the temperature to inform
how SSE's energy portfolio managers
buy power and gas in advance, thereby

improving SSE’s procurement operations.

- Determining short-, medium- and
long-term wind forecasts and the
electricity generation output from
renewable generation assets.

- Assessing how rainfall patterns
could impact SSE’s hydro-electric
. generation output and storage -
capabilities.

~ Preparing for how extreme weather, such

as high winds or excess rainfall, could

impact the resilience of the transmission

and distribution assets that SSE's
customers rely on.

WIND

The wind drives much of SSE's renewable
generation, but too much can damage

- networks.

-0.25m/sec

...was the wind speed deviation recorded
in 2018/19 from the 1981-2010 climatology
average.

TEMPERATURE &

Fluctuations in temperature can influence
total consumer demand for both electricity
and gas.

+1.2°C

...was the average increase in 2018/19
above the 1981-2010 climatology for
UK temperatures.

SSE plc Annual Report 2019 65



STRATEGIC REPORT

MANAGING SSE'S RISKS

The successful delivery of SSE's strategic objectives depends on effective identification,
understanding and mitigation of its Principal Risks. SSE has an established Risk Management
Framework and wider system of internal control (as described on page 110 of the Directors’
Report) to inform its decision-making in support of creating value in a sustainable way; and
to assist in the management of significant issues relating to Principal Risks that arise during

any financial year.

The information provided on pages 89 and
928 of the Governance Section of the
Directors’ Report and within the strategic
overview provide full details of the chain of
events and the decisions taken relating to
both the operating loss in Energy Portfolio
Management and the previously proposed
merger of SSE Energy Services with npower.

When setting strategic objectives the Board
considers all material influencing factors,
inctuding those relating to climate change,
technological developments, security of
supply and stakeholder expectations. These
material influencing factors also impact the
nature and extent of risks the Board is willing
to take in order to meet these objectives,
and related mitigation strategies adopted by
the Group. Material changes in the nature
and impact of SSE's Group Principal Risks

are continuously assessed with appropriate
mitigations implemented where necessary. In
response to the events that arose throughout
the course of the year, SSE introduced and
published a number of changes to the way
in which it manages exposures relating to
the Commodity Price Group Principal Risk.

The Group Executive Committee and its sub-
Committees have responsibility for overseeing
SSE's Principal Risks. During the third quarter
of SSE's financial year, an assessment of each
Principal Risk is completed by the assigned
oversight Committee. This assessment
requires Committee members to provide
commentary on contextual changes to the
Risks and whether they consider them to have
become more or less material during the year.
These responses are then consolidated into
reports, one for each Principal Risk, which

are presented back to the Committees along
with the results of provisional viability testing
and analysis of relevant, current management
information and key information relating to
interconnecting risks. These reports form

the basis for the Committees to discuss and
confirm risk trend (more, less or equally
material), overall effectiveness of the risk
control and monitoring environment, and
whether any additional actions are required

to improve the control environment.

The outputs from these 10 Committee
assessments are then presented to the Group
Executive Committee for full review, with any
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emerging risks or additional material changes
resulting from this being proposed to the
Board for approval.

Following the 2018/19 annual review process,
SSE’s 10 existing Group Principal Risks

remain unchanged. Important revisions have
however been made to the descriptions of
each to take account of key developments
and corresponding mitigations, such as

the revised approach to hedging, that were
introduced during the year. Full Principal Risk
descriptions can be found overleaf.

Risk Appetite Statement

No business is risk free and indeed the
achievement of SSE's strategic objectives
necessarily involves taking risk. SSE will
however only accept risk where itis
consistent with its core purpose, strategy and
values; is well understood; can be effectively
managed; and offers commensurate reward.

The sectors in which SSE operates continue
to be subject to a high degree of political,
regulatory and legislative risk as well as

risks arising from other developments and
change, including technology, the impact
of competition and stakeholders’ evolving
expectations.

Furthermore, each of SSE's business divisions
has differing levels of exposure to additional
risks. For example, the Networks businesses -
are largely economically regulated and are
characterised by relatively stable, inflation-
linked cash flows while the SSE Renewables
business benefits from cash flows linked to
government-mandated renewables subsidies.
The Wholesale businesses are also exposed

to significant energy market and commodity

risks in operational and investment decision-
making, and significant changes to the way
these risks are managed were announced in
November 2018.

The key etements of SSE’s Strategic
Framework - including the focus on regulated
energy networks and renewabte sources of
energy, complemented by flexible thermal
generation and business energy sales — and
its financial objective in relation to dividend
growth are fully reflective of its risk appetite.

Fundamentaily:

- SSE is focused on creating value from
developing, operating and owning energy
and related infrastructure and services
in a sustainable way. This provides a
complementary portfolio of business
activities whilst keeping the depth of '
focus on a single sector — energy,

- SSE has a clear understanding of the risks
and opportunities in the Great Britain and
Ireland energy markets and these markets
therefore continue to provide the Group's
geographic focus, with any expansion
into other markets being subject to
especially rigorous scrutiny.

Safety is SSE's first value and it has no appetite
for risks brought on'by unsafe actions, nor

~ does it have any appetite for risks brought

on by insecure actions including those
relating to cyber security. In areas where SSE
is exposed to risks for which it has little or no
appetite, even though it has implemented
high standards of control and mitigation,
the nature of these risks mean that they
cannot be eliminated completely.

In determining its appetite for specific risks,
the Board is guided by three key principles:

1. Risks should be consistent with SSE's
core purpose, financial objectives,
strategy and values;

2. Risks should only be accepted where
appropriate reward is achievable on
the basis of objective evidence and in
a manner that is consistent with SSE's
purpose, strategy and values; and

3. Risks should be actively controlled and
monitored through the appropriate
allocation of management and
other resources, underpinned by the
maintenance of a healthy business culture.

The Board has overall responsibility for
determining the nature and extent of the risk
itis willing to take and for ensuring that risks
are managed effectively across the Group.
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*  Safety remains SSE's mostimportant value, and management of risk remains SSE's highest priority.

** |t should be noted that Energy Affordability is particularly closely linked to - and therefore impacted by ~ Politics, Regulation and Compli

Viability Statement

SSE aims to be a leading energy provider

in a low-carbon world. The pursuit of that
vision is guided by a collective purpose,
which is to provide the energy needed
today while building a better world of
energy for tomorrow. The primary duty of
the SSE Board is to act in accordance with .
this purpose and to promote the long-term
sustainable success of the Company.

SSE is a Company undergoing rapid
evolution. A keener focus has been placed
on SSE’s core, low-carbon businesses and
greater visibility has been given to the assets
that create sustainable value. This shift

in focus and the commitment to greater
visibility of assets and earnings are leading
to significant change in the way SSE's
businesses are structured and managed.

As required within provision C.2.2 of the

UK Corporate Governance Code the Board
has formally assessed the prospects of *

the Company over the next 3 financial

years to the period ending March 2022.

The Directors have determined that as

this time horizon aligns with the Group’s
current capital programme and is within the
strategy planning period, a greater degree of
confidence over the forecasting assumptions
modelled can be established.

In making this statement the Directors have
considered the resilience of the Group

taking into account its current position, the
Principal Risks facing the Group and the
control measures in place to mitigate each

of them. In particular the Directors recognise
the significance of the strong balance sheet,
and total committed lending facilities of
£1.5bn which could be drawn down in most
circumstances. In the event of an extreme but
low probability combination of events, the
Group could also take more severe mitigating
actions through changes to capital allocation.

The Group has a number of highly attractive
and relatively liquid assets - including a
regulated asset base which benefits from

a strong regulated revenue stream as well

as the operational wind portfolio - which
provide flexibility of options. This was
demonstrated in the successful sale of stakes
in Dunmaglass and Stronelairg onshore wind
farms during the year.

To support this Statement, a suite of severe
but plausible scenarios has been developed
for each of SSE's Principal Risks. These
scenarios are based on relevant real life
events that have been observed either in the
rmarkets within which the Group operates or *
related markets globally. Examples include
critical asset failure (for Energy Infrastructure
Failure); changes to key government

energy policies {for Politics, Regulation &
Compliance); and the impact of the loss

of key systems (for Cyber Security and
Resilience). -

SSE operates in fast moving markets that
are subject to a high degree of political,
regulatory and legislative intervention.

It is therefore essential that SSE's Risk
Management Framework is dynamic

and flexible, allowing decision makers to
focus on material risk information that ~ ~
may have an impact, whether positive or
negative, on strategic objectives.

The Board and Executive Committee
look for as complete a perspective as
possible when assessing the Principal
Risks that face the Group. This graphic
illustrates SSE's 10 Group Principal Risks
positioned on a relative basis against
the output of the Principal Risk Self
Assessment process {based on changes
in the context and current prevalence
of each risk} and potential impact on
Group Viability based on critical risks
scenarios developed in conjunction
with business experts.

In addition, Principal Risks that

were considered by their oversight
Committees to have increased in
materiality during the year are shown
in red, those that have not changed
significantly are shown in blue. No
Principal Risk was deemed to have
reduced in materiality during the year.

eand C dity Prices.

Scenarios are stress tested against forecast
available financial headroom. In addition to
considering these in isolation, the Directors
also consider the cumulative impact of
combinations of scenarios having the highest
impact. This year, as options regarding the
future of SSE Energy Services remain under
consideration, two assessments have been
carried out for the Group - one on the
assumption that SSE Energy Services remains
part of the Group and the other assuming it
does not.

Upon the basis of the analysis undertaken,
and on the assumption that the fundamentat
regulatory and statutory framework of the
markets in which the Group operates does
not substantively change, the Directors have
a reasonable expectation that the Group will

. be able to continué to meet its liabilities as

they fall due in the period to March 2022.
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Group Principal Risks continued

COMMODITY PRICES

What is the risk? '
The risk associated with the Group's exposure to fluctuations

in both the physical volumes and price of key commodities,
inctuding electricity, gas, CO, permits, oil and related foreign
exchange values.

Material influencing factors:

- Weather associated seasonal fluctuations in demand, supply and
generation capabilities — which may not be in line with historical trends

¥ whichin turn, may or may not be associated with climate change

both in GB and globally. Further detait is availabte on page 658
of the Strategic Report.

- Fluctuations in foreign exchange markets,

- Fluctuations in the global supply and demand of fuel.

= Generation technology.advancements.

- Geopolitical events.

~ Global and domestic political change.

- Global economic growth.

- European generation outputs and availability.

- International and national agreements on climate change.

- International inflows of fuel.

CYBER SECURITY AND RESILIENCE

What is the risk?
The risk that key infrastructure, networks or core systems

are compromised or are otherwise rendered unavailable.

Material influencing factors:

- Software or hardware issues, including telecoms network and
connectivity and power supplies.

- Malicious cyber-attack.

- Ineffective operational performance, for example, breach of
information security rules or poor management of resilience expertise.

- Employee and contractor understanding and awareness of
information security requirements.

- Geopolitical events such as Brexit.

Note: Group Principal Risks are displayed in alphabetical order.
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KEY DEVELOPMENTS
IN 2018/19

- Managing the impact of
higher than expected
gés prices, lower than
expected renewable

energy outputs, extreme .

weather and the
financial consequences
of these.

- Managing continued
increased market
volatility related to
geopolitical events
iincludity Whie Irmpact
of Brexit.

- Development and
implementation of a
new energy hedging
approach for the Group.

SSE's hedging approach
can be read in fullon
sse.com Lo

KEY DEVELOPMENTS
IN 2018/19

- Theglobal profile,
prevalence and
sophistication of

. malicious cyber-attack
continues to increase.

- Preparation to ensure

- continued compliance
with GDPR regulations
following changes that
will materialise as a result
of Brexit.

- Continuously evolving
technological
environment.

KEY MITIGATIONS

- An asset-by-asset approach to hedging ensuring that
trading positions cannot have a material impact on SSE
Group earnings, will be fully implemented by April 2020.
For full details of this please see sse.com Lo

- The Energy Markets Risk Committee has been
established to oversee and ensure effective
implementation of the revised hedging arrangements.

- SSE uses VaR measures to monitor and controt
exposures. Trading limits are reviewed regularly by the
Energy Markets Risk Committee, with consideration
given to changes in the material influencing factors
noted above, before being approved by the Board.

- SSE's knergy Economics team provides commodity price
forecasts which are used to inform decusnons ontrading
strategy and asset investment.

- SSE utilises hedging instruments to minimise exposure to
fluctuations'in foreign exchange markets, details of which
are available in the Financial Statements section of this
Annual Report.

Oversight
Wholesate Risk Committee

KEY MITIGATIONS -

- Key technology and infrastructure risks are incorporated
into the design of systems and are regularly appraised
with risk mitigation plans recommended.

- SSE conducts regutar internal and third party testing
of the security of its information and operational
technology networks and systems.

- Further strengthening and embedding of the cyber
risk and controls framework which seeks to continue
to identify threats and reduce exposures through, for
exampte, improved use of data analytics and further
migration from unsupported systems.

- Significant longer term Security Programme investment
and planning which seeks to strengthen the resilience of
the systems on which SSE relies.

- IT Service Assurance works with individual business units
to form and agree appropriate service level agreements
for business critical IT services.

- Business continuity plans are in place and are regularly
tested and reviewed.

Oversight
Information Security and Privacy Committee



Link to the strategic pillars:

@ Focusing Developing,
&)y onthecore operating, owning

Creating
value

DEVELOPMENT AND CHANGE

S

Material influencing factors:

- Fast developing customer needs in relation to efficient, innovative and
flexible products and services.

- Climate change and the necessity to generate the energy required in
modern society in a responsible and sustainable way, which includes
ensuring that value is shared with those impacted by SSE's operations.

- The size, scale and number of change programmes underway,
including those relating to regulatory or legislative requirements.

- Longer term capital investment plans and budgets.

- Geopolitical events. .

- Governance and decision-making frameworks within the Group.

®

What is the risk? .

The risk of failing to recognise and react appropriately to
competition, technological advancements and stakeholders’
evolving expectations.

ENERGY AFFORDABILITY

What is the risk?

The risk that the combination of the cost of providing reliabte
and sustainable energy and the level of customers' incomes
means that energy becomes unaffordable to a significant
number of SSE's customers. This risk is directly connected to
political interventions and commodity price exposure.

Material influencing factors:

- Fluctuations in the cost of fuels.

- Generation technology changes.

- Macro-economic impacts on household and business incomes.

- Supply chain cost management. .

- Public policies, including those aimed at reducing carbon emissions
and energy consumption.

- Political interventions, such as renationalisation of any part of the UK's
energy infrastructure.

- Required investment in the upgrading of the UK's energy infrastructure.

Being
sustainable

KEY DEVELOPMENTS
IN 2018/19 .

- SSE has adopted

four fundamental
business goals for
2030 which are directly
aligned to the United
Nations’ Sustainable
Development Goals
{further detail can
be found in the
Sustainability Report).
- SSEis continuing to build
on the significant work
done to date to separate
SSE Energy Services as
anindependent, self-
sufficient entity within
the Group, but believes
that its best future lies
outside the SSE Group.
In line with that, future
options for SSE Energy
Services are being
actively assessed.

KEY DEVELOPMENTS
IN 2018/19

- Continued uncertainty
surrounding Brexit
and its tonger-term
economic impact,
including on households
and businesses.

- Managing the
implementation of the
price cap on standard
variable energy tariffs
which came into effect

-on1January 2019.

- Managing the impact

" of costs imposed on
network operators and
energy retaiters as a
result of an increased
number of supplier -
faitures.

KEY MITIGATIONS

- The Board sets the Risk Appetite of the Group and
approves and regularly reviews the Group's commercial
strategy, business devétopment initiatives and long term-
options, ensuring alignment of risk appetite and strategic
objectives.

- Areview of the Group operating model has been
undertaken in order to allow decision-making to be
as effective and efficient as possible.

- The Group Executive Committee is responsible for -
ensuring that divisional strategies are consistent and
compatible with the overarching Group strategy.

Oversight
Group Executive Committee

KEY MITIGATIONS

- SSE's Customer Charter sets out the steps it takes to
support customers who are having difficulty paying their
bills, encouraging early engagement to work together on
arrangements that allow payments to be appropriately
managed. .

~ In February 2018, SSEN achieved the British Standard for
inclusive service provision having met the requirements
of the Standard for the previous two years. It was one
of the first companies to be assessed since the inclusive
service provision standard assessment has been formally
recognised as a verification scheme.

- SSE has a series of programmes, partnerships, funds
and schemes in place to support vulnerable customers,
including identifying and referring customers for benefits
entitlement checks.

- SSE continues to advocate its belief that modernisation |
of the energy market is best delivered by a cost-effective,
privatised system that is properly regulated.

Oversight
Retail Risk Committee
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Group Principal Risks cbntinuéd

ENERGY INFRASTRUCTURE FAILURE
£
7

Material influencing factors:

Severe adverse weather that causes damage or interrupts energy
supply or generation. :
Appropriate asset management and necessary upgrading works
of both generation and network assets.

Energy network balancing mechanisms.

Government policy regarding the operation of the energy network
which relates to security of supply, including the implications of
Labour Party proposals for a much greater role for the state in
energy provision. }

Failures in any aspect of the GB national critical infrastructure.
Maticious attack on the GB energy infrastructure.

Continuing access to the European energy markets and continued
inclusion of Northern Ireland in the all-island Single Electricity Market.

®

FINANCIAL LIABILITIES

(O

What s the risk?

The risk of national energy infrastructure failure, whether in
respect of assets owned by SSE or those owned by others
which SSE relies on, that prevents the Group from meeting
its obligations.

What is the risk?

The risk that funding is not available to meet SSE's financial
liabilities, including those relating to its defined benefit pension
schemes, as these fall due under both normal and stressed
conditions without incurring unacceptabte costs or risking
damage to its reputation.

Material influencing factors: .
Global macro-economic changes and subsequent volatility in foreign
exchange markets.

Fluctuations in interest rates and inflation which influence borrowing
costs.

Defined benefit pension scheme investment and performance.

The impact of fluctuations in gilt yields on the value of defined benefits
pension scheme liabilities. .

Ongoing commitment to maintain credit rating criteria.

4 \

'

LARGE CAPITAL PROJECTS QUALITY

®

Material influencing factors:

Availability of competent contractors.

Appropriate contractual arrangements.

New or unproven technology.

Appropriate and effective budget management.

All aspects of supply chain management, including those relating to
human rights and labour standards as well as the potential impacts
of Brexit.

®

What is the risk? .

The risk that major assets that SSE buitds do not meet the quality
standards required to support economic lives of typicatly 15 to
30 years. ’

v
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KEY DEVELOPMENTS
IN 2018/19

KEY MITIGATIONS

Anincreased investment - SSE's dedicated Engineering Centre of Excellence reviews
appetite for tow-carbon and develops plans to ensure the ongoing integrity of its

electricity assets which generation assets is maintained.

presents opportunities - Crisis management and business continuity plans are

to form new financial in place across the Group. These are tested regularly
partnerships and create and are designed for the management of, and recovery
value from successful from, significant energy infrastructure failure events.
development and Where there are material changesin infrastructure (or the
operation of assets. management of it} additional plans are developed.
Completion of the - SSE continues to be an active participant in national

£1.1bn Caithness-Moray
transmission link project.

security forums such as the Centre for the Protection
of National Infrastructure (CPNI).

Oversight
Group Executive Committee
KEY DEVELOPMENTS
IN 2018/19 KEY MITIGATIONS
- Ongoing uhcertainty - The Group approach is to ensure that committed
and volatility in financial borrowings and facilities are available at all times equal
markets due to potential to at least 105% of forecast borrowings over a rolling 6

KEY DEVELOPMENTS
IN 2018/19

month period.

SSE seeks to maintain a diverse and innovative portfolio
of debt to avoid over-reliance on any one market.

This allows it to build relationships with, and create
competition between, debt providers.

Each of SSE's defined benefit pension schemes has

a Board of Trustees which acts independentty of the
Group.

macro-economic
factors, such as the
impact of Brexit.
Successful issuance

of a second €650m
Green Bond, an
innovative approach to
financing renewable
energy infrastructure
investment, in August
2018. '
Successful refinancing

Oversight .
Tax and Treasury Committee

" of the £1.3bn Revolving

Credit Facility (RCF)fora-
new five year period to
March 2024, with options
to extend further to ”
March 2026.

KEY MITIGATIONS

SSE's Largé Capital Project Governance Framework
manual ensures that alt major capital investment projects
for the Group are governed, developed, approved and
executed in a consistent and effective manner, with

full consideration of best practice project delivery. The
manual provides common standards across the Group
and incorporates continuous improvement practices.
The Large Capital Projects Services function employs

Anincreased focus on
developing, operating
and owning the
renewable generation
and networks which
are crucial to the
low-carbon transition,
along with arange

of businesses which dedicated quality and assurance teams who perform
comptement these. in-depth quality reviews.

Developing strategies - Inmajor projects, SSE generally manages insurance

for managing the placement by organising owner controlled insurance. This
complexities of auction strategy allows it to have greater control and flexibility over
bidding processes. the provisions in ptace. SSE also sees the insurance market

as an important source of information on the reliability of
technology and uses this to inform the design process of
major projects.

In line with SSE's vision and strategy, the Group is seeking
to treble its renewable energy output by 2030.
Oversight :

Group Large Capital Projects Governance Committee



Link to the strategic pillars:

i@ Focusing
&)’ onthecore

Developing, Beint

operating, owning

Creating
value

O 0

PEOPLE AND CULTURE
N Whatis the risk? :
WA The risk that SSE is unable to attract, develop and retain an

[ad appropriately skilled, diverse and responsible workforce and
leadership team, and maintain a healthy business culture
which encourages and supports ethical behaviours and
decision-making.

Material influencing factors:

- Rewarding employee contributions through fair pay and benefits.

- Recognition of the value and benefit of having an inclusive and
diverse workforce.

- Aresponsible employer ethos (see the Sustainability Report for
further detail). R

- Clearly defined rotes, responsibilities and accountabitities for all
employees. '

- Availability of career development opportunities and appropriate
succession planning that recognises potential future skills shortages.

- Clear personal objectives and communication of the SSESET of values.

- Afocus on ethical business conduct and creating a culture in which
employees feel confident to speak up when they suspect wrongdoing.

POLITICS, REGULATION AND COMPLIANCE

Whatis the risk?

The risk from changes in obligations arising from operating
in markets which are subject to a high degree of regulatory,
" legislative and political intervention or uncertainty.

Material influencing factors:

- Constitutional uncertainty relating to Brexit.

~ Changes in financial, employment, safety and consumer legislation
and regulation and the impact of these changes on business as usual
activities.

- Government intervention into the structure of the energy sector
including renationalisation of any aspect of the UK's energy
infrastructure.

~ Changes to corporate governance requirements. .

- International and national agreements such as the 2015 Paris
Agreement on Climate Change.

©

SAFETY AND THE ENVIRONMENT

®

Material influencing factors: -

- Clear and appropriately communicated safety processes.

- Safety culture - “if it's not safe, we don'tdoit™.

- Clear, effective and regutar communication of all relevant
safety updates.

- Competent employees and contractors.

- Regular and documented training.

- Adverse weather.

- Challenging geographic locations. .

- Appropriate task and asset risk assessment.

(6]

What is the risk?
The risk of harm to people, property or the environment
from SSE's operations.

9
sustainable

KEY DEVELOPMENTS
IN 2018/19

One of the four

2030 Sustainable
Development goals set
by SSE includes to be
the leading company
in the UK and Ireland
championing fair tax
and a real Living Wage.
During the year, Sue
Bruce was appointed
non-Executive
Director for Employee
Engagement. One of
the key purposes of
this role is to provide
adirect channel of
communication to the
Board for all employees.

KEY DEVELOPMENTS
IN 2018/19

UK Government’s
continuing focus on
energy supply markets
including further -
potential interventions.
UK Government policy
evolution in key areas
such as carbon price
support and the capacity
market.

SSE continues to focus
advocacy efforts on
maintaining a long-
term collaborative and
cooperative UK-EU
relationship relating to
energy issues.

KEY DEVELOPMENTS
IN 2018/19

Continued progress of
the 50by20 Safety family
initiative which targets a
50% reduction in injury
rates and 50% of our
people active on health
by 2020.

One of the four
Sustainability goals set
by SSE is to reduce the
carbon intensity of the
electricity it generatesby
50% by 2030, compared
to 2018 levels, to around
150g/kWh.

KEY MITIGATIONS

- SSE has a detailed inclusion and diversity policy and plan -
which is sponsored by the Group Executive Committee.
Progress and performance were reviewed by the
Executive Committee on a quarterty basis and by the
Nomination Committee twice per year in 2018/19. From

" 2019/20, SSE's Group Executive Committee will review
progress on a monthly basis.

- Group policies including "Doing the Right Thing, a guide
to ethical business conduct”, explicitly outline the steps
employees should take to ensure their day-to-day actions
and decisions are consistent both with SSE’s values and
ethical business principles. SSE employees can report
incidents of wrongdoing through both internal and
external mechanisms. SSE uses an independent “Speak
Up® phone line and email service, hosted externally by
SafeCall, through which incidents can be reported.

- The Audit Committee reviews afl key accounting
judgements made as part of the preparation of the
Annual Report and Accounts.

- SSE's business leaders are required to undertake regular
succession planning reviews. At a Group level, SSE
continues to develop its approach to the management
of talent and strategies to strengthen this.

Oversight
Group Governance, Culture and Controls Committee

KEY MITIGATIONS

~ The Group has dedicated Corporate Affairs, Regulation,
Legal and Compliance departments that provide advice,
guidance and assurance to each Division regarding
the interpretation of political, regulatory and legislative
change. These teams take the lead in engagement
with regulators, politicians, officials, and other such
stakehotders.

~ SSE has a clear Political Engagement Statement that
sets out principles for any employees who make
representations to institutions of governments or to
legistatures on the Company’s behalf.

-~ The Group has a dedicated project team to manage all
aspects of the regulatory and legislative change impacts
of Brexit. Further details are avaitable on page 13 8.

- Thereis regular engagement with the Board and Group
Executive Committee on political and regulatory
developments which may impact SSE's operations
or strategy.

~ SSE has a long-term strategy to reduce the carbon
intensity of the electricity it generates.

Oversight ) .
Group Governance, Culture and Controls Committee

KEY MITIGATIONS

- Safetyis the Group's number one value with Board
oversight being provided by the Safety Health and
Environment Advisory Committee.

— Crisis management and business continuity plans are in
place across the Group. These are tested regularly and
are designed for the management of, and recovery from,
significant safety and environmental events.

- SSE'sdedicated Engineering Centre of excellence reviews
and develops plans to ensure that the integrity of its
assets is maintained.

- Full environmental impact assessments are carried out

. for all major projects, to ensure adverse environmental
impacts are well understood and minimised.

Oversight
Group Safety, Health and Environment Committee
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Introduction to Corporate Governance

A YEAR

OF CHANGE

Dear Shareholder,

. The range of developments which SSE and
its individual businesses have been required
to navigate in 2018/19, and the many
decisions which have calted for in-depth
consideration, have arguably resulted in
an unprecedently diverse Board agenda.

Many of thesehdevelopments and decisions
remain subject to, and have been informed
by, the dynamic market, political and
regulatory context in which SSE operates.

In line with this, the Board has naturally
spent time monitoring and discussing issues
such as: possible Brexit outcomes; domestic
energy price caps; plans for the RIIO-T2
price control; the income mechanisms as
set out by the CfD auction process; and the
current standstill period of the UK electricity
generation Capacity Market.

Closer to home there have been internal
matters for SSE to deal with, specifically
developments relating to the future of
SSE Energy Services and the operating
loss incurred by SSE's Energy Portfolio
Management (EPM) business.

Long-term focus

In order to ensure the continued relevance
of SSE's strategy, discussions centred on the
long-term have formed part of every Board
meeting. We also focused on some key
aspects of strategy, in addition to our
annual dedicated strategy session.
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As announced last year, SSE has evolved its
strategy to focus on the core, low-carbon
businesses that are best placed to seize the
opportunities presented by decarbonisation.
As an established developer, operator and
owner of world-class renewable energy

and regulated electricity networks assets,
SSE is well-equipped to deliver value
through the execution of relevant and
supporting objectives.

Evidence of this value creation can be

seen in the excellent progress of SSE's
investmentand capital expenditure
programme, which has seen a spend

of £1.42bn in the period. This has been
further supported through ongoing review
of the composition and mix of our core
and complementary business portfolio
which has resulted in sustainable capital
recycling and well-timed disposals. With
an unwavering focus on the future needs
of both customers and society, innovation
has been pursued in the development of
solutions to complement electrification and
to support local energy solutions through
electricity network flexibility. These activities
not only support the ability to remunerate
shareholders’ investment through our clear
financial objective — as we recommend a
full year dividend of 97.5p - but also ensure
legitimacy of operations as we continue to
deliver in the public interest.

Full details of how we have overseen the
implementation of the above, and how

~we continue to ensure that the appropriate

resources and governance are in place to
create sustainable value are set out on pages
81to 8718.

Stakeholder engagement
Decision-making does not occur in
isolation. Constructive, transparent and
open engagement with our stakeholders
outside of the Boardroom, therefore forms
a critical aspect of Board-level activity and

is a social responsibility for any organisation .

of our size and role. We continue to provide
details throughout the Directors’ Report of
the stakeholder matters that are considered
in our decision-making. | hope that you

find this informative and representative

of the value we place on understanding
these views. On page 9518, we further
discuss the remit of our newly-created role
of non-Executive Director for Employee
Engagement, to which Sue Bruce was
appointed in November 2018.

You are, of course, a key stakeholder and

| am appreciative of the opportunity and
time which has been dedicated to increased
engagement in this financial year. Our
meetings and conversations have allowed
positive discussion surrounding progress
and future plans, but have also expectedly
covered the aforementioned developments
relating to SSE Energy Services and the EPM
operating loss. As a Board we acknowledge
these unexpected outcomes, and set out on
pages 88 to 92 1B are details of the focus that
was provided to these matters and actions
which have subsequently been agreed in
recognition of your views.

Business purpose

The credibility and longevity of any business
goes beyond pure financial gain; a principle
long-embodied and supported by SSE's

-strong values-based culture and approach

to environmental, social and governance
issues. During the year we refreshed SSE's
stated purpose to align with what our holistic '
business and sustainability plans set out to
achieve; to provide the energy needed today
while building a better world of energy for

- tomorrow. SSE's Sustainability Report which

is published alongside this Annual Report,
contains further information on our sociat
contract, contribution and impacts, including
the targets which have been set under

a revised Board-approved framework,

based on the adoption of four UN
Sustainability Goals.

The externally-led British Academy research
project, “Future of the Corporation”, seeks to
examine the critical elements and principles
which will underpin the future retationship
between business and society, and as a
member of the Corporate Advisory Group,

| have gathered valuable insights on sociat
expectation and accountability. To ensure



that we, at SSE, continue to supportand earn
public trust through our own operations,
reflections to inform future work will be
shared in a planned'session with SSE's
senior leaders in the coming months.

‘'Board effectiveness

In respect of our operations as a Board,

we continue to reflect upon our collective
skills and experience and our ability to
effectively lead SSE through its ongoing
transition. Through the dedicated work

of the Nomination Committee, | am very
pleased to have welcomed both Tony Cocker
and Melanie Smith to the Board, who joined
us as non-Executive Directors during the
period. Both Tony and Melanie bring detailed
expertise in their respective areas of the
energy sector and strategy, and have already
provided highly valuable contributions to
our work. As these appointments form

part of considered succession plans, | must
once again thank both Katie Bickerstaffe and
Jeremy Beeton for all of the work throughout
their tenure following their stepping down
from the Board. Full details 6f the processes
which have supported the above changes
can be found on page 1018 and are
accompanied by a description of the
tailored inductions on page 97 8. -

A key mechanism to inform our future
development plans is the annual Board
evaluation, and following two successive
internally-led processes, in this year,

we engaged in an externally-facilitated
assessment. This comprehensive process
spanned nine months and provided the
opportunity to observe and appraise our
operations over a time-period that would
provide both meaningful and measured
outcomes. The conclusion that we continue
to operate effectively was welcomed, -
however we continue to recognise the value
of the objective findings and suggested areas
forimprovement. Pages 98 to 99 1B explain
in full the process that was adopted and how
we have integrated agreed actions into our
forward plan of work.

Board Committee support

The Board Committees continue to inform,
underpin and support many aspects of the
Board's role, and although the key focus areas
for each Committee remain unchanged,
priorities throughout the year continue to
respond to the needs of the Company and
relevant governance developments. Each
Board Committee presents its own detailed
reportin the pages that follow, with some of
_ the key highlights which have been reported
to, and where appropriate, considered by the
Board, set out below.

The Nomination Committee has continued A

to provide increased focus and scrutiny

on matters of inclusion and diversity,
recommending changes to the supporting
Board-level policy and the adoption of an
ambition for female membership, both of
which were subsequently agreed. To ensure
that a capable internal pipeline is in place,
plans were also reviewed in respect of talent
development and internal progression.

OQutside of routine annual business, the
Audit Committee led the comprehensive
competitive tender process which resulted

in the appointment of Ernst and Young LLP
as SSE’s External Auditor. This matter remains
subject to shareholder approval, which will
be considered at the AGM on 18 July 2019. In
respect of Internal Audit, an external quality
assessment to confirm the effective role

of the Internal Audit function, was further '
overseen and reviewed.

The Energy Markets Risk Committee, which
was newly established in 2018/19, presents
its first report on page 112 8. In response to
a revised approach to managing commaodity
price exposure, this forum will oversee the
period of transition and report to the Board
on progress.

Safety is SSE's No. 1 value and priority, and
continues to be overseen alongside health
and environment matters by the Safety,
Health and Environment Advisory Committee.
Significant work has been undertaken to

align the operations of the Committee with
business needs and stated objectives, which
has been supported in its initial phase through
increased on-site engagement. Against a
backdrop of improved safety performance,
the Committee continues work to understand
and address the key issues, with the aim to
support an enduring position.

Constructive discussion surrounding
executive remuneration outturns and the
Group-wide pay environment.continue

to be delegated to the Remuneration
Committee. Foltowing proactive shareholder
engagement, and in line with the three-
yearly review, SSE's Remuneration Policy will
be put forward for shareholder consideration
at the 2019 AGM. The full Policy, and details
of the decisions to: provide no award under
the Annuat Incentive Plan; apply a salary
freeze to all Executive Directors for the year
under review; and hold the level of non-
Executive Director fees, are covered in the
Report that follows.

UK Corporate Governance Code
After a period of consultation, a highty
notable development within the year

was the release of the 2018 UK Corporate
Governance Code (the 2018 Code). The
changes presented will apply to SSE for the
next reporting period, and the stated aim of
detailed Board review was to agree forward-
looking plans to support compliance where
appropriate. Details of the work which was
undertaken and of SSE's anticipated position
are presented on pages 86 to 87 8. One area
covered was the revised 2018 Code position
regarding the tenure of the Company Chair.
Page 103 18 describes the process which
was followed to preserve the independence
of related discussions, and of each individual
Director.

Confirmation of our full compliance with
the UK Corporate Governance Code 2016
{the 2016 Code) for the year under review is
set out on page 78 8.

| am pleased to present the report of our
work and look forward to engaging further
on our role in governing and supporting
SSE's long-term success.

Richard Gillingwater CBE
Chair, SSE plc
21 May 2019
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Board of Directors

EXECUTIVE DIRECTORS

CHAIR
Richard Alistair ) Gregor
Gillingwater CBE Phillips-Davies Alexander
Chair . Chief Executive Finance Director
Board and Board
. 77 717 717 2/2
Committee membership D 7 56 @ 272 @ ° ®
and attendance Q33

Date of appointment

Non-Executive Director since

May 2007

Appointed Deputy Chair in January'
2015 and has been Chair since

) July 2015

Executive Director since January
2002 and Chief Executive from
July 2013

Finance Director since October
. 2002

Skills and experience

Richard has extensive and diverse

" leadership experience, and a

sound practical understanding

of corporate governance, having
held the position of Chair, Senior
Independent Director and
non-Executive Director across

a number of private and public
sector organisations, including
Janus Henderson, the Shareholder
Executive and CDC Group plc.
In conjunction with a City career
spanning over 20 years, he has a
deep appreciation of capital markets
and investor sentiment which

he brings to Board deliberations,

in addition to financial expertise.
Matters in relation to the tong-term
direction of the Company, including
strategic development, are further
supported by a long-standing, and
developed knowledge of the energy
sector and the environment in which
SSE operates. Richard is committed
to engaging with the business and to
ensuring employee views are heard,
understood and considered.

Alistair has been with SSE since 1997
and possesses a detailed knowledge
of each business area having held

a variety of senior roles within the
Company. Prior to-joining the Board
in 2002 as Energy Supply Director,
Alistair was Director of Corporate
Finance and Business Development.
In 2010, he became Generation

and Supply Director, before Deputy
Chief Executive in 2012, then Chief
Executive in 2013. Alistair's career
progression has supported the
development of sound leadership
skills, and a considered and strategic
approach to business deliberations.
He has a detailed understanding

of the energy markets in Great
Britain and Ireland, including the
trends and factors which can have

a material impact on the operating
context, such as the political

and regulatory environment.

He also hotds a broad knowledge
of markets across Europe as a
former Vice President of Eurelectric.
Through regular and proactive
engagement, he understands
stakeholder views and concerns,
and continues to provide focus to
people devetopment and efficient
operations in order to develop SSE's
capabilities for future growth,

Gregor joined SSE in 1990 and
worked in various senior finance
roles, and on significant corporate
projects including mergers and
acquisitions, leading teams
including Treasury and Tax, prior

to joining the Board as Finance
Director in 2002. During his career
Gregor has been instrumental in the
major transactions and investments
which define the SSE Group.

His extensive and long-standing
knowledge of financial markets and
experience of shareholder views,
has supported the development

of SSE's financial strategy to create
long-term value, including through
sustainable debt financing, and

the commitment to Fair Tax and

the Living Wage. The Board further
benefit from Gregor’s regulatory
insight through his role as Chair

of Scottish and Southern Energy
Power Distribution and of Scotia
Gas Networks. His experience of
operating within an evolving energy
sector, including an understanding
of the risks and opportunities which
this can present, is highly valued.

Key external appointments and
_changes during the period

- Chair of Henderson Group plc

- Senior Independent Director
of Whitbread plc (appointed in
June 2018)!

- Stepped down as Senior
Independent Director of
Helical Bar plcin July 2018*

- Stepped down as Pro-Chancellor
of Open University in December
2018

-~ Member of Scottish Energy
Advisory Board

-~ Member of the Accenture Global
Energy Board

-~ Stepped down as Vice President of
Eurelectric in May 2019

- Chair of Scotia Gas Networks Ltd
- Non-Executive Director of
Stagecoach Group plc

1 The changes to the external appointments held by Richard Gillingwater which have occurred during the period were previously reported in the 2018 Annuat Report.
There has been no resultant impact on his existing time commitments as Chair of the SSE plc Board.
2 Martin Pibworth’s title changed from that of Wholesale Director to Energy Director during the period. There was no change in his role, function or responsibilities as a result.
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.Committee membership as at 31 March 2019

@ Energy Markets

@ Board Nomination @ Audit
Meetings Committee Committee Risk Committee
@ Safety, Health and Environment © Remuneration ©® Committee
Advisory Committee Committee -Chair

INDEPENDENT NON-EXECUTIVE DIRECTORS

Martin Crawford Dame Sue Tony

Pibworth Gillies Bruce DBE Cocker

Energy Director? Senior Independent Director Non-Executive Director Non-Executive Director
Q77 @22 D17 @es6 @35 @77 Qo @ a4 D7 @55 @ 44

Q22 O33

33 @ a4

22 @313

Executive Director since
September 2017

Non-Executive Director since
August 2015

" Non-Executive Director since

September 2013

Non-Executive Director since
May 2018

Martin joined SSE in 1998 as an
energy trader, which was followed
by a series of commercial roles,
before becoming Managing Director,
Energy Portfolio Management, and a

- member of SSE's then Management
Board, in 2012. In 2014, he was
appointed Managing Director,
Wholesale, and a member of SSE's
Group Executive Committee,
taking on responsibility for SSE's
electricity generation portfolio -
and associated capital investment
programme. Martin has overseen
the development of SSE's diverse
and flexible generation portfolio
including its growing renewable
fleet. Having joined the Board in

- 2017, as Energy Director, he leads
on: SSE's wholesale businesses;
the supply of energy and related
services to industrial and commercial
customers; and SSE’s operations
in Ireland. He brings significant
knowledge of energy markets and
experience of commercial, technical
and operational matters, with his
innovative approach to strategy,
in seeking opportunities to create
future value, being a key Board
attribute.

Crawford has substantial
international and cross-sector
experience, including in utilities,
which has been gained through a
career of over 30 years. With this, he
brings expertise in the development
of corporate strategy for muilti-
business organisations, and through
roles in both the private and public
sector, including management
consultancy, finance, risk, and

trade and industry, he brings

strong commercial knowledge

to the Board. This experience
provides SSE's businesses with

‘the benefit of extensive external

insight and breadth of outlook.
Having served on the Board and
Board Committees of a number
of organisations, including in the
position of Chair, and twice as

a FTSE 50 Senior Independent
Director, he has the oversight
and understanding required for
his current role. This includes an
established view and understanding
of governance and boardroom
dynamics.

Sue has extensive public sector
experience from a career which
spanned almost 40 years,

holding a variety of roles in

tocat government, including the
position of Chief Executive at

East Dunbartonshire Council,
Aberdeen City Council, and latterly
the City of Edinburgh Council.

Her strategic and operational
experience of leading organisations

< with large numbers of employees,

significant assets, construction
projects, and an important place
in the community they serve,
make her an excellent source

of knowledge on these matters
for the Board and experienced
in stakeholder engagement.
This experience in collating and
understanding a diverse range
of views is evident in her roles as
Remuneration Committee Chair
and non-Executive Director for
Employee Engagement. Sue has
also held a number of Board and
Board Committee positions in
organisations across the arts,
education and charitable sectors.

Tony possesses highly detailed
knowledge of the energy sector
gained through a 20 year career
with E.ON. He brings wide-
ranging and retevant experience
to the Board regarding insight into
technical and operational matters,
including energy infrastructure
and assets, and a comprehensive
understanding of commodity
markets, energy trading and risk.
Latterly, as CEO and Chair of
E.ON UK plc, which comprised
E.ON’s main businesses in the

UK, Tony oversaw the supply of
energy to household customers,
businesses and communities,
digital transformation programmes
and the smart meter roll-out. This
long-standing industry experience
in combination with his current
external appointments, enhances
the Board's knowledge of trends
relevant to SSE's operations and
of utilities regulation. Tony has
experience in strategic planning
and development through early
consultancy roles, and in energy
and utility stakeholder management
and governance, through his
current non-Executive roles.

- Member of Energy UK Board

- Senior Independent Director
of Barclays plc :
- Chair of The Edrington Group Ltd

- Convenor of Court of the
University of Strathclyde

- Trustee of the Prince’s Foundation

- Chair of the Royal Scottish
National Orchestra

~ Electoral Commissioner,
The Electoral Commission

- Governor of Erskine Stewart
Melville School

- Chair of Nominations Committee
for National Trust Scotland

- Stepped down as Court Member
of The Merchant Company of
Edinburgh in November 2018

- Chair of Affinity Water Ltd

- Chair of Infinis Energy
Management Ltd

- Deputy Chair and Governor
of Warwick Independent
Schools Foundation
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Committee membership as at 31 March 2019

@ Board @ Nomination @ Audit @ Energy Markets
Meetings Committee Committee Risk Committee
@ Safety, Health and Environment @ Remuneration () Committee
Committee Chair

Advisory Committee

INDEPENDENT NON-EXECUTIVE DIRECTORS

Peter
Lynas

Non-Executive Director !

Helen
Mahy CBE

Non-Executive Director

Melanie
Smith

Non-Executive Director

Board and Board
Committee membership
and attendance

Q@77 ©es @ 5Is
0 22 ‘

D7 Qes @55
@ 44 ) ’

D22 @22 Qn

Date of appointment

Non-Executive Director
since July 2014

Non-Executive Director since
March 2016

Non-Executive Director since
January 2019

Skills and experience

Peter has over 30 years business
experience spanning all areas

of finance. As a Fellow of the
Chartered Association of Certified
Accountants and through his
current role as Finance Director,
BAE Systems plc, he brings recent
and relevant financial experience
to the Board and strong direction
to the Audit Committee. Within
BAE he has previously served

as Director, Financial Control,
Reporting and Treasury, and his
early career involved roles within
GEC Marconi, where he was
appointed Finance Director of
Marconi Electronic Systems prior
to the completion of the British
Aerospace/Marconi merger. This
background affords international
experience, in addition to an
understanding of tong-term
project management and delivery,
including investment appraisal

- and contracting. Peter also brings

pensions experience having been
Chair.of the trustee Board of a major
UK scheme.

Helen's depth of knowledge in
relation to the energy sector brings
a valuable external perspective to
discussions. Through her previous
role of Company Secretary and
General Counsel at National Grid
plc, she has a comprehensive
understanding of the legal,
compliance, governance and risk
considerations relevant to SSE, and
of the regulatory environment in
which its businesses operate. As a
member of the steering committee
of the Parker Review into the Ethnic
Diversity of UK Boards, a patron of
the charity Social Mobility Business
Partnership, and an Equality and
Human Rights Commissioner, she
brings a detaited knowledge of, and
interest in, inclusion and diversity
and brings a firm cultural focus to
the Board. Helen has held previous
directorships with Aga Rangemaster

.plc, Stagecoach Group plc, SVG

Capital plc and was formerly chair of
MedicX Fund Limited, and through

these cross-sectoral and international

roles has experience in investor and
stakeholder engagement.

Melanie has over 20 years in-depth
strategy experience, advising on
strategy and transformation to
corporate retail and consumer
clients worldwide, including
international market growth and
M&A. She is currently Strategy
Director for Marks & Spencer with
responsibility for group strategy,
M&S Bank and M&S Services, and
has held previous roles as Global
Strategy and Marketing Director at
Bupa, and Chief Operating officer

. at Talktalk. This career experience,

in conjunction with insight from
her time as partner in McKinsey's
Consumer practice, brings

deep commercial and customer
experience across multiple goods
and services categories, including
insurance, telco and energy. Having
overseen and led operational
teams, she brings further valuable
perspectives surrounding people
leadership and development.

Key external appointments and
changes during the period

BOARD CHANGES

- Group Finance Director of BAE
Systems plc . .

~ Member of the BAE Systems Inc
Board in the US

The betow changes to Board membership have taken place since

1 April 2018:

- Katie Bickerstaffe stepped down on 30 Aprit 2018.
- Jeremy Beeton stepped down on 19 July 2018 and attended
3/3 Board meetings prior to this in the reporting period.
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Chair of The Renewables
Infrastructure Group Limited
Non-Executive Director of
Bonheur ASA

Deputy Chair and Senior
Independent Director of Primary
Health Properties PLC (appointed
in March 2019)

Equality and Human Rights
Commissioner

)

)

- Stepped down as Chair of MedicX
Fund Limited in March 2019

- Strategy Director, Marks and
Spencer

- Trustee at Beat

- Advisory Board member of Manaia



SUPPORTING SSE'S
LONG-TERM SUCCESS

SSE's long-term success is founded upon a clear vision, purpose and supporting strategy, which considers the views and needs of its
many stakeholders. As areas set by the Board, the Directors require breadth of knowledge and complementary skills, in order to confirm
that agreed priorities and objectives remain appropriate and can be delivered in a sustainable way. The alignment and balance of
experience within the Board is assessed annually through the Board evaluation process, and the findings from 2018/19 which confirm
the ongoing effectiveness of the Board are set out on pages 98 to 99 B. Related considerations surrounding Board composition,

which take account of these findings, are matters delegated to the Nomination Committee, and further details of how the Committee
approaches this work can be found on pages 100 to 103 8. !

Set out below is confirmation of how the Nomination Committee, and Board, judge that the current attributes and balance of
experience brought by the Directors continue to support SSE, and promote responsible governance of the Company, its strategy and
operations. Whilst each Board Director has a solid understanding of, and valuable contribution to make to all'of the identified priority
areas set out below, this analysis seeks to demonstrate how the complementary and specific skills and experience of each independent
non-Executive Director, support differing aspects of Board considerations.

Helping SSE be a leading energy
Company in a low-carbon wortd

Skills required

Board members

SSE's businesses operate in a dynamic, and at times
complex, political, regulatory and competitive
environment, with each individual business having
unique challenges. Reading these external trends
is crucial for making strategic choices which
create value.

Understanding of the energy sector, commodity
markets, capital markets, policy context relating to
energy and the environment, and utilities regulation.,

Sue Bruce
Tony Cocker
Helen Mahy

SSE has well-defined strategic priorities which are
founded upon developing, operating and owning
energy and related infrastructure and services,

in a low-carbon world.

Experience in strategy development and
implementation, large capital project management,
and commercial insight including supply chain and
operations.

Sue Bruce

Tony Cocker
Crawford Gillies
Peter Lynas
Melanie Smith

SSE is committed to creating value for
shareholders and providing a stable return

on investment through sustainable financing,
suitable corporate transactions and the pursuit
of appropriate growth opportunities.

' Financial literacy including corporate finance,

appraisal of project economics and funding,
corporate transactions and partnering experience,
and insight into global capital markets.

Tony Cocker
Crawford Gillies
Peter Lynas
Helen Mahy
Melanie Smith

SSE is focused on responsible and ethical
operations, and being a Company that people
want to work for and with, and invest in.

Consumer and commercial knowledge,
understanding of investor markets, experience
of meaningful stakeholder engagement and .
understanding of the social contract.

Sue Bruce
Crawford Gillies
Peter Lynas
Melanie Smith

SSE's diverse portfolio of operations, including
the delivery of large scale projects, rely on

the dedication and skill of its employees,

and the support of many contractors, all of
whom are based within in a wide range of
working environments.

Recognition of the conditions required to ensure safe
working and a positive business culture generally,
experience of leading large organisations, and
acknowledgement of the responsibilities to, and
areas of importance to the broader workforce.

Sue Bruce
Tony Cocker
Helen Mahy
Melanie Smith

SSE is a premium listed company with a group
company structure and is committed to the
highest standards of governance and compliance.

Sound understanding of exemplary governance
practices, awareness of the relevant legislative and

reguiatory framework, emerging trends in stakeholder

engagement and experience in risk management.
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Leadership of SSE

SSE’s Governance Framework - : \

The Board's role is to promote the long-term success of SSE through the setting of a clear purpose and sustainable strategy which creates
value for both shareholders and society. The successful execution of this strategy and oversight of its delivery are supported by sound
systems of governance, at the centre of which is an established Governance Framework that defines relevant decision-making authorities
and responsibilities. Formally, these authorities and responsibilities are documented within: SSE’s Articles of Association; the Schedute of
Matters Reserved for the Board; the terms of reference for the Committees which comprise SSE's Governance Framework; individual role
profiles and the financial approvals framework. Together, they reinforce the cultural expectations regarding accountability at the different

_levels within the organisation. ’

To ensure that all decision making is well-informed, transparent and balanced, careful consideration is given to information provision and
flows within the Governance Framework. This approach further supports each Director in the discharge of their responsibilities and appliéable
legal duties. The effective working relationship between the Board and senior management facilitates both support and challenge where
required, with Board awareness enhanced through regular dialogue, including upwards reporting from key individuals, and the provision

nf minytes from all Board Committee and Gruup Execuiive Committee meetings. i

1. )
SSE plc Board of Directors
2. : : —]
[ | ' T .
Nomination : Audit Energy Safety, Health and ' Remuneration
Committee Committee Markets Risk " Environment Committee
Committee Advisory Committee
Pages 100 to 1038 Pages 104 to 1118 Page 1128 Pages113to 1158 Pages 116 to 13918
3. I
SSE Power Distribution Board |- Group Executive Committee
to 31 March 2019
|
I - o)
Networks .Wholesate Retait , Enterprise thésale Retail Group Capital  Grouplarge  Group Safety, Health Group Govermnance Ireland
Management | Management Management- Management Risk Risk Altocation Capital Projects and Environment Cultureand ' Management
Committee Committee Committee Committee  Committee  Committee . Committee Committee Committee Controls Committee  Committee
T
From 1 April 2019
1

Energy Portfolio SSEEne Group Safety, Group Large
Transmission Distribution Renewables Thermal Management  Customers Enterprise ) rgly Health and N P rg Group Risk
Services N Capital Projects
and Investments Environment

1 Currently held for disposal.

The UK Corporate Governance Code

Through the Listing Rules, the UK Corporate Governance Code {the Code) underpins the overarching corporate governance framework
for premium listed companies within the UK. The Code is published by the Financial Reporting Council (FRC) and is available to view on
their website.

In this Directors’ Report, we describe how we have applied the Main Principles of the 2016 Code and in line with its “comply or explain” model,
confirm full compliance with its Provisions for the reporting year ended 31.March 2019.
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1. SSE plc Board of Directors

As at 31 March 2019, SSE’s Board of Directors comprised the Chair,
six independent non-Executive Directors and three Executive .
Directors. To ensure the Board operates efficiently and effectively,
each Director has certain responsibilities in line with their role and
these are explained further on page 80 [B.

The composition of the Board is subject to ongoing review and
appointments result from a combination of comprehensive succession
planning, and formal and rigorous searches, which are responsibilities
delegated to the Nomination Committee. Upon appointment, the
Chair and non-Executive Directors undertake a fixed term of three
years subject to annual re-election by shareholders, which can be
further renewed by mutual agreement. As explained on page 778,
at any one time, the collective experience of the Directors supports
the work of the Board, through clear alignment between their
respective competencies, and the agreed strategy and operating
context. All Board-level deliberations further benefit from diversity
of approach due to each Director’s wider background, career
development and training.

The established relationships between the Directors preserve
independence of thought and judgement, allowing open and frank
conversations to take place during deliberations of the Board. To
ensure that this level of integrity is maintained, and the effectiveness of
the Board continues to develop, separate meetings between the Chair
and the non-Executive Directors, individually and collectively, without
the Executive Directors present also take place throughout the year.
These meetings provide an additional opportunity to discuss areas
relevant to the operations of the Board and the Company. The Chair,
as head of the Board, and the Chief Executive, as head of executive
management, retain separate and clearly defined roles. To allow

these responsibilities to be discharged effectively, reqular contact is
maintained out with the Board meeting context, to ensure an effective
ongoing dialogue is in place and that there is a means to communicate
relevant external or internal developments in a timely manner.

The non-Executive Directors have direct access at all times to the
senior management teams within SSE. Contact with the business
and employees is encouraged, and provides the opportunity to
develop a deeper understanding of the Company's operations

‘or to request information about specific areas. The development

of these relationships with management strengthen both the role

of the non-Executive Directors and their ability to constructively
challenge, offer guidance and provide counsel in respect of strategic
decision-making.

2. Board Commiittees

The Board is directly assisted in the discharge of its duties by five
Board Committees, whose remit, authority and composition are
monitored to ensure continued and appropriate Board support. Each
of the Board Committees provides dedicated focus to a defined area
of responsibility, with the nature of delegated work ranging from a
recommendation being made to the Board, or if within their agreed
authority, a final decision being taken on behalf of the Board. Further
information on the specific role of each Committee is set out in their
respective reports that follow. The Energy Markets Risk Committee
was newly formed in the reporting period and further information
surrounding its establishment can be found on pages 92 and 112 (8.

Board Committee membership is determined by the Board,

based on the recommendation of the Nomination Committee, ’
in consultation with the relevant Committee Chair. Prior to making
a recommendation, the Nomination Committee will consider the
subject matter of the Committee’s work so that any refreshment of

membership addresses its specific needs. Decisions will often assess
technical skills, knowledge and experience whilst recognising the
benefits associated with diversity.

3. Group Executive Committee

and Executive sub-Committees .

The Group Executive Commiittee is accountable to the Board -

for implementation of agreed strategy through the operational
management of SSE’s businesses. Itis in turn supported by its own
Committee structure, with relevant delegated authorities. The
membership of the Group Executive Committee comprises the:
Chief Executive; Finance Director; Energy Director; Managing
Director, Scottish and Southern Electricity Networks; Managing
Director, Transmission; and Managing Director; SSE Renewables -
all of whom are persons discharging managerial responsibilities. The
Company Secretary is Secretary to the Group Executive Committee
and the General Counsel and Managing Director, Corporate Affairs
and Sustainability, attend meetings.

The SSE Power Distribution Board oversees SSE's economically
regulated electricity networks businesses in compliance with the
applicable regulatory license conditions. It reports directly to the SSE
plc Board and advises the Group Executive Committee of relevant
decisions and developments where appropriate.

4. Re-shaping SSE to set it up for long-term success
During the reporting period a comprehensive assessment of SSE's
governance framework was completed. The purpose of which,

was to confirm the appropriate operating modet to support

SSE's evolving focus on its low-carbon core and complementary
businesses. The key priorities underpinning this work were to ensure
that each business within the SSE Group would be: equipped with

the necessary resources to effectively drive delivery of strategy;
empowered to deliver future growth through effective and efficient
decision-making; and able to provide greater visibility over assets and
earnings. To support achievement of these priorities, and the interests
of the SSE Group as a whole, the Group Executive Committee was re-
shaped to focus on strategy, performance and governance; and three
Group-wide committees were created to focus on the priority areas of
safety, health and the environment; risk; and the governance of large
capital projects. The above has resulted in a new Group operating
model being implemented from 1 April 2019.

Governance documents available on sse.com [0

SSE's Articles of Association.

Schedule of Matters Reserved for the Board.
Terms of referencé for the Board Committees.
Director’s Letters of Appointment.

Role profile of the Chair, Chief Executive, Senior Indepéndent
Director and the non-Executive Director for Employee
Engagement.
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DIRECTORS’

REPORT -

Board roles and responsibilities

CORPORATE GOVERNANCE

The specific responsibilities agreed and assigned to each Director in line with their posftion on the Board include:

CHAIR

Leadership, effective operation and governance of the Board. -
Application of independent and objective judgement.

Setting agendas that ensure appropriate coverage of all areas material to
the Board and which support efficient and balanced decision-making.
Ensuring effective relationships exist between all Directors and driving
a culture that supports constructive discussion, challenge and debate.
Ensuring the views of all stakeholders are understood and considered
appropriatety in Board discussions.

Overseeing the annual Board performance evaluation and xdentlfymg
any action required.

Leading initiatives to assess the culture across SSE and ensure that the
Board leads by example.

INDEPENDENT NON-EXECUTIVE DIRECTORS

Scrutinising, measuring and reviewing the performance of management.
Constructively challenging and assisting in the development of strategy
Providing independent insight and support based on relevant
experience.

Reviewing Group financial information, ensuring the System of Internal
Control and Risk Management are appropriate and effective.

Reviewing the succession plans for the Board and key members

of senior management.

Engaging with internal and external stakeholders and feeding

back insights as to their views, including employees in relahon

to Company culture.

Setting policy in respect of executive remuneration.

Serving on or chairing various Committees of the Board.

FINANCE DIRECTOR

Deputising for the Chief Executive.

Leading the finance management teams.

Overseeing and reporting on SSE's regulated business activities, and
leading on agreed M&A transactions.

Leading and supporting the functions of: Finance, Procurement and
Commercial; Risk and Assurance; nvestor Relations and Company
Secretarial; the General Counsel areas of responsibility, covering,
Legal Services, Markets Regulation, Compliance and Large Capital
Project Services; IT; and jointly, Group Change.

Overseeing SSE's relationships with the investment community.
Engaging with SSE’s six key stakeholder groups and leading on
related activity in Scottand.

COMPANY SECRETARY

Compliance with Board procedures and supporting the Chair.
Ensuring the Board has high quality information, adequate time and
appropriate resources in order to function effectively and efficiently.
Advising and keeping the Board updated on corporate governance
developments.

Considering Board effectiveness in conjunction with the Chair.
Facilitating the Directors’ induction programmes and assisting with
professional development.

Providing advice, services and support to all Directors as and when
required.

SENIOR INDEPENDENT DIRECTOR?

Providing a sounding board for the Chair.

Leading the Chair's performance evaluation.

Serving as an intermediary to other Directors when necessary.
Being available to shareholders and other stakeholders if they
have any concerns which are unable to be resolved through
normal channels, or if contact through these channels is
deemed inappropriate.

CHIEF EXECUTIVE

Proposing and leading the delivery of strategy as agreed by the Board.
Leading the Group Executive Committee, which oversees operational
and financial performance and provides focus to the key strategic and
governance issues for the SSE Group.

Communicating and providing feedback on the imptementation of

- Board agreed policies, and their impact on behaviours and Company

culture ensuring SSE operates in a way that is consistent with its values.
Leading and supporting each of SSE's businesses and the functions of:
HR; Corporate Affairs and Strategy; Sustainability; and jointly,

Group Change.

Engaging with SSE's six key stakehotder groups and leading on related

activity at EU- and UK-level.

" ENERGY DIRECTOR

Supporting the work of the Chief Executive and Finance Director.
Leading the business units which oversee SSE's: renewable assets;
thermal generation fleet; gas storage facilities; energy portfolio
management and related investments; and energy customer solutions
which supply energy to businesses in GB and Ireland and households
across [reland.

Engaging with SSE's six key stakeholder groups and leading on related
activity in Ireland and Northern Ireland.

NON-EXECUTIVE DIRECTOR
FOR EMPLOYEE ENGAGEMENT?®?

Representing the Board in discussions with employees.
Developing, implementing and feeding back on employee
engagement initiatives in conjunction with management.
Providing an employee voice in the Boardroom by raising relevant
matters or issues raised.

Communicating to employees the outcomes and developments
made by the Board on specific matters.

Engaging with officers of Trade Unions and internal Trade Union
Representatives on key strategic issues affecting the workforce.

1 The Senior Independent Director and non-Executive Director for Employee Engagement have additional responsibilities to those required in their capacity as a non-
Executive Director. : A
2 Role effective from November 2018.
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Board meetings and activity in 2018/19

Board meetings

There were seven scheduled meetings of
the Board in 2018/19 in line with the agreed
plan of business for the year, and details

of Director attendance can be found within
the individual biographies on pages 74 to
76 8.

In the months between full Board meetings,
a Board update call provides the opportunity
to discuss key business developments, and
emerging issues and opportunities, with
arrangements also in place should a Board
decision or approval be required outwith the
above times.

Scheduled meetings of the Board follow an
agreed format, with agendas being developed
from the Board'’s annual plan of business
and tailored to reflect the current status

of projects, strategic workstreams and the
overarching operating context. Finalisation
of meeting content is a collaborative process
involving the Chair, Chief Executive and
Company Secretary, who ensure adequate
time is allocated to support effective and
constructive discussion.

Board activity and

strategic review

In line with the Board's responsibility for the
overall strategic direction of SSE, strategy-
related issues are discussed at every Board
meeting, including those specific to SSE's
individual businesses. These sessions are
supported annually by a dedicated strategy
review process, which holistically assesses
SSE’s strategic position and its key strategic
options. The above structured elements,

. supported by continual discussion and
assessment, allow consideration of issues
which extend across multiple business areas
or are specific to an individual business but
material to the SSE Group.

The 2018 Board strategy work identified
and agreed a series of initiatives to
prioritise key growth opportunities and
introduce increased focus within SSE's
business operations. These included the
creation of a separately identifiable SSE

Renewables business; plans to target frontier
performance across its networks businesses;
and the agreement to realise value where
appropriaté within SSE's existing portfolio of
assets. An overview of SSE's agreed strategy
is set outon pages 2to 3 1B.

In making these decisions, the Board has
overseen a number of other strategy-related
analyses, including, but not limited to: a

full review of SSE’s external environment -
in June 2018, covering relevant key trends

in policy, technology, customer demands
and competitor behaviour; SSE's long-

term financial outlook and key risks to this;
assessment and prioritisation of growth
opportunities; and a review of SSE's key
sources of competitive advantage and cross-
Group business linkages, which-supported
the launch of a Group-wide operating model
review which is being implemented from

1 April 2019.

These strategy-related analyses were
complemented by consideration of SSE's
approach to sustainability, ensuring that the
expectations of stakeholders in respect of
SSE's economic, social and environmental
impacts are integrated within, and consistent
with, strategic objectives and matters
relating to the employment, retention and
development of the skilled and talented
people on which the successful execution’
of SSE's strategy depends. ’

Details of the areas which have shaped

the Board agendas in 2018/19 are set out

on pages 82 to 87 (8 and comprise the
strategic matters outlined above alongside
the key decisions required to support and
resource their effective delivery. This includes
establishing effective governance and risk
management, and promoting behaviours
that align with SSE's values and purpose, and
protect its licence to operate for the benefit
of its stakeholders.

“In a fast-changing environment,
it is important that as a Board,
we continually test, challenge
and develop our strategy.

The Board strategy review
process is designed to achieve
this, with clear analysis provided
at every Board meeting and a full
review every June. This allows us
to take informed decisions on the
critical issues.”

Crawford Gillies
Senior Independent Director
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DI'R‘ECTORS' REPORT - CORPORATE GOVERNANCE

Board meetings and activity in 2018/19 continued

SSE'S STRATEGY

‘ STRATEGIC PILLAR #1

De'veloping,

FocuSing .
on the core...

...by maintaining safe and efficient
operation of low-carbon and flexible
thermal assets.

~ SETTING AND OVERSEEING
DELIVERY OF STRATEGY

Q{s " COMPANY PURPOSE

Reconsideration of SSE’s
core purpose

SSE RENEWABLES

STRATEGIC PILLAR #2

..operating

and owning...

...applying world-class skills and
experience to the low-carbon
infrastructure needed now and
in the future.

The development of SSE’s
offshore wind portfolio

Opportunities within SSE's
onshore wind portfolio

THERMAL

STRATEGIC PILLAR #3

Creating ™

~value...

'...through disciplined investment

82

and transactions that contribute
to its primary financial objective.

Investment in complementary.
flexible thermal generation and
review of the generation mix .

REGULATED NETWORKS
BUSINESSES

STRATEGIC PILLAR #4

Being '
sustainable... @

... by pursuing targets aligned to four
UN Sustainabte Development Goals.

SSE plc Annuat Report 2019

The reliable operation of SSE's
economically regulated electricity
networks and delivery of leading
customer service through a
programme of capital investment

INFRASTRUCTURE AND
RELATED SERVICES |

Providing infrastructure
and assets within SSE Enterprise
with the best platform for success

Considering the future of

. ~ SSE Energy Services
INVESTMENTS Returns and performance of
» non-core investments and assets
PERFORMANCE Operational performance

of SSE’s businesses

SUSTAINABILITY

Strategy centred on sustainability




Linkto
strategic
pillar

Link to Group
Principal Risk

What was reviewed and considered?

Reviewed the definition of SSE's core purpose, in light of the Company’s long-term strategic focus and the
widely recognised stakeholder interest for increased clarity, at a time when the role of business in society
is under significant scrutiny. A re-defined purpose was agreed: to provide the energy needed today while
building a better world of energy for tomorrow.

Large capital
projects quality

Reviewed the progress of projects in construction and development including Beatrice, Seagreen, Doggerbank
and Viking*, considering: delivery against plan; project financing and consents; project risks; ownership

structure; and CfD qualification and governance to support effective compluance with all regulatory requirements.
*Viking wind farm is etigible to compete in Allocation Round 3 as ‘remote island wind".

Energy infra-
structure failure

Considered opportunities for realisation of asset value through-partnerships which would benefit from the
existing strengths and expertise of each party.

Large capital
projects quality

Received updates on initial findings of the team assessing renewables opportunities in other geographies.

Financial
liabilities

Agreed to sell a stake in Stronelairg and Dunmaglass wind farms and.to return value to shareholders and
reduce net debt through a discretionary share buyback programme.

Energy infra-
structure failure

Considered the electricity mix and role of industry leading technologies in delivering new-build flexible
generation, and security of supply in a low-carbon energy system.

9000 O

Energy infra-
structure failure

Worked with CCGT supplier Siemens and agreed to invest in the development of a next generation high-
efficiency CCGT at Keadby 2, following appraisal of the strategic context, rationale, project economics,
market analysis and.associated risks.

Large capital
projects quality

Reviewed the progress of existing projects including Ferrybridge Multifuet 2.

Energy infra-
structure failure

Agreed the closure of Fiddlers Ferry Unit 1 following assessment of the market conditions, challenging plant
economics, transmission entry capacity position and the long-term policy outlook for coal generation; and -
considered how to communicate to employees and other stakeholders.

Large capital
projects quality

Reviewed the project plan and progress surrounding the final stages of construction, commissioning and
electrification of the Caithness-Moray transmission link, considering: project complexity; delivery against
timelines and budget; sub-contractor performance and safety; key risks; regulator engagement; and the
role of the asset in deployment of renewable energy to the electricity system.

Energy infra-
structure failure

Granted approval of project funding to support modernisation of existing critical national infrastructure and
increase generation connection capacity.

Energy infra-
structure failure

Confirmed the opportunities for future growth in line with the needs cases for transmission links to
Orkney, Shetland and the Western Isles, and the need for continued stakeholder engagement surrounding
these proposals.

Large capitat
projects quality

Reviewed performance and delivery within Distribution under.the incentive based framework, considering
key metrics and improvement projects within customer service and connections. )

Politics, regulation
and compliance

Received updates on the progress of capability studies and collaborative sector-leadmg Distribution System

_ Operator projects.

oo &0 © © 0

Development
and change

Approved strategic divestments which would result in realisation of business potential, whilst safeguarding
customer and employee interests, including the planned disposal of SSE Water and the sale of a stake in
SSE Telecoms.

All principal risks

See Significant Develobments onpages 88to9218..

Energy infra-
structure failure

Reviewed the role of E&P asset investment within SSE's business portfolio and the preliminary findings
of the gas discovery within the Glendronach prospect.

SIS

Development
and change

'Reviewed the performance of each business at every Board meeting and considered: key strategic

opportunities and challenges, regulatory, policy and market developments, stakeholder considerations
and material business outcomes.

Safety and the
environment

Approved the plan and priorities to further SSE's sustainability impacts and continue delivery of responsible
operations including: endorsing a letter of commitment to the UN Global Compact; agreeing a-new carbon
intensity ambition; approving SSE's Modern Slavery Statement; and adopting four UN Sustainable Development

Goals underpinned by specific targets for delivery by 2030, which will in part, guide future executive remuneration.
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DIRECTORS' REPORT - CORPORATE GOVERNANCE

Board meetings and activity in 2018/19 continued

" RESOURCING AND SUPPORTING
THE DELIVERY OF STRATEGY

SAFETY, HEALTH AND SHE performance and initiatives
ENVIRONMENT (SHE)

§ EXTERNAL ENVIRONMENT Reviewing and understanding
“Our Risk Frarework supports ' ‘ the operating context
the strategic development

process, through a robust

assessment of the challenges

presented by the markets

in which we operate, and

the implementation of

appropriate controls.

Ensuring that decision-makers’

have access to relevant risk FINANCE A ) Maintaining financial discipline to
information is essential to support sustainable delivery of

the delivery of our Strategy." strgtegy and flnanc1al objectives

Peterlynas
Chair ofithe Audit Committee

INVESTORS Engaging with investors and
remunerating their investment

RESPONSIBLE Implementing appropriate

T governance, monitoring
GOVERNANCE compliance and managing risk
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Link to Group
Principal Risk

What was reviewed and considered?

People and Culture/
Safety and the
Environment

Provided continued focus to SHE performance and culture through a standing review and discussion of:
SHE KPIs; the impact of initiatives such as updated safety language and communications; SSE's 50by20
strategy and mental health awareness training; and feedback from the SHEAC and Board site visits.

Politics, Regulation
and Compliance

Monitored Brexit and the work of SSE's dedicated project team surrounding identified risks, mitigating
actions, contingency plans and practical preparations inctuding in respect of: people; volatility in financial
and energy markets; supply chain and operational disruption; and the impact on applicable-EU legistation.

Politics, Regulation
and Compliance

Considered possible and actual political interventions covering: the control of electricity networks and
continuing assessments of strategies to safeguard the interests of shareholders, customers and other
stakeholders; capping the cost of energy for GB domestic customers; the GB capacity mechanism
standstill period; development of the CfD auction rules; and carbon price support.

Politics, Regulation
and Compliance

Reviewed regulatory policy and proposals leading to the next price control phase under RIIO-2; the
potential for more active network management with the transition to DSO; and Ofgem’s views surrounding
competition in transmission.

Commaodity Prices

Monitored trends and movements within wholesale energy markets and assessed the resultant impact and
exposure on short-, medium- and long-term strategy.

Financial Liabilities

Approved the Group budget, reviewing key assumptions, inputs and risks, and monitored performance
and variance in results. '

o|6|e| © ©f o ol

Financial Liabilities

Considered the Group funding position and financing requirements with input from the Audit Committee,
reviewing the cost of capital and required rate of return, approving the issuance of: a nine year Green Bond
and two year floating rate note; and the refinancing and conversion of existing Revolving Credit Facilities to
link to sustainability criteria.

Financial Liabilities

Reviewed the long-term financial outlook to provide context for Board-level strategic decisions and
discussions. .

Financial Liabilities

Received updates on the discussions held with rating agencies and their decision to downgrade SSE's
credit rating by one notch, noting the continued relative strength within the sector.

Financial Liabilities

Considered outlook and guidance' surrounding expected out-turns and earnings, confirming an interim
dividend of 29.3p per share and recommended full year dividend of 97.5p per share.

Politics, Regulation

and Compliance

Reviewed and approved shareholder communications for release to the market, including but not limited
to: the 2017/18 Annual Report and full-year financial statements; the interim financial statements for the
six months to 30 September 2018; the 12 September 2018 trading statement; and the materials to support
SSE's 2018 financial results and strategic focus on its low-carbon core and complementary businesses.

Politics, Regulation
and Compliance

Monitored share price performanée and reviewed feedback from investors, SSE's brokers and analysts.

Politics, Regulation
and Compliance

Reviewed and approved the matters to be covered at the 2018 AGM and the 2018 General Meeting,
including the issuance of a shareholder Circular in respect of the proposed SSE Energy Services transaction.

©e6 ©/6/6/6

Politics, Regulation
and Compliance

Following regular updates on the work of the Nomination Committee and upon final recommendation,
approved: the appointment of Melanie Smith; the re-appointment of Richard Gillingwater, Crawford Gillies
and Helen Mahy for a further period of three years; changes to Board Committee membership to support
ongoing effectiveness and continuity of experience; declared actual and potential conflicts of interest;

the continuing independence of all non-Executive Directors; and the establishment and membership

of a Board-level Energy Markets Risk Committee.

Politics, Regulation
and Compliance

Participated in the three-yearly external evaluation and agreed actions following a review of findings.
See pages 98 to 99 8.

© e

Politics, Regulation
and Compliance

Reviewed comprehensive updates on the impact of the 2018 UK Corporate Governance Code and
following consideration of the changes introduced, agreed holistic action plans to address compliance
and alternative governance arrangements where appropriate. See pages 86 to 87 8.

Politics, Regulation
and Compliance

Reviewed and approved the governance documents which comprise SSE's Board Charter, including: the
Schedule of Matters Reserved for the Board; the terms of reference for each of the Board Committees; SSE’s
24 Group-level policies; selected roles and responsibilities within the Board; and the Board Inclusion and
Diversity policy. .
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Board meetings and activity in 2018/19 continued"

"Much of my early focus as a
member of the Board has been
building my understanding
of SSE's businesses and the
complexities of the environments
in which they operate.

Having worked extensively
in strategy, | was particularly
interested to meet the Group

Strategy team to get an overview .

of the process and insight that
_has led to the development of
the SSE strategy and the focus
on renewables. Of course, itis
people that make an organisation,
and with this in mind | have also
spent time meeting many of the
leaders who will be key to SSE
- managing change and secunng
long-term success.”

Melanie Smith
Independent non-Executive Director
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RESOURCING AND SUPPORTING
THE DELIVERY OF STRATEGY

RESPONSIBLE

Implementing appropriate
governance, monitoring
GOVERNANCE compliance and managing risk .
PEOPLE Supporting and understanding
. - - employee views
IT AND TECH NQ LOGY Monitoring technological

opportunity and change

CYBER SECURITY

Understanding context,
risk and strategy

Working to comply with the 2018 Code

Following comprehensive review and assessment of the
Principles and Provisions set out in the 2018 Code, the Board
and its Committees agreed a series of workstreams to address
the transition to its revised reporting. framework for the next
reporting period. Details of specific actions are set out opposite,
with timelines for implementation designed to ensure continued
compliance with the 2016 Code for the year under review and
build on existing and well-established process. Through the
above process, the governance documents indicated on

page 79 B were evaluated and updated as required.



Link to
strategic
pillar

‘Link to Group

Principal Risk

What was reviewed and considered?

o

bPolitics, Regulation
and Compliance

Monitored and considered external legislative and governance developments of relevance to the SSE Group
of companies including: the implementation of GDPR; the Kingman review of the FRC; the Companies
(Miscellaneous Reporting) Regulations 2018; and the Wates Corporate Governance Pnncuples for Large
Private Companies.

g

People and Culture

Noted Remuneration Committee feedback on delegated matters including: executive pay and associated
performance measures; governance and guidance developments; Remuneration Policy review work and
shareholder feedback.

Financial Liabilities

Considered Audit Committee feedback and judged: the Annual Report and Accounts provided a fair,
balanced and understandable view noting significant financial judgements and exceptional items; the
adoption of the going concern basis of accounting; thé appropriate time period for the Viability Statement;
the effectiveness of SSE's System of internal Control; and following a competitive tender process, that Ernst
and Young LLP be appointed External Auditor for the year ending 31 March 2020, subject to approval by
shareholders at the 2019 AGM.

Safety and the
Environment

Noted feedback from the SHEAC which confirmed the annual ptan of work for the Committee, including an
increased focus on environmental impacts and alignment of membership to include Group Sustainability.

/l\

Comfnodity Prices

Reviewed.the initial operations and matters considered by the newly formed Energy Markets Risk Committee
which included progress against the agreed approach to hedging.

Politics, Regulation
and Compliance

Monitored compliance performance across all businesses and jurisdictions including regulatory submissions
and commitments. .

Development
and Change

Considered the output of a review into the 6perational framework below SSE's Group Executive Committee
including proposed internal structurat changes, strategic alignment and talent management and capabilities.

Politics, Regulation
and Compliance

Reviewed and confirmed the Risk Appetite and Principal Risks in relatlon to SSE's businesses and operations
see pages 66 to 718

People and Culture

Considered feedback from the Directors at every Board meeting surrounding relevant observations and
learnings following site visits and face-to-face engagement see page 96 8.

People and Culture

Reviewed findings from the Great Place to Work survey and endorsed action plans to enhance engagement
to support how employee feedback was being addressed.

People and Culture

Approved the appointment of Sue Bruce as non-Executive Director for Employee Engagement considering
initial activity and the development of the role see page 95 8. .

Devetopment
and Change

Reviewed the impact and opportunities of technological advances within the strategic context of each
business area.

clolooole o o6

Cyber Security
and Resilience

Provided specific focus to Group-wide IT and cyber security strategy and risk, measuring progress and
approving the adoption of a Cyber Risk Appetite Statement.

[S

[\M]

3. Composition, Succession and Evaluation
- Reviewed the Board Inclusion and Diversity Policy and agreed -
to the adoption of an ambition for female membership

. Board Leadership and Company Purpose 4.
Agreed movement in the oversight of whistleblowing -
arrangements from the Audit Committee to Board.

Created the role of non-Executive Director for Employee
Engagement (see page 95 8). ' 5.
- Approved a revised Company Purpose (see pages 82 to 83 8). -

. Division of Responsibilities ’ -
- Confirmed the revised policy stance that all external
appointments should be subject to prior Board approval.

(see page 10218).
- Discussed the tenure of the Chair (see page 103 8).

Audit, Risk and Internal Control
Agreed to the further integration of emerging risk into the
established risk management processes (see pages 66 to 7118).

Remuneration
Confirmed Remuneration Committee responsibility for
setting Group Executive Committee pay (see page 126 [B).
Agreed appropriate mechanisms for reviewing pay
and employment conditions throughout the Group
(see page 126 8).
- Agreed updated post-cessation shareholding requirements
. for Executive Directors (see page 118 8).
Agreed updated pension arrangements for new Executive
Director appointments (see page 118 (8).
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Significant developments from the reporting year

ENSURING OUR CORE BUSINESSES ARE
EQUIPPED FOR THE FUTURE

The Board monitors and assesses the
external operating context to ensure that
atany time, in a given set of circumstances,
appropriate decisions are taken. This often
requires balancing the needs of those

parties interested or affected by a particular
decision, and requires a sound understanding
of stakeholder views alongside the range

of possibte outcomes. During 2018/19, a
significant proportion of the Board's time was
spent in this way, through the work which
was undertaken to ensure that SSE's core
businesses are equipped for the future.

This Waé not without challénge, as political
debate has continued surrounding energy
affordability, legitimacy and policy, and so

too have the uncertainties in respect of
Brexit-related outcomes. The factors which
impacted upon decision-making throughout
the year were therefore complex and at times
fast-changing. The timeline below highlights
just some of the developments and decisions
which were considered by the Board, and
details follow of the way in which it has
worked to understand, respond and mitigate
their respective impact where appropriate.

Specific focus is provided to the events
which relate to the decision not to proceed
with the SSE Energy Services transaction,
in its previously agreed form, through )
combination with npower, and the revised
approach to managing commodity price

Timeline of related Board activity and key
considerations during 2018/19 | "

exposures which was accelerated following
the September 2018 Trading Statement.
These events, in conjunction with a number
of unexpected market developments, such
as the judgement of the Court of Justice of
the European Union which has impacted
the GB Capacity Market scheme, and
Ofgem’s view surrounding competition in
transmission, have demanded both increased
agility and time commitment outside of the
agreed meeting schedule. Throughout this,

- the forward plan of business for the year

has remained unchanged and identifying
opportunities to secure and create maximum
value through strategic investments and
disposals has remained a priority.

Ongoing uncertainty surrounding Brexit

@ Scheduted Board meeting considering agreed business in line with the annual forward plan and ongoing developments }

May 2018

- Decision to proceed
with the construction
of Keadby 2

Fult year results and
* confirmation of the -

April 2018 strategic focus on
CMA decision to SSE's core

refer the SSE Energy Changes to SSE’s -
Services transaction standard GB domestic
to Phase 2 energy prices

® ®

Dévelopments relating to SSE Energy Services

July 2018

SSE General Meeting

Domestic Gas and
June 2018 Electricity (Tariff Cap)
Publication of Act passed

shareholder Circular Q1 Trading Statement

@

Developments relating to the revised approach to managing commodity price exposure

Developments relating to strategic delivery
Other significant developments
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September 2018
Ofgem price cap
consultation
August 2018 published
CMA provisionally SSE Trading
clears the merger _ Statement released
between SSE Energy Glendronach

Services and npower gas discovery

®



SSE Energy Services: Doih'g the right thing for
customers, employees and shareholders

Background

In November 2017, SSE announced the
proposed demerger of SSE Energy Services
and immediate combination with npower,
to form a new independent UK incorporated
energy supply company. it was intended
that the shares in this independent company
would be admitted to the Premium listing
segment of the Official List, and to trading
on the Main Market of the London Stock
Exchange, with an anticipated completion
date of during the last quarter of 2018 or first
quarter of 2019. The transaction was subject
to both shareholder and regulatory approval,
which was to be sought in 2018/19 in line
with an agreed timeline and the requisite
statutory dates, and was the subject of wide
stakeholder interest.-

Developments and Board focus

- During 2018/19, the Board received updates

on, and provided focus to, SSE Energy Services
at every Board meeting and intervening

Board call. In addition to these scheduled
engagements a number of between-meeting
briefings and decisions were required. The key
developments, considerations, engagement
and actions, in the period from April 2018 to
December 2018, and from the decision-point
not to proceed to date, are detailed on pages
90t0 9118

October 2018

CMA Final Report
surrounding ctearance
of the proposed SSE
Energy Services
transaction

November 2018
Half-Year Results

Capacity mechanism’
suspended

Creation of SSE
Renewables

Statement on SSE’s
hedging approach
Ofgem publish final
decision on the design
and implementation of
defautt tariff cap

SSE Energy Services
transaction work
ongoing surrounding
commercial terms

@,

December 2018

Announced that the
SSE Energy Services
transaction was
not proceeding

Credit Rating
downgrade

SSE Telecoms
transaction

Ofgem consultation
on Orkney electricity

January 2019

Completion of
Caithness-Moray
transmission link

link Implementation of
RIO-2 sector specific ~ default tariff cap
methodology First meeting of the
consultation Energy Markets Risk
published Committee

®

. March 2019
February 2019 Notification
Sale of stake of close period

RIIO-2 consultation

closed
®

in Stronelairg
and Dunmaglass
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Significant developments from the reporting year continued

December 2018 decision-
point and work to date

In December 2018, the Board agreed that the proposed
Energy Services transaction should not proceed. The
identified financial chaltenges posed by complex market
developments, which impacted upon the performance
of the respective businesses and the joint business plan,
could not be met in a sustainable way for the benefit of
customers, employees or shareholders. The decision
reflected the uncertainty that would result should
discussions remain ongoing, and the changing balance
between agreed risk and probable positive outcome of
the transaction completing as planned. Other options,
including a standatone demerger and listing; a sale; or an
alternative transaction, would be considered. The Board
remain committed to securing the right future for SSE
Energy Services in line with the below priorities.

Strategic

Unlocking the potential of SSE Energy Services in a radically
changed operating environment remains key. This means
empowering the business so that it can respond efficiently
and effectively to relevant trends, such as: new political and
regulatory commitments; increased small supplier market
share; and changing customer expectations. Operation as
an independent and focused entity continues to be
deemed the appropriate platform for future success.

Governance

Efforts continue to build on the significant work to date, to
separate SSE Energy Services within the SSE Group. Whilst
future options are considered, appropriate governance is
being implemented to allow focused and agile execution of
its transformative strategy by a dedicated and experienced
management team. The Board continue to receive updates
and review business performance.

Customer A

Through an established customer centric culture, SSE
Energy Services continues to deliver strong performance
across a wide range of measures, and is committed to
continuing to secure the appropriate outcomes to meet
customers’ needs. This includes responding to digitalisation
and devetoping innovative customer solutions. ’

Employees

The talent and hard work of the people within SSE
Energy Services js recognised as the business's most
valuable asset, as employees continue to support and
deliver the ongoing transformation. Dedicated focus is
therefore being given to the provision of sustainable,
quality employment, and continuing open and clear
communication.

Shareholders

A significant proportion of income will be derived from
regulated networks and renewable sources of energy
going forward. All of the options being considered for
the future of SSE Energy Services remain consistent with
greater visibility of both assets and earnings, and dividend
sustainability based on the nature and quality of the
underlying management and operations.
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Q1. April to June 2018

Key developments

The CMA referred the proposed SSE
Energy Services transaction to a Phase 2
investigation.

SSE announced an increase in its standard
GB domestic energy prices.

Preliminary results confirmed SSE's plan
for the dividend for the five years to 2023.
Sharenotder Circular was approved and
issued in advance of the General Meeting
scheduled for 19 Juty 2018.

The Bill proposing implementation of a
default tariff cap continued to progress
through Parliament and Ofgem issued
discussion papers surrounding its design,
followed by a formal consultation on its
proposed delivery.

CEO and CFO designate of the
independent company were both
appointed.

-Q2: July to September
2018

Key developments

General meeting was held and resolutions
to give effect to the transaction were
passed with in excess of 92% votes in
favour.

Domestic Gas and Electricity (Tariff Cap)
Act 2018 came into force and set out
the requirement for Ofgem to design
and implement a temporary tariff cap
for customers on Standard Variable and
default tariffs, foltowing which Ofgem
announced a statutory consultation.
CMA provisionally cleared the proposed
SSE Energy Services transaction on the
basis that it did not raise competition
concerns.

Chairman designate of the independent
company was appointed.

Board considerations

Confirmed that the strategic rationale,
and ability to deliver increased benefit
to the energy market and customers,
remained appropriate outcomes of

the transaction.

The impact of the sustained rise in
wholesale energy and policy costs,
which was followed by the difficult
decision that SSE's energy prices had
toincrease as a result. '

The legal duties and responsibilities of
the Directors in the preparation of the,
Circular, and confirmation that it be
approved for issuance to shareholders.
The developments in respect of the
possible tariff cap and timelines in which
further clarity would be expected.
Progress of the work which was ongoing
to separate SSE Energy Services from
the SSE Group.

Board considerations

Confirmed that the CMA provisional
findings were a positive development
and consistent with the continued
view that the transaction presented

an opportunity to create a more agile,
innovative and efficient company which
would deliver for the energy market
and customers.

Considered what was known
surrounding the proposed default

tariff cap and policy position, through
assessment of: Ofgem's proposals; the
key positives and challenges presented
by these; and the possible financial
impact. :
The progress of all project workstreams
against the agreed timetable and
confirmation of project team focus
areas including: the preparation of

the Prospectus required for listing;
integration plans; and the support

that was being provided to employees
during a period of significant change.



Q3: October to December
2018

Key developments

Consistent with their provisional findings,

the CMA confirmed that the SSE Energy
Services transaction was cleared subjectto a
final appeal period. This period subsequently
closed in November 2018.

Ofgem confirmed the methodology that
would be applied to cap Standard Variable and
default tariffs for customers.

An announcement was made confirming that
SSE and Innogy had entered discussions and
were working together regarding potential
changes to the commercial terms of the
proposed SSE Energy Services transaction.
These discussions were expected to

last several weeks, and it was likely that
completion of the proposed combination
would be delayed.

SSE confirmed in its interim results that
discussions remained ongoing and a further
update would be provided by mid-December.
An announcement was made to the market
stating the SSE Energy Services transaction
was not proceeding.

Board considerations

Confirmed the key priorities following the
CMA's final clearance and closure of the
period for appeal, to ensure that agreed
project milestones would be metin order

to deliver the proposed transaction.

The complexities of the methodology, level
and input data underpinning the default
tariff cap, and their relevant impact on the
proposed terms of the transaction.

The requirement to provide an update to

the market as advised through proactive
monitoring by the Group Disclosure
Committee.

Confirmed continuing commitment to
disposing of SSE Energy Services, and that

it was considered highly probable at the
reporting date such that it was appropriate
to show SSE Energy Services as held for
disposal and as a discontinued operation.
Confirmed that creating a new independent
energy supplier remained the core objective,
but whether this remained possible as
originally contemplated, given recent market
developments and respective business
performance.

The ability for any changes to be made to
the commercial terms of the proposed SSE
Energy Services transaction, to mitigate the
impact of identified financiat challenges, such
as the requirement to post collaterat against
credit exposure and the ability to obtain and
retain an appropriate credit rating.

Supporting, working and engaging
with stakeholders

Government and Regulators

- Provided ongoing support to the dedicated transaction project team
to ensure constructive engagement with the CMA as part of its formal
inquiry process.

~ Submitted views to Ofgem and engaged in the consultation surrounding
the proposed introduction and design of a default tariff cap.

Employees

- Proactive and timely engagement with employees was managed
by a dedicated communications team to update on transaction
developments. Focus was provided to explaining what was happemng
and why, and what this meant for employees.

- Internal channels such as a transaction focused website and Yammer,
supplemented emait and SSE’s Group-wide intranet news streams, and
contained factsheets and FAQs. '

- An employee consultation forum was in place and additional measures
were taken to ensure field-teams had unequivocal access to information.

- Meetings with the Trade Unions covered the progress of the transaction
as the impact on employees was discussed at length.

- Consideration was given to the year-on-year results of the Group-wide
Great Place to Work Survey and next steps included agreement for an
SSE Energy Services culture survey to support ongoing transaction
workstreams. ) ’

~ The Chair engaged with senior leaders within SSE Energy Services and
updates were provided on business performance and sentiment.

Energy Customers
- To ensure continued high levels of customer support, transparent
communications explaining the reason, timelines and impact of the
SSE energy price increase were issued, and necessary customer support
resource agreed.

- Ad-hoc queries about the transaction were dealt with by SSE teams
and supported by messaging on customer-facing platforms.

- The Board reviewed performance against SSE Energy Services’ Treating

_ Customer Fairly Commitments and complaints performance.

- Customer forum chairs and consumer group representatives provided
views surrounding key priorities and perceived challenges for the
independent company, digitatisation, the default tariff cap and the impact
of culture.

Shareholders ,

- The necessary resources were put in place to deal with the potential
volume of individual shareholder enquiries relating to the Circular and
Notice of General Meeting.

"~ Full Board attendarice at the General Meeting provided shareholders with

the opportunity to put forward related questions.
- Shareholder feedback and analyst commentary on the transaction was
presented to, and considered by the Board.

.~ Disclosures were made to the market in compliance with the obligations

applicable to a listed company and applicable EU Regulation and fotlowed
by pro-active shareholder engagement.
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Significant developments from the reporting year continued

Commodity price exposure: a revised approach

Background

In 2018/19, SSE's Energy Portfolio
Management (EPM} division incurred a
significant operating loss that was not
expected at the start of the financial year.
SSE responded to this by adopting a new
approach to the management of its energy
portfolio, published in November 2018.
Commodity prices have been identified

as one of SSE's Group Principal Risks for

a number of years see pages 66 to 71 8.

What happened

Around the start of 2018/19, as part of

its ongoing assessment of SSE's energy
portfolio and the risks and opportunities
associated with it, and drawing on external
as well as internal analysis, the Board agreed
with management'’s analysis that wholesale
gas prices would most likely fall from the
then prevailing levels. '

‘As a combineﬂ result of the above; the

uncertainty about the timing, level and
impact of the default tariff cap eventually
introduced on 1 January 2019; and mindful
of the extent to which the value and
earnings of SSE's assets are linked to energy
commodity prices, the Board agreed that
SSE should maintain a “short” position on its
gas requirements, with a view to securing
the gas needed to meet those requirements
when prices were lower. This judgement
was also influenced by the fact that there

is lower market liquidity for energy-related
commodities over longer time periods.
Adopting energy positions of this kind, based
on analysis and judgement, was not unusual,
or unprecedented for SSE, reflected in its
previous risk management and derivative
financial instrument disclosures relating to
International Accounting Standard 39.

In addition to ongoing management
oversight of financial and operationat
performance, each year, following approval
of the annual budget in March, the

Board monitors financial and operational
performance monthly, including significant
market commodity price movements and
their impact. During the early months of
2018/19, wholesale gas prices proved to

be higher than expected for longer than
expected. This is illustrated by the fact that
over the first 6 months of 2018/19, UK gas
prices rose by around 50% for each of the
forward looking three seasons (winter 18/19,
summer 19 and winter 19/20) 1.

1 Blot')mberg UK gas prices (NBP).
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In its Trading Statement in July 2018, SSE said
that the effects of persistently high wholesale
gas prices could potentially impact on its
full-year results. A significant portion of the
increase summarised above, particularly

in respect of the 2018/19 winter, occurred
subsequently, in August and early September.
In this period, there was unusually high
volatility in the UK gas markets and the

prices represented some of the highest

seen in over 20 years for forward seasons.

What the Board did

Following agreed action to effectively

“cap” the adjusted operating loss in EPM that
arose as a result of gas prices being higher
than expected for longer than expected, the
completion of the monthly financial analysis
and reporting process in September 2018
showed the impact that the persistently high
gas prices experienced in the first part of

the financial year were set to have on SSE's
financial performance. The Board therefore
approved the Trading Statement which was
published on 12 September 2018. This loss
out-turned at £284.9m for 2018/19 and is
currently forecast to be around £115m

for 2019/20.

The Board then accelerated a review of
how SSE should manage future sources of
exposure to fluctuations in the volume and
price of key energy commodities following
the planned separation of SSE Energy
Services. The objective of this, was to identify
and implement an approach consistent with
SSE's increasing focus on its core businesses
of regulated energy networks and renewable
sources of energy, complemented by flexible
thermal generation and business energy sales.
This review also took account of the views

of shareholders, expressed in discussions
following the Trading Statement in September
2018, and was endorsed and approved for
publication by the Board in November 2018.

Action taken

In November 2018, SSE published on
sse.com LB a new approach to managing
energy commaodity price exposures and
giving shareholders enhanced visibility over
it. The stated objective of this was to take a
more systematic and transparent approach
to managing SSE’s exposure to volatility

in the volume and price of five principal
commodities (power, gas, coal, oil and
carbon emissions altowances) and so
make their impact on'shorter-term
earnings more visible and predictable.

This means SSE will now generally seek to
hedge its broad exposure to commodity
price variation 12 months in advance of
delivery, and will transition to this approach
such that it will be in place from the start

of the 2020/21 financial year, ensuring that
trading positions cannot have a material
impact on SSE Group earnings. In the
interests of transparency, commentary on
this will be included in SSE's financiat results
staterments. Energy commodity-related risk
itself will be managed within SSE's business
units, with EPM becoming an operational
and transactional function to ensure
business units’ requirements are met.

The Board has also established a new
sub-Committee — the Energy Markets Risk
Committee ~ whose principal purpose

is to oversee implementation of the new
approach. Tony Cocker is the non-Executive
Chair and the Committee convened for

the first time in January 2019. Its dedicated
Committee Report is set out on page 112 18
and its terms of reference are available on
sse.com L.

The future ,

SSE had already concluded that its increasing
focus on regulated energy networks and -
renewable sources of energy, would require
a new approach to managing its exposure to
volatility in the volume and price of energy
commoaodities. The adoption of this new
approach was accelerated in light of the
events described above.

The Board believes the action taken since
September 2018, represents the right
response to the issues summarised in the
Trading Statement published that month.
The approach identified and adopted in
November 2018 is more systematic and
should also make the impact of any such

-volatility on year-to-year adjusted operating

profit more visible.
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Engaging with SSE's stakeholders

A critical aspect-of working constructively with SSE's six key stakeholder groups is the engagement which takes place to understand material
issues of interest, and set out below are details of the engagement mechanisms that exist within SSE, which ultimately support the Board's
understanding of relevant stakeholder views. This approach ensures that all decision-making is adequately informed and is supportive of

a Director’s duty under Section 172 of the Companies Act 2006. Further details of how SSE's relationship with its stakeholders shapes and
influences strategic considerations, around issues material.to them, can be found on pages 22 to 23 8.

ENERGY CUSTOMERS

Proactive and continual engagement

with SSE's millions of customers, assesses
the quality of service provided and allows
identification of customers’ needs to ensure
that SSE's products and services remain
relevant and reliable. Daily engagement with
customers through digital platforms such

as social media, allows SSE to gather views,
engage and share important information in
real-time, as well as run targeted awareness-
raising campaigns. Customer service
performance is regularly reported to the
Board through Citizens Advice Bureau ratings,
Net Promoter Scores and outcomes against
incentive based performance measures set
by Ofgem. Customer forum chair meetings
are attended by the Chief Executive which
allows feedback to be gathered and shared
with the Board, key focus areas include:
energy affordability; support for vulnerable
customers; and smart meters. Annually, the
Board review and approve SSE’s Treating
Customers Fairly priorities which further
reflect customer views and the AGM
provides “Customer-Shareholders” with the
opportunity to ask questions of the Directors.

GOVERNMENT
AND REGULATORS

SSE engages with government and regulators
to communicate the company'’s business
strategy and investment decisions, as well

as to assist the development of regulation
and policies which have a material impact
on SSE and its customers. This is done in

a fair and balanced way in accordance

with the principles set out in SSE's Political
Engagement Policy and SSE has dedicated
teams responsible for engaging with
governing and regulatory bodies. In 2018/19
SSE engaged on key issues including Brexit,
carbon pricing and the Labour Party’s
nationalisation policy; and the Board receive
regular updates from departments and
project teams working on SSE's responses to
these and other issues, such as fair treatment
of customers, security of supply and the

economic impact of investment. More detail

can be found on page 13 8.

EMPLOYEES ‘

SSE engages with its around 20,000
employees to understand areas of
importance in respect of the working
environment, career development and
Company culture. Views are gathered
annually through the Great Place to Work
survey, with findings, trends and actions,
fed-back and agreed by the Board and
businesses. The dedicated site visits covered
on page 96 8, internal conferences and
events — such as the SSE Safety Conference,
and in 2019, the Wholesale conference and
a trainee roundtable - are attended by both
Directors and senior leaders. These provide

the opportunity for face-to-face engagement -

and two-way communication of key
messages and views, as well as direct
observation of culture. SSE’s intranet site
contains internal blogs from the Board;

and live QbAs are held via YamJams after
Group Executive Committee meetings. The
Remuneration Committee Chair meets Trade
Union officials during the year and going
forward there is a tailored plan for the
non-Executive Director for Employee
Engagement - see page 95 8.

SUPPLIERS AND
CONTRACTORS

Constructive engagement with suppliers

and contractors sets fair expectations on
delivery and safety performance and ensures
good outcomes for local supply chains and
the environment. SSE's strategic supplier
relationship management programme (SRM})
monitors performance of suppliers that

have a critical influence on the growth

of the Group. SRM has the ultimate aim of
enhancing performance and strengthening
relationships, and provides quarterly or
half-yearly steering group meetings, which
are a forum for dialogue with the supply chain
on other topics, including safety, innovation,
external markets and business overviews. This
work is led by SSE's Procurement team and
updates are provided to the Board as part of
the major project update and review process:
SSE also undertakes regular safety, health

and environment, and quality audits on its
sites and engages directly with its suppliers
on key issues to ensure its values are upheld
throughout its supply chain. In 2018/19 SSE
introduced a modern slavery checklist as part
of its Large Capital Projects Quality assurance
programme, to ensure compliance on-site
with SSE’'s modern slavery requirements.

SHAREHOLDERS

SSE engages with its shareholders, providing
updates on financial performance and its *
plans for the future through: regular financial
reporting; the AGM; the investor pages

on sse.com £0; investor roadshows in the

UK and US where the Chief Executive and
Finance Director meet SSE's largest active
shareholders; attendance at investor
conferences; engagement on specific
matters such as Directors Remuneration; and
ad hoc investor calls and meetings. Updates
on shareholder matters form a regular input
to monthly Board meetings and calls, and SSE
uses the feedback from all its shareholder
engagement to inform: long term strategy;
it's approach to Environmental, Social and
Governance (ESG) matters; and how it reports
on these and other relevant areas. SSE
engages actively with key ESG investor
analysts and provides feedback and input to
their assessments of the company to ensure
accurate representation of SSE's ESG
performance and approach.

CIVIL SOCIETY, . .
COMMUNITIES AND NGOS

SSE's businesses engage with these groups to

_ gain their support, help influence emerging

policy and to lend SSE’s weight to campaigns
that align with the Group's strategy and
values. SSE also gathers the views of these
stakeholders to inform decision-making on
key projects and business strategies, through
channels such as public consultations and
stakeholder advisory panels. The Chair of
the Board is a member of the Future of the
Corporation Corporate Advisory Group,
which meets regutarly to support the British
Academy'’s project and consider research
developments and advise on future plans
around the role of business in society.

In November 2018, he led the business
response to the research, highlighting the
importance of tax in the social contract and
the value of privately-owned utilities working
in the public interest. In May 2019 the Chief
Executive stood down as Vice-President of
Eurelectric, having played his part in building
the group’s vision for acceleration of *

decarbonisation.
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Culture and engaging outside of the Boardroom

"Spending time outside of the
Boardroom and experiencing the
operating environment within
SSE's businesses, is fundamental
to increasing understanding of
the cultural context in which
employees work.

SSE's future success relies on the
skill and talent of its people, and
as a Board, we have a role to play
in ensuring that the decisions

we take provide appropriate
support. This includes promoting
responsible, inclusive and ethical
behaviour, and endorsing SSE's
safety licence of “if it's not safe,
we don't do it”. The record safety
performance from the reporting
year is something that SSE can
be especially proud of, and is
reflective of the time and focus
spent on the No. 1 priority of
getting everyone home safe at
the end of every working day.”
Helen Mahy

Chair of the Safety, Health and
Environment Advisory Committee

.Understanding and

monitoring culture

"Doing the right thing” is at the heart of SSE's
ethical business culture and is embodied
within the agreed vision, purpose and
strategy as set by the Board. The SSE SET of
core values underpin this approach, which
seeks to go beyond compliance and ensure
that the interests of all stakeholders and
society are respected. Itis these values which
remain the guide to responsible business
behaviour and decision making at every level
within the organisation. Further details of

Lthe agreed principles, policies, standards

and cultural initiatives which support and
help employees understand what is expected
of them, can be found on pages 32 to 358
and within SSE’s Sustainability Report.

At Board-level, commitment to SSE's core
values is demonstrated through transparent
operations and engagement outside of the
Boardroom, which ensures the Directors
lead by example, reinforcing the cultural
tone and expected behaviours.

(®) safety remains SSE's No 1 priority
and during the year there was again
Director attendance at the Group-wide
safety conference and a meeting of the
SHEAC hosted at the operational site of
Slough Heat and Power see pages 96
and 1148,

@ Service and reliability for all of SSE's
customers is overseen through Board-
level review of: relevant commitments
such as Treating Customers Fairly within
both the domestic and business energy
supply businesses; customer service
ratings; and performance metrics
including those under the Networks'’
incentive regime and business response
during extreme weather events. A
number of the above are also,agreed
measures in the performance related
elements of executive pay.

@ Efficiency of operations and effective
delivery of strategy has been supported
through Board-level endorsement of
a revised Group operating model for
implementation from 1 April 2019, which.
will empower each business to lead the
transition to a low-carbon future.

RECOGNISED INDICATORS OF CULTURE REVIEWED
BY THE BOARD AND ITS COMMITTEES INCLUDE:

- Outputs from the Great Place to Work survey.

- Whistleblowing reports.

— Safety performance, initiatives and trends.

- Compliance updates covering listed company and regulatory obligations.

- Internal audit reports and findings.
— Absenteeism rates.

— Progress in respect of inclusion and diversity.

- Training completion rates.

— Directorate reports covering business specific matters.
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@ Sustainability has been placed right
at the front and centre of this strategic
priority following the recent adoption
of four key business objectives, aligned
to UN Sustainability Goals, with further
linkage to executive reward.

Excellence continues to be supported
through the delivery of large capital
projects in line with agreed plans, and the
pursuit of value-creating opportunities
for shareholders. This was exemplified
during the period with the corhpletion
of the Caithness-Moray transmission
link on time and within budget, and the
agreement to dispose of stakes in some
of SSE's renewables portfolio.

@ Teamwork continues to be appraised
and reported annually through the
Board evaluation process, with inclusive
teamwork and decisive leadership
being further recognised as a driver of *
employee engagement. As such, this
has been an early areas of focus for
Sue Bruce in her role as non-Executive
Director for Employee Engagement.

Listening to the employee voice
Culturat alignment across SSE and within each
business, is monitored and assessed by the
Board through a combination of the direct
contact highlighted above, and a number

of recognised indicators as depicted below.
Through discussion of relevant observations
including the implications for future Board
work, and review of the recognised indicators,
culture is covered both implicitly and explicitly
at every Board meeting.

During 2018/19, the Directors engaged

. in site visits across Great Britain and Ireland

to enhance understanding of day to day
operations, observe the practical execution
of strategy, and gather insights into employee
relations and sentiment. The benefits of
personal interaction and informal discussion
in learning more about employee’s
backgrounds, career development, and how
people feel about their working environment
within SSE, is recognised as invaluable by

the Board. Feedback from visits is therefore
present as a standing item on every meeting
agenda and some of the key insights gained
by the Directors are set out on page 96 (8.
Of particular note during the period, was the
consistently positive messaging surrounding
the impact of behavioural safety and heaith
training which has been provided to ’
employees through the ongoing 50by20
initiative. These observations applied across
operational, field- and office-based roles

"and included the adoption of tools such as

charters to drive the desired performance
culture, increased awareness and support in
respect of mental health, and the adoption
of SSE’s safety licence "if it's not safe, we
don'tdoit”.



- Engaging with employees

to support sustainable
decision-making

SSE's most important asset is its people, a
point illustrated by SSE being the only FTSE
organisation to have measured the value of
the Human Capital it borrows from society.
In line with this focus on valuing people, and
in consideration of the newly-introduced
recommendations of the 2018 Code, the
Board approved the appointment of Sue
Bruce as the non-Executive Director for
Employee Engagement in November 2018.

As Chief Executive, Alistair Phillips-Davies,
assisted by Group HR, leads and supports
SSE's employees through the design and
delivery of people strategy; with the Board
receiving progress updates_in'respe'ct of
its implementation. The newly-created
non-Executive role will therefore enhance
previously established Board oversight,

by advocating and directly representing
the employee voice during relevant

Board discussions.

By dialling into existing and wide-ranging
listening channels and tools; such as regular
anonymous employee surveys, well attended
face to face employee roadshows, direct
QB&A sessions with senior leaders through
online channels such as Yammer, and well-
established employee consultation channels,
including those with SSE's recognised Trade
Union representatives, Sue Bruce will build
an awareness of the key issues most relevant
to employees. Sharing these insights directly
with the Board will reinforce consideration of
relevant views during decision-making and
ensure considered and informed action s -
taken where appropriate.

Looking ahead, a detailed programme of
planned activities will facilitate engagement
with a wide range of employees, which will
be further supported by direct feedback, to
demonstrate how the views provided have
been considered and responded to by the
Board. Since appointment, a number of initial
meetings have already taken place, which
have allowed communication of future
aspirations for the role with the workforce.
This has included views on the importance
of effective employee engagement at times
of significant change, which were shared at
SSE’s Leadership Conference.

"| see this as a really important
role, and in the seven months
since the role has been _
established | have been keen to
build on existing channels that
already operate effectively.

I've met three times with Full
Time Trade Union Officials and
Senior Employee Representatives,
where we have had wide

ranging discussions around
business strategy; the future ,
direction of SSE Energy Services;
the approach that is being

-taken to manage change; and
employment terms being applied
during business re-structures.
-These discussions have been
positive, with open and honest
communication at their heart.

Following these meetings,

I've written blogs and have also
shared with the Board the key
themes and issues that have
arisen, to inform the Board's
discussions and decisions. | enjoy
and welcome these meetings
and they will form a key element
of my engagement approach
going forward.

| have also attended a shadow
Board meeting which has

been set up to provide both

a development and learning
opportunity for talented
members of the SSE team.

These meetings create a platform
to allow fresh perspectives and
thinking to be shared.

Going forward we have an overall
plan of approach which will
doubtless be refined as the role
develops. In our discussions to
date, | have invited views on this,
and remain open minded and
welcome ideas from colleagues
throughout the business as to
how collectively we can ensure
the employee voice is heard
and respected. One aspect of
which, is close linkage with the
main SSE employee engagement
survey, which runs annually, and
is a key way to really listen to the
employee's viewpoint. Post-
survey I'll attend focus groups
to understand in more detail
the real issues that are most
important to the SSE workforce.
'm very much looking forward
to these discussions.”

Sue Bruce »

Non-Executive Director for Employee
Engagement
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Culture and engaging outside of the Boardroom continued

Strategic area Site visits included

SSE Renewablés Greater Gabbard offshore
wind farm

Galway onshore wind park

Clunie hydro station

Relevant insights gathered to inform future discussion

Ensuring appropriate plans are in place for the recruitment, retention and
development of employees located at remote operational sites.

The broad range and complexity of the engmeenng and project challenges faced
by the renewable fleet when in development and post-commissioning.

The impact of projects on local communities and the transfer of learnings from
existing initiatives and stakeholder engagement, to ensure benefit and value
continue to be created for affected groups.

Optimsation of operations in volatile market conditions including the impact

and dependency on weather, and the role played by this asset class in the low-
carbon transition.”

Thermal Ferrybridge Multifuel 1 and 2

Keadby and Keadby 2

The visible commitment to safety and the requirement for specific priorities and
focus areas to be tailored by site to support operations.
Continued sharing of project knowledge to strengthen identified competencies

- in the development, operation and ownership of large scale assets including the

integration of new and advanced technologies into plant construction plans.

The key considerations and value which can be derived from joint ventures and
combining of complementary expertise.

The opportunities available to support the stated commitments relating to climate
change and cleaner energy, through regeneration of existing infrastructure.

Regulated Regional networks depots
networks in Portsmouth and Oxford
businesses
Sections of the Caithness-
Moray transmission link

Blackhillock substation

The compliance and assurance processes required to fulfil commitments

“to customers and the Regulator, and to effectively own and operate critical

national infrastructure.

Clear employee commitment to addressing customers needs and to'ensure
continued high standards of service and vulnerability support.

The unique terrain and environment in which large capital projects are being
delivered and the innovative solutions that are being adopted to mitigate safety risks,
increase project efficiencies and overcome challenges.

The positive impact of strong team engagement on health, wellbelng and
performance with consideration for the support currently provided by SSE

in these areas.

The role of transmission licence holders in facilitating increased renewable capacnty
within the GB electricity system and the principles that should be applied to ensure
connections are efficient, co-ordinated and economic, WhllSt having the least
possible impact on the environment.

Infrastructure SHEAC meeting at
and related Slough Heat and Power
services

SSE Enterprise projects

Business Energy

Project challenges from the perspective of contractors including those in relation

to demolition at Slough Heat and Power.

Opportunities presented by energy market trends and developments and the ways
in which SSE Enterprise is responding, including, distributed energy, electric vehicles
and changing infrastructure requirements.

The high quality of work and innovation present within new and emerging project
areas which focus on the development of customer-centric solutions.

The systems of work adopted within SSE Rail to ensure safe operations within the

. working environment.

The challenges of introducing a new customer service system and rolling out smart
meters within Business Energy, and the responsnbumes of each team in respect of
dedicated customer support and relations.

Sustainability - Engagement with SSE’s Group
Sustainability team

The overarching role of sustainability and its integration into strategic considerations
to ensure that in the long term, SSE safeguards its responsible approach.

Progress and outputs of the work to date surrounding community investment,

and the future priorities for the funds available to support relevant initiatives

and projects.

Climate change action plans; developments in reporting; and the mcreased
regulatory requirements and expectations surrounding non-financial matters.
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Induction and development

Board induction

Following appointment, all Directors engage in an induction process which has been designed to suit their individual needs. The tailored

and comprehensive programme is agreed through discussion with the Chair and Company Secretary, and is reflective of existing knowledge
and experience, and any agreed roles within the Board and its Committees. The meetings and activities are selected to ensure that any new
Director is adequately informed and equipped to participate in Board discussions, with a sound understanding of long-term strategy, business
operations, the sectoral context and Company culture. Engagements involve meetings with key personnel, technical briefings and site visits,
which allow for conversations to take place with a representative cross-section of SSE's workforce. An appropriate time period is allowed in
which to complete the agreed engagements, such that directorate knowledge can be built over time. Details of the induction programme
which was agreed for Tony Cocker and Melanie Smith are set out below.

Specific technical
updates prioritised to
support value creation
through application of
existing knowledge to
Board and Committee
discussions

Tony Cocker

- SSE's Group Principal Risks, control environment, -
Internal Audit and Assurance activities. -
The role and operations of Energy Portfolio -

Management.

Centre.

Engagement with the Renewables Operatlons

Melanie Smith

Briefings from SSE's dedicated strategy team.

An HR update on people, talent and development.

Site visit to Dublin in order to understand priorities
- and considerations in respect of operating across

two jurisdictions. ’

Activities and updates to provide background and context surrounding SSE’s purpose, strategy, business operations and performance.

Area Briefing provided by Matters covered and discussed
Governance Company Secretary and SSE's governance framework, Board-related policies and logistics, and
Director of Investor Relations an overview of the evolving governance landscape including recent
developments relevant to the SSE Group.
The work of the Investor Relations team and shareholder perspectives.
Operating MD, Corporate Affairs SSE’s approach and key priorities in relation to: straiegy development;

environment’

and Sustainability

corporate communications; reporting; and political advocacy including
the importance of ensuring stakeholders’ concerns are fully considered
and reflected. .

Sustainability

Director of Sustainability

SSE’s approach to sustainability, including an analysis of recent key stakeholder
trends, the primacy of climate change, carbon emission targets and important -
social and economic impacts.

External view
of SSE

SSE's Brokers, Credit Suisse
and Morgan Stanley

An up-to-date view of investor, shareholder and market sentiment, and an
overview of the broker-shareholder relationship.

Strategy
implementation

Chief Executive

The energy sector, long-term strategic priorities, financial performance, and
an overview SSE's key stakeholder groups including their material concerns
and issues.

Finance \ Finance Director Finance and the control environment including capital structure and funding.
Recent shareholder and analyst feedback and SSE's equity story. The relationship
with SSE’s External Auditor. )

Safety, health Group Safety, Health and SSE's safety culture including ongoing initiatives, targeted communications

and environment

Environment Manager

and policies to support all areas of SHE performance and safe working.

Legal and regulation

General Counsel and MD,

Corporate and Business Services

Regulatory and legislative matters including any significant i |ssues facing
the Group.

Business overview

MDs of SSE’s businesses and key

members of leadership teams

Meetings covering business plans, performance assets, operattons material
issues and opportunities.

Operations

Operational personnel

Considerations in respect of asset and business operations, and insight into
SSE’s culture through visits to selected key sites.

Director development and training
Atany pointin time, the Directors are invited to identify areas in which they would like additional information, further meetings or briefings,
following which the Company Secretary will arrange and ensure that the necessary resources are in place. The resultant sessions can be internally
or externally facilitated, and can originate from an identified training requirement, or may be an area of interest to a Director or the full Board.

As part of SSE's mandatory training programme, all Directors are further required to complete dedicated courses covering areas which are deemed
material to their role. These address statutory obligations and ethical considerations including: the legal duues of a Director; competition law;

bribery law; fraud awareness; GDPR; and inclusion and diversity.
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Board induction, developrhent and evaluation continued

“l was welcomed onto the Board
at an exciting time, not just for
SSE, but the sector more widely.

| believe SSE stands out in that
it is particularly well placed —
‘thanks to its assets, skills and
experience — to seize the growth
opportunities presented by
decarbonisation. Of course,

| have had an appreciation for SSE
for many years, but throughout
my induction | have been
particularly impressed by the
commitment to the low-carbon
strategy of my fellow Board
members, the executive team,
and employees in the field.
Nevertheless, delivery of that -
strategy will be challenging. SSE
operates in a complex sector
that is highly sensitive to market
and regulatory forces and global
competition. I'd like to think
my sector experience and
understanding of commodity
markets and utilities regulation
can be brought to bear on
supporting the business through
the transition that SSE's is
undergoing — and helping

to implement a new hedging
approach'as Chair of the Energy
Markets Risk Committee is just
one part of that”

Tony Cocker
Chair of the Energy Markets Risk Committee
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Annuat evaluation of Board performance and effectiveness

Progress against the 2017/18 internal Board evaluation

In 2017/18, the performance and effectiveness of the Board was reviewed through aniinternally
facilitated evaluation process, the agreed actions from which included enhancement of both
internal and external stakeholder engagement in relation to strategic discussions and culture,
as well as focus on inclusion and diversity, and succession. These areas have been progressed
within the period, through: ongoing Board engagement on strategy development; an increase -
in the number and breadth of Board site visits and shareholder engagements; and continual
development of Nomination Committee focus including the adoptlon of a Board gender
dlversny ambition.

2018/19 External Board evaluation
Process

Selection of external evaluation provider .

In line with recognised best practice, an external evatuator was engaged to
conduct the 2018/19 Board evaluation. The selection process was led by the
Chair and Company Secretary, who met with three different providers prior
to confirming the appointment of Schneider-Ross!. Their distinctive review
approach'was one of the key cohsiderations which informed this decision,
as it was agreed to undertake the evaluation through the lens of inclusion
and diversity. This focus was judged to provide a more informative output in
relation to open thinking, constructive Board challenge and optimising the
diverse skills and experience within the Boardroom.

Agree remit and scope

Initial meetings between the Chair, the Company Secretary and Schneider-
_Ross were used to agree the purpose, scope, timing, and practicalities of

the evaluation. This included agreement of the below key themes for the

evaluation to explore, and the appropriate mechanisms to ensure a suitably

comprehensive assessment could be carried out.

Thematic evaluation focus areas:

'~ Board composition and dynamics;

- strategic and financial decision making;
- people decision making; and

-~ Board systems and processes.

. Information gathering and meeting observation-
Views were gathered through a combination of contact with key personnel,
direct observation of Director interaction within the Board meeting context,
and written feedback.

Between.the months of July and mid-September 2018, Schneider-Ross had
qualitative discussions with each individual Director; the Company Secretary;
Jeremy Beeton and Katie Bickerstaffe, who had both recently stepped down
from the Board; and nine regular attendees of Board meetings, including, the
Director of Human Resources, MD, Corporate Affairs and Sustainability, MD,
Networks, Director of Risk, Audit and Insurance and SSE's External Auditor,
KPMG. Schneider-Ross subsequently attended and observed the September
2018 Board meeting.

The above was followed by the issuance of a questionnaire, as developed
by Schneider-Ross, in consultation with the Chair and Company Secretary,
in October 2018. This was completed by the Board and Company Secretary,
and adapted for circulation to a selection of both regular and less frequent
attendees of Board and Board Committee meetings, in order to gathera
broad range of perspectives.

Feedback and report findings
Stage Initial findings and an early draft of the evaluator’s report were discussed
4 at a meeting between Schneider-Ross, the Chair and Company Secretary
in December 2018. Following additional desk research and the provision
of supplementary information throughout December, a finalised report of
findings as described below, was presented to the Board by Schneider-Ross,
at their January 2019 meeting.




Findings

The Board

The Trading Statement in September 2018 that
set out expected losses in Energy Portfolio
Management was published while the Board
evaluation was ongoing, and so provided '
additional context for the contributions of
those participating in the evaluation process.
Those contributions were reflected in the
report of Board evaluation findings, which
was completed in December 2018 and
considered by the Board in January 2019.

The evaluation concluded that the SSE Board
.is effective, identifying many components
reflective of best practice, and indicative of an
engaged and high performing Board, namely:
- diversity, with complementary
perspectives that are not dominated
by one or two individual Directors;
- non-Executive Directors who invest
the time and energy to make a positive
_difference;
- aChair who sets an exemplary tone
and creates an inclusive Boardroom
environment;
- Executive Directors who seek to engage,
rather than manage the Board; and
- good Board systems and processes
that are kept under review by an able
Company Secretary.

In turn, within SSE, these positive attributes

were identified as leading to:

- atransparent Board where different
perspectives are aired and financial
discipline is strong; '

- anapproach to strategy development
that makes good use of non-Executive
Director input and encourages a focus on
the long-term success of the Company;

- apreparedness to take bold strategic
decisions such as that in relation to SSE
Energy Services; and

- astrong focus on, and where appropriate,
progressive approach to, corporate
governance.

1 Schneider-Ross has no other connection
with SSE or its individual Directors.

Areas identified for further focus in support

of continuous improvement were:

- reinforcing the importance of
constructive challenge in the Boardroom;

- challenging management to continually
improve SSE's ability to manage change

~and monitoring respective progress; and

- supporting management’in attracting and
developing talent from a wide range of
backgrounds.

Following a period of consideration, a detailed

action plan was formally agreed by the Board

in March 2019. This featured: .

- aplanned Board session on Confirmation
Bias;

- greater use of “warm up” sessions to aid
Board preparations in respect of complex
or material decisions; and

- further development of internal reporting
to the Nomination Committee on actions
to enhance inclusion and diversity.

Integration into relevant Board work and’
existing process is currently underway and
details of progress will be reported in future.

Board Commiittees

Through the process described above, it was
confirmed that the operations of the Board
Committees, and their relationship with

the Board itself, remain effective. Identified
actions from the overall Board evaluation wilt
be used to inform future Committee work

* where appropriate, with respective progress

also monitored and assessed.

Individual Director performance
During the year each Director participated in
a detailed review of individual performance
which was carried out by the Chair. Through
this process, each Director was invited

to suggest areas for desired knowledge
development or in which additional or
refresher training was required, following
which, the Company Secretary would
ensure that appropriate internal or

external arrangements were in place. In
conjunction with the conflicts of interest and
independence review as detailed on page
10318, the continuing contribution of each
Director was confirmed to be both positive
and supportive of SSE's long-term success.

The process for evaluating the Chair

was managed by the Senior Independent
Director, which involved a separate meeting
with the non-Executive Directors and
included feedback from the Executive
Directors. It was confirmed by all, that
through a period of strategic transition,
within a challenging operating context,
Richard has provided steady and focused
leadership to the Board. This is supported
through dedicating sufficient time to the
role, setting an appropriate, respectfut:
style and tone for Board discussions, and
nurturing a balanced and collaborative
Board culture, which encourages full
Director participation and effective meeting
flow. A sound understanding of SSE's culture,
strong business ethics and the relevant
external experience he possesses, were
further noted as key attributes.

As agreed in 2017/18, a Report from the Chair
has been included on the standing Board
agenda to provide feedback and relevant
perspectives from the routine shareholder
and stakeholder engagements which are
carried out through the role. Going forward,
it was noted that further benefit could be
derived from increased, dedicated, non-
Executive Director time, to allow further
constructive discussion of Board matters,

in addition to initial thinking on strategic

or material considerations. Both of which
would allow maximum benefit to be realised
from the available non-Executive support
and challenge. As a result, appropriate
arrangements have been made within

the Board schedule for 2019/20.

More information

More information on the activities

which address the agreed actions

from the 2017/18 Board evaluation

can be found on the following pages:

- Strategic development pages 81
to 878

- Board site visits pages 96 8

- Inclusion and diversity pages 102
t0 1038
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Nomination Committee Report

.

Dear Sharehalder,

The Nomination Committee continues to.
play a key role in supporting SSE’s long-term
sustainable success. The development and
execution of appropriate strategy, creation
of a supporting culture and promotion of

- guiding behaviours to ensure responsibte
and measured decision-making, are all
underpinned by balanced and effective
leadership. It is our responsibility to review
and judge that within the Board and senior
management this is in place, and that robust
succession and development plans support
this going forward.

In line with the above, during 2018/19

we have welcomed two new non-
Executive Directors to the Board; having
recommended the appointment of Tony
Cocker in the last reporting period, and -
completed the recruitment process which
recommended the appointment of Melanie
Smith in the year under review. Tony and
Melanie took up their respective positions
on 1 May 2018 and 1 January 2019, and as a
Committee, we believe these appointments
enhance the experience of the Board and
represent a continuing fit with SSE's future
needs. The dedicated search process

which is used in relation to non-Executive
appointments is set out on page 10118.

We further thank Katie B{ckerstaffe and

Jeremy Beeton following their stepping down

from the Board for their dedication to the role,
as they ceased to be Directors on 30 April
2018 and 19 July 2018 respectively. Following
the changes outlined, the Board comprises
the Chair, six independent non-Executive
Directors and three Executive Directors.

The Committee met six times in the year, and
in addidon to considerations surrounding
progressive Board refreshment, we have
assessed the impact of the directorate
changes on Board Committee membership.
A number of recommendations were

made and agreed in the period to retain the
appropriate knowledge and skill to support
the activities of each Committee, and further
details of these changes can be found in the
report that follows.

At Board Committee-level, we have also
seen the creation of the Energy Markets Risk
Committee, whose role and membership
has been designed to oversee the transition
to SSE's revised approach to managing
commodity price exposures. This Committee
met for the first time in January 2019, and
further details of its spécific remit can be
found in its terms of reference, which are
available on sse.com L, and its dedicated
reporton page 112 8.

All of the work set out above, is considered
within the context of our standing
commitment to inclusion and diversity. Our
efforts in respect of monitoring the progress
of agreed initiatives across the Group, and to
enhancing the breadth of difference within
the Board, senior management and the tatent

_ pipeline, must remain centred on credible

Independent

" non-Executive Attended/

Members Director Member Since scheduled
Richard Gillingwater {Committee Chair) N/A | 2008 6/6
Jeremy Beeton! Yes - 2014 212
Sue Bruce Yes 2014 6/6
Tony Cocker? Yes 2018 5/5
Crawford Gillies Yes 2015 6/6
Peter Lynas Yes 2014 6/6
Helen Mahy Yes 2016 6/6
Melanie Smith 3 Yes ' 2019 212

The Company Secretary is Secretary to the Nomination Committee.
1 Jeremy Beeton stepped down from the Nomination Committee and Board on 19 July 2018.
2 Tony Cocker was appointed to the Board from 1 May 2018 and joined the Nomination Committee

on 19 Juty 2018. R
3 Melanie Smith was appointed to the 8oard from 1
at this time.
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January 2019 and joined the Nomination Committee

outcomes which support SSE's strategic and
long-term intent. Through critical review

of our Board inclusion and diversity policy,
and supportive of our aim in achieving a
Board that is generally gender-balanced,

we . proposed the adoption of a specific
ambition surrounding female membership
for implementation with immediate effect.
This is now in place and set at a level of

33%, to be maintained on average over a
three-year rolling period. On pages 102 and
103 1B we include details of progress against
our agreed ambition, alongside a description
of the Board's policy on inclusion and
diversity and how this has been implemented
during the period. This is accompanied by
information on our activities in relation to.
wider inclusion and diversity and people
strategy, which include the opportunities

for leadership and talent progression.

Through a holistic review of the changes
introduced by the new 2018 Code and in
preparation for its application in the next
reporting period, we have also assessed
forward-looking matters relevant to the
Nomination Committee’s work. One aspect
of which, is the suggested mechanisms

for engaging with the workforce in order

to understand and increase awareness of
their views. In consideration of the well-
established channels which are currently

in place to listen and gather employee
feedback, the creation of a dedicated non-
Executive Director for Employee Engagement
was deemed a complementary next step for
the Board. The experience possessed by Sue
Bruce through her previous appointments,
in conjunction with her exposure and
activities as Remuneration Committee Chair,
resulted in the recommendation that she be
appointed to this role. The Board approved
this with effect from November 2018, and
related work has included the development
of a role profile and an engagement strategy
and plan, details of which can be found on
page 95 8.

In line with the 2018 Code, members of the
Committee further considered the position
of Company Chair tenure. Details of the
process in which | did not participate are
included on page 103 8.

I hope you find the following report
interesting, and supportive of our focus
on ensuring that SSE is equipped with the
skills and capabilities for future success.

Richard Gillingwater CBE
Chair of the Nomination Committee
21 May 2019



The role of the

Nomination Committee

The Nomination Committee is responsible
for ensuring the Board, its Committees

and SSE's senior management have the
correct balance of skills, knowledge and
experience, to effectively lead SSE both
now and in the longer term. This is achieved
through effective succession planning and
talent development, and an understanding
of the changing competencies required to
support the Company's strategy, purpose,
vision, culture and values. The way in which
this is supported through the current Board
composition is set out on page 77 8.

The Committee also plays a key role

in supporting inclusion and diversity
throughout the whole of SSE, which at Board
level involves reviewing and monitoring
the range of perspectives and attributes,
to ensure that they remain appropriate
and continue to promote an open and .
cohesive culture. With enhancement of
the mechanisms used to engage with the
workforce, the Committee is now also
responsible for recommending candidates
for the role of non-Executive Director for
Employee Engagement.

The full responsibilities of the Nomination
Committee are set out in its terms of
reference, which have been updated
during the year in light of the revised 2018
Code. They are available to view in full on
sse.com LB.

Nomination Committee
activities in 2018/19

Board succession

Throughout the reporting period, the
Committee continued to focus on the
succession pipeline for the Board and
senior management, with the need for
further diversity on the Board being a key
consideration in assessing potential new
appointments. Considerations were further
informed by shareholder feedback received
during the year, and the findings of the annual
Board and individual Director evaluations
which highlighted that increased constructive
challenge within the Boardroom, would be
beneficial to Board decision-making as a
whole. In respect of senior executive roles,
a higher focus on SSE's ability to attract

and develop a diverse range of people will
be further required during 2019, in order

to manage the opportunities and change
presented through implementation of the
revised Group operating model.

In line with the continuous and pro-active
nature of succession planning, the Company
has contingency, medium and long-term
arrangements in place to ensure that change
to the Board is well-managed and effective.
As such, Russell Reynolds Associates?, were
initially engaged in 2017/18 to assist the
Committee with the search and identification
of two independent non-Executive Directors
to join the Board. This was to take place

over a time frame of around 18 months

and conducted as two separate directorate
searches.

" Details of the initial stage in this process

was outlined in the 2018 Annual Report and
resulted in the appointment of Tony Cocker
as a non-Executive Director from 1 May 2018.
Full details of Tony's experience and external
appointments can be found on page 75B.

The second stage in this process, to support
the appointment of an additional non-
Executive Director is outlined below.

Search for an additional

non-Executive Director

Discussions took place between Russell
Reynolds Associates, the Chair and Chief
Executive surrounding the specification for
the role. Potential areas to inform the search
process were agreed to include a strong
business focus, clear knowledge of the
customer and international experience, in
addition to an enhanced focus on diversity.
A long list of candidates comprising different
nationalities, including 10 serving executives
was shared with the Committee in July 2018.

Following meetings between the Chair, Chief
Executive and Russell Reynolds Associates

a short list was compiled looking at level of
experience, and broad skillset. The preferred
candidates then met with the Chair, Chief
Executive, Senior Independent Director

and the Finance Director, with follow-up
discussions by the Committee reflecting
upon the ability to input into and challenge
the strategic development process and
support Company culture. The resulting
recommendation to the Board was that
Melanie Smith be appointed to the role and
on 14 November 2018, it was announced
that Melanie would join SSE as a non-
Executive Director from 1 January 2019.

This followed confirmation of the time
commitment required and a review of

existing engagements for any actual or
potential conflicts of interest.

- Full details of Melanie’s experience and

external appointments can be found on
page 76 B.

Board Committee membership

To ensure that the Board Committees retain
the correct balance of skills and experience,
the Nomination Committee monitor overall
composition and membership. As a result

of the directorate changes during 2018/19,
the below changes were recommended and
subsequently agreed by the Board.

Following the AGM on 19 July 2018,

Peter Lynas became a member of the
Remuneration Committee and Tony

Cocker joined the Nomination, Audit, and
Safety Health and Environment Advisory
Committees. Helen Mahy also became
Chair of the Safety, Health and Environment
Advisory Commiittee as of this date.

Upon appointment on 1 January 2019,
Melanie Smith joined the Nomination
Committee, before becoming a member of
the Safety, Health and Environment Advisory
Committee on 22 January 2019.

As announced previously, Sue Bruce assumed
the role of Remuneration Committee Chair
on 19 July 2018, and on 22 January 2019
stepped down from the Audit Commiittee.

Wider representation of SSE's businesses
was agreed in respect of the membership of
the Safety, Health and Environment Advisory

“Committee and Rachel McEwen, Director of

Sustainability and Nathan Sanders Managing
Director SSE Enterprise Utilities, joined as
members on 13 November 2018.

Non-Executive Director for
Employee Engagement

During 2018/19, the Nomination Committee
considered the appointment of an existing
non-Executive Director to the newly created
role of non-Executive Director for Employee
Engagement. Following recommendation
and Board approval, Sue Bruce assumed
this position in November 2018 and further
details are set out on page 95 (8.

Changes to senior management
As explained on page 79 8, throughout
2018/19 SSE reviewed its Group operating
model to improve and streamline the
governance and decision-making processes
across its businesses. As part of this work,
the following changes have taken place.

1 Russel Reynolds Associates, previously Zygos Partnership, have no other connection with the Company and are accredited
for the FTSE 350 category under the enhanced voluntary code of conduct for Executive search firms.

SSE plc Annuat Report 2019 101



DIRECTORS' REPORT. - CORPORATE GO\)ERN'ANCE

Nomination Committee Report continued

In November 2018, SSE announced the
creation of SSE Renewables and appointed
Jim Smith as Managing Director of this
business.

Rob McDonald was appointed Managing
Director, Transmission and will build on the
track record of success in Transmission,
focusing on the pipeline of available
investment opportunities, and preparations
for the implementation of the RIIO-T2 Price
Control from 2021.

Liz Tanner, former Director of Legal, became
General Counsel on 1 March 2019.

In line with the above, Jim Smith and Rob
McDonald are PDMRs and members of the -
newly formed Group Executive Committee
and Liz Tanner attends meetings.

As the revised operating model reaches
fruition during 2019/20, the Committee
will continue to oversee relevant senior
management opportunities across SSE.

Talent development .
The Committee has continued to focus on
" talent and the ability to attract, retain and
progress individuals to improve the overall
capability of the Company. This has been

facilitated through regular engagement with '

Group HR and with the managing directors
of SSE's businesses. The Committee has
remained informed of the inclusive approach
to setting up leadership teams for the revised
Group operating model, which has involved
the open posting of all roles to provide
talented individuats with the opportunity

to apply. Senior positions have been bench
marked externally to ensure that the best
talent is appointed to any role.

The Committee has overseen internal talent
progress targeted mainty on two groups of
people - potential future members of the
Group Executive Committee and a broader
leadership talent pool. Working with external
partners, SSE has assessed and putin

place development plans for members

of these groups.

For the leadership talent pool, there are 65
individuals in the process of an 18-month
development programme. Members of
the Nomination Committee have engaged
directly with some of these individuals
with plans for further interventions as

the programme progresses.

A new development programme for talented
people deeper within the organisation, has
been agreed for 2019/20 to further enhance
the overall emerging leadership capability.
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'Additional information on the strategic

development plans to further people
development across the Group can
be found on pages 32 to 35|5.

Inclusion and diversity

The Nomination Committee and Board
are committed to ensuring that together
the Directors possess the correct diversity
of skills, experience, knowledge and
perspectives to support the long-term

, success of the Company. In this regard, the

role of diversity in promoting balanced and
considered decision-making which aligns
with SSE’s purpose, values and strategy is
fully recognised.

All Board appointments are made on an
objective and shared understanding of merit,
in line with required competencies relevant
to SSE as identified by the Nomination
Committee, and consistent with SSE's Board
Inclusion and Diversity Policy, which further
requires processes to be employed such that
a diverse pool of candidates can be identified
and considered. This Policy was reviewed
during the period to ensure that it remains
appropriate to SSE and reflects recognised
societal and stakeholder expectations,

and is available to view on sse.com La.
Details of how the Policy is implemented

in practice are set out on page 1038,
through the process used to support
directorate appointments in line with

SSE’s succession plans.

As set out in the Inclusion and Diversity
Policy, ambitions may be developed

and integrated into existing strategy and
succession plans, to provide transparency
surrounding where the Board aspires to be
and allow reporting of any progress made.
To be meaningful, these must be credible
and realistic, and address the requirement for
orderly succession and transition between
appointments. The Board has therefore set
an ambition of 33% female membership, to
be maintained on average over a three-year
rolling period, recognising the sensitivity

of this level to changes in both the Board's
size zend composition. The implementation
of this ambition is believed to be in line
with the ethos of the Hampton-Alexander
Review, which is further supported within
SSE through it’s "IN, "ON" and "UP" strategy
to improve gender balance across the
organisation, and more specifically within
leadership roles - see pages 32 and 34 5.
Itis also consistent with achieving the
ultimate goal of a Board that is generally
gender-balanced.

The current measure against the above
ambition {using previous 3 years from

31 March 2019) is 30% female membership.
Further, Melanie Smith's appointment

and Maori background has increased the
ethnic diversity of the Board in line with

the recommendations set out in the Parker
Review. Additional measures which are
used to assess the diversity of the Board,

are set out below.

Director gender split as at 31 March 2019

W Male(7)
M Femate (3)

Director age range as at 31 March 2019

B 41-50{2)
B 51-60(5)
W 61-70(3)

Chair and non-Executive Directorship tenure



To support the development of an inclusive
and diverse talent pipeline, SSE's HR function
was tasked with delivering a number of
agreed supporting initiatives throughout
2018/19. Progress on these initiatives was
reviewed by the Committee during the year
and included: increasing diversity on the
Executive Committee sub-Commiittees; .
promoting the number of roles advertised
that support flexible working arrangements;
and ensuring that the majority of all
opportunities are openly advertised. As this
work moves forward, the Committee will
continue to monitor and assess the progress
made by these initiatives.

SSE’s increased participation in industry
specific groups was also targeted during
2018/19, with SSE being an active contributor
in the National Skills Academy for Power

16D Forum, a member of the UK votuntary
POWERful Women {PfW) initiative, and the
Chief Executive being involved directly as a
founding member of the recently formed
PfW Energy Leaders’ Coalition.

Board and Committee tenure
During the year the Committee
recommended the re-appointment of
Richard Gillingwater, Crawford Gillies and
Helen Mahy to the Board for a further three-
year term, subject to annual re-election by
shareholders. This followed confirmation of
their independence and continuing effective
contribution to the Board, for which each
individual abstained from their own review.

Director conflicts

and independence

In January 2019, the Committee conducted
its annual review of individual Director
conflict authorisations as recorded in the
Conflicts of Interest Register. The Conflicts
of Interest Register is maintained by the
Company Secretary and sets out any actual
or potential conflict of interest situations
which a Director has disclosed to the

Board in line with their statutory duties. In
order to form a view surrounding Director
independence, when reviewing the above
conflict authorisations, consideration was
also given to other appointments held

by each Director as well as the relevant
outcomes of the annual individual Director
and Board evaluations.

The Committee recognises the circumstances
set out in the 2016 Code which could
compromise a Director’s position, and this is

. also taken into account as appropriate. Each

Director abstained from authorising and
confirming his or her own position.

Following review, the Committee
recommended to the Board that each
conflict authorisation remained appropriate
and that any new actual or potential conflict
situations be approved. The continuing
independence and objective judgement

of each of the non-Executive Directors was
also confirmed.

Performance of the

Nomination Committee

The performance of the Committee was
considered through the annual Board
evaluation process, in which members
were requested to provide specific feedback
using a tailored questionnaire. From the
responses provided, it was confirmed
that the Committee continued to operate
effectively, and that progress had been
made in the year. A number actions for
further improvement were also agreed,

.and included: maintaining focus on Board

composition; a Confirmation Bias session
to support ongoing work on inclusion and
diversity; and focus on attracting external,
and developing internal, talent from a wide
range of backgrounds for senior roles.

Board Chair tenure

In recognition of the 2018 Code position on
Chair tenure, the current leadership brought
by Richard Gillingwater was assessed against
the balancing needs of the Company and
current succession plans. This involved
conversations between the Chief Executive,
Company Secretary, non-Executive Directors
and Executive Directors. The outcome of
these discussions is presented opposite.
Richard Gillingwater and ariy other non-
Executive Director who would be potentially
conflicted were not involved in the
deliberations of the Board on this matter.

BOARD CHAIR TENURE

Richard Gillingwater was first appointed
to the Board of SSE in May 2007 and
became Chair in July 2015. While
mindful of the 2018 Code position, the
Board of SSE continue to believe that
Richard should Chair the Board for a
further period, ending no later than

31 March 2021, when the RIIO-2 Price
Control process will have concluded.
Richard has agreed to do this subject
to being re-elected to the Board at

the Company’s AGM. In reaching this
conclusion, Richard's other current
appointments have been taken into
consideration. :

The Directors believe that it is in the
interests of SSE's shareholders and
other stakeholders that the Board, and
therefore the Company as a whole,
should continue to benefit frorn his
objective judgement and the culture
of openness and debate that he
promotes. The qualities he brings to
the role of Chair were highlighted in the
2018/19 independent external Board
evaluation — see page 99 8. -

In addition, they believe that by
agreeing to remain as Chair for a
limited time, Richard will continue to
deploy over 20 years' knowledge of
the energy sector and the Company

as the re-shaping of the SSE Group
continues; and enable SSE to benefit
from his deep insight on strategic,
government and regulatory matters.
This will be particularly important
while the future of the UK's relationship
with the EU, and its consequences for
politics, regulation and markets in the
UK and lreland, remains so uncertain. it
will also be critical while the process for
determining the RIIO-2 Price Control,
which is of central importance to SSE’s
earnings in the 2020s, moves towards
its conclusion.

All of SSE's six independent non-
Executive Directors have been
appointed from dates no earlier than

1 September 2013. A time-limited
extension to Richard’s service as Chair
will enable effective succession ptans to
be implemented and allow a thorough
and successful handover to a new
Chair to lead the Board, and support
SSE being a successful and sustainable
business in the 2020s. A process for
identifying the new Chair will get under
way in the course of this year.

In light of this, SSE expects to explain its
position with regard to the 2018 Code
provision on Chair tenure, rather than
to comply with it, in its Annual Report
2020, when reporting against the 2018
Code comes into effect.
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Audit Committee Report

Dear Shareholder,

As Chair of the Audit Committee (the
Committee), | am delighted to present the
Committee’s report for the financial year
ending 31 March 2019. This report is intended
to provide shareholders with an insight into
how key topics are considered during the
year, together with how the Committee
discharged its responsibilities.

The Committee held four meetings in
2018/19 in line with the financial reporting
calendar, with an additional meeting
arranged as part of the external audit tender
process. Whilst this report gives insight into
matters consistent with last year's report, |
would like to draw your attention to a number
of other areas considered during the year.

Firstly, this year the Committee has overseen
a competitive tender process for a new
External Auditor. A case study of the external
audit tender process can be found on page
109 (8. As announced in January 2019, Ernst
and Young LLP (EY) have been identified as
the new External Auditor and will undertake
its review of the half-year results and audit
for the full-year ending 31 March 2020. The
appointment of EY as External Auditor is a
matter which requires shareholder approval,
and | would like to recommend that you
support this appointment at the 2019 AGM.
Please allow me to take the opportunity to
thank the team at KPMG for their excellent
contribution as SSE’s auditor and we look
forward to working with EY in the future.

The second matter to highlight relates

to our Internal Audit Function, which

plays an integral role in SSE's Assurance
Framework and provides regular reports to
the Commiittee. | reported last year that an
external quality assessment of the function
would be completed during the year and the
results of this assessment are reported on
page 11118 of this report.

We also reviewed work undertaken for
several accounting policy projects during
the year, including IFRS 15 (Revenue from
Contracts with Customers} and IFRS 9
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(Financial Instruments). We also reviewed the
implementation plan and disclosures relating
to IFRS 16 {Leases) which have been adopted
by the Group with effect from 1 April 2019.
Further information on accounting policies
are provided in note 2.

In addition to the routine business, the
Committee for the year ahead will have
three areas of focus:

- Oversee the appointment of EY as
External Auditor to ensure there is a
smooth and orderly transition;

- Monltor and evaluate the completion
of the recommended actions identified
by the external quality assessment of
Internal Audit; and

- Assess the impact of regulatory chan&_;es
affecting the audit industry and how
this will impact SSE and the work of
the Committee.

| hope that you find this report informative
and can take assurance from the work
undertaken by the Committee during the
year to deliver its key responsibilities.

Committee role, members

and attendance

The Committee’s role is to support the Board
within the Corporate Governance Framework
in matters relating to: the integrity of Financial
Reporting; the relationship with the External
Auditor; the effectiveness of the Internal Audit
function; and the effectiveness of the System
of Internal Control and Risk Management.
The Internal Control and Risk Management
in relation to SSE's energy market related
exposures are overseen by the newly
established Energy Markets Risk Committee,

The composition of the Committee currently
comprises four non-Executive Directors as
Committee members, with details of their
attendance provided in the table below.
Tony Cocker was appointed as a member in
July 2018 bringing his extensive knowledge
of the energy sector, and Sue Bruce
stepped down as a member in January
2019 but regularly attends meetings to gain
insight to support her role as Chair of the
Remuneration Committee.

The Committee meetings are routinely
attended by: the Company Chair; the
Finance Director; the Director of Risk, Audit
and Insurance; the External Auditor; and
the Deputy Company Secretary {who is
Secretary to the Committee). in addition,
the Committee also invites other senior

Peter Lynas finance and business managers to attend
Chair of the Audit Committee certain meetings. This allows the Committee
21 May 2019 to be given a deeper level of insight on
certain business matters.
The Board believes the Committee to have
the appropriate composition, skills and
experience to discharge its responsibilities.
The external evaluation of the Board and
its Committees confirmed the effective
operation of the Audit Committee.
Independent
non-Executive Attended/
. Members Director Member Since scheduled
Peter Lynas* (Committee Chair) Yes 2014 5/5
Tony Cocker? Yes 2018 4/4
Crawford Gillies ? Yes 2015 3/5
Helen Mahy* Yes 2016 5/5
Sue Bruce$ Yes 2014 4/4

1 Recentand relevant financial experience as the current Group Finance Director of BAE Systems plc and
a Fellow of the Chartered Association of Certified Accountants.

2 Extensive knowledge of the energy sector gained through a 20 year career with E.ON, including as CEO
and Chair of E.ON UK plc. Tony Cocker was appointed to the Board from 1 May 2018 and joined the Audn

Committee on 19 Juty 2018.

3 Crawford Gillies was unable to attend two meetings during tne year due to prior engagements which could
not be re-arranged. On each occasion, Crawford provided feedback on the business being considered to
the Committee Chair and this was duly raised at the meeting.
4 Energy sector experience through previous role as Company Secretary and General Counsel of Nationat Grid plc.
S Sue Bruce stepped down as a member of the Audit Committee on 22 January 2019.



Meetings and Activities in 2018/19
The Committee met on five occasions during
the year and has met once since the end of -
the financial year. The additional meeting
held this year was to consider presentations
from audit firms as part of the external audit
tender process.

A forward plan of agenda items informs the
business considered at each meeting and is

Audit Committee responsibilities

Financial reporting

- review the integrity of the interim and annual financial statements; -
- review the appropriateness of accounting policies and practices;
- review the significant issues and judgements considered in

relation to the financial statements, including how each was =

addressed; and

- review the content of the Annual Report and Accounts and -
advise the Board on whether taken as a whole, they are fair,

balanced and understandable.

'

regularly reviewed and developed to

ensure the work of the Committee is focused
on key matters. This, along with ongoing -
challenge, debate and engagement, allows
the Committee to effectively discharge

its responsibilities.

In addition to the scheduled meetings, the

Committee Chair meets separately with the
Finance Director, Director of Risk, Audit and

External Audit

Insurance and KPMG to ensure the work
of the Committee is focused on key and
emerging issues.

Meetings of the Committee are held in
advance of the Board meeting to allow the
Committee Chair to provide a report of the
key matters discussed, and this provides the
opportunity for the Board to consider any
recommendations.

review and monitor the objectivity and independence of the
External Auditor, including the policy to govern the provision

of non-audit services; .
review and monitor the effectiveness of the external audit process

and the ongoing relationship with the External Auditor; and

review and make recommendations to the Board on the
tendering of the external audit contract, and the appointment,

remuneration and terms of engagement of the External Auditor.

Risk management and internal control

- review and monitor the effectiveness of the management -
of risk and overall System of Internal Control;

- review the framework and analysis to support-both the -
going concern and the long-term viability statement; and

Internal Audit

Audit function.

— oversee appropriate whistleblowing and fraud prevention

arrangements.!

. review and approve the Internal Audit Plan and monitor
its implementation; and
review and monitor the effectiveness of the Internal

1 The Committee Terms of Reference were updated in March 2019 to reflect the new 2018 Code position covering the Board's responsibility for the oversight of matters
relating to whistleblowing. The Committee’s Terms of Reference are available on sse.com Lo

Key matters considered by the Committee during the year

May 2018

- Considered the appropriateness of accounting in relation to the Significant Financial Judgements and Exceptional

Items in 2017/18.

Financiat
Reporting

- Reviewed the Preliminary Results and 2018 Annual Report, including alternative performance measures, viability
statement and going concern and made a recommendation to the Board.

- Received reports on the status of various accounting projects including: IFRS 15 (Revenue Recognition); IFRS 9
{Financial Instruments); and the then planned demerger of SSE Energy Services.

- Received a report on the Group's tax position. ’

- Reviewed letters of representation issued to the External Auditor for the full year results prior to them being agreed by

the Board.

- Reviewed the response to the Financial Reporting Councit {FRC) letter on 2017 Annual Report and ensured that
recommendations were embodied within the 2018 Annual Report.

— Considered the accounting, financial control and audit issues from the External Auditor’s report on the 2017/18 audit.  External Audit
- Reviewed the effectiveness of the external audit process.

- Reviewed the independence of the External Auditor.

- Monitored the level of non-audit fees and approved any new non-audit engagements.
- Assessed the plan for the tender of the external audit contract.

- Held a private meeting with the External Auditor.

- Reviewed the effectiveness of the Internal Audit function.
- Received an update on the delivery of the 2017/18 Internal Audit plan and progress with the 2018/19 internal Audit plan.

Internal Audit

- Reviewed Treasury operations, including the funding plan, liquidity and going concern.

Risk management

- Reviewed the viability statement and supporting analysis. and internal
- Reviewed the System of Internal Control and made a recommendation to the Board on its effectiveness. control

- Received an update on SSE’s preparation for the implementation of the General Data Protection Regulation.

- Received a report on the disclosure of information to KPMG. Governance

- Agreed the narrative of the 2017/18 Audit Committee Report.
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Audit Committee Report continued

September 2018

Agreed the external audit plan for 2018/19.

Agreed the external audit engagement and audit fee for 2018/19.

Discussed the FRC's latest Audit Quality Review on KPMG.

Reviewed the Non-Audit Services Policy.

Monitored the independence and level of non-audit fees and approved any new non-audit engagements.
Monitored the employment of former auditors.

Reviewed the materiality threshold for the 2018/19 audit. .

Received an update on the status of the external audit tender.

Reviewed the accounting of the then planned demerger of SSE Energy Services.

External Audit

Received an update on the work of Internal Audit, including progress with the 2018/19 Internal Audit plan.

Internal Audit

Received an update on the work of the Group Compliance function.

Risk management

- Reviewed the arrangements, incidents and trends arising from whistleblowing. and internal
- Considered a report on the key risks and controls arising from operations within Energy Portfolio Management. control
- Reviewed the Committee’s terms of reference. Governance
November 2018
- Considered the Key Accounting Judgements and the Interim Financial Results. Financial
- Reviewed letters of representation issued to the External Auditor for the half-year results prior to them being agreed Reporting
by the Board. )
- Received reports on the status of various accounting projects including: IFRS 15 (Revenue Recognition); IFRS 16 -
(Leases); statutory accounts; and update of exceptional items policy.
- Recommended to the Board the accounting treatment of the then planned demerger of SSE Energy Services
at the half-year. )
- Considered the accounting, financial control and audit issues from the External Auditor’s report on the 2018/19 External Audit

half year audit.

Reviewed the independence of the External Auditor.

Monitored the level of non-audit fees and approved any new non-audit engagements.

Received an update on the status of the external audit tender.

Held a private meeting with the External Auditor. : N

Received an update on the work of internal Audit, with progress provided on the 2018/19 Internal Audit plan.

Internal Audit

Reviewed Treasury operations, including the funding plan, liquidity and going concern.
Reviewed the output of an exercise to test SSE's defences against cyber security threats.

Risk management
and internal

- Received an update on progress with the Group Risk Programme. control

- Received an update on Group-level fraud risks, corruption and anti-financial crime governance.

- Approved the Committee business planner and areas of focus for 2019/20. Governance
December 2018 .

- Reviewed proposals and received presentations from tendering audit firms and made a recommendation to the External Audit

Board to appoint a new External Auditor of the Company for the year beginning 1 April 2019.

February 2019

- Received an update on the adoption of IFRS 16: Leases. Financial

- Reviewed a report on the statutory accounts preparation process for the subsidiary companies within the SSE Group. Reporting

Considered the findings from the External Auditor's controls report.
Monitored the level of non-audit fees and approved any new non-audit engagements.

External Audit

Received an update on the work of Internal Audit, with progress provided on the 2018/19 Internal Audit plan.
Agreed the Internal Audit Plan for 2019/20.
Reviewed a report on the external quality assessment of Internal Audit and Group Compliance.

" Internal Audit

Received an update on the work of the Group Compliance function.

Risk management

~ Considered scenarios to stress test the viability assessment. and internal

- Held a private meeting with Director of Risk, Audit and Insurance. controt

- Discussed the reportin'g themes to be included in the 2019 Audit Committee Report. Governance

~ Reviewed a report on Anti-Corruption and Financial Crime Governance.

- Considered the output of the performance evaluation of the Committee which was undertaken as part of the wider
Board evaluation. .

May 2019

— Considered the appropriatenesé of the accounting in relation to the Significant Financial Judgements Financial

and Exceptional Items in 2018/19. Reporting

Reviewed the Preliminary Results and 2019 Annual Report, including alternative performance measures, viability
statement and going concern and made a recommendation to the Board.
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May 2019 continued

- Received a report on the Group's tax posutlon ) Financial
- Reviewed letters of representation issued to the External Auditor for the full year results prior to them being agreed  Reporting
by the Board.

- Considered the accounting, financial control and audit issues from the External Auditor’s report on the 2018/19 audit. Externat Audit
- Reviewed the effectiveness of the external audit process.

- Reviewed the independence of the External Auditor.

- Monitored the level of non-audit fees.

- Held a private meeting with both the exiting and incoming External Auditor.

- Received an update on delivery of the 2018/19 Internal Audit plan and an update on the 2019/20 Internal Audit plan. Internal Audit

- Reviewed Treasury operations, including the funding plan, liquidity and going concern. Risk management
- Reviewed the viability statement and supporting analysis. and internal

- Reviewed the effectiveness of the System of Internal Control and made a recommendation to the Board. control

- Received a report on the disclosure of information to the External Auditor. Governance

-~ Agreed the narrative of the 2018/19 Audit Committee Report.

Financial reporting

The Annual Report and Accounts seek to provide the information necessary to enable an assessment of the Company’s position and
performance, business model and strategy. In preparing the Financial Statements for 2019 there are several areas requiring the exercise by
management of judgement or a high degree of estimation. Throughout the year, the Finance team worked closely with the External Auditor
to ensure SSE provides the required level of disclosure. This section outlines the significant areas of judgement that have been considered by
the Committee - through discussion and detailed reporting by both management and the External Auditor — to ensure appropriate rigour has
been applied. Other key accounting judgements applied in the preparation of the Financial Statements for 2019 are provided in note 4.2.

Significant financial judgements

Significant financial judgements for the year ended 31 March 2019 How the Audit Committee addressed these significant financial judgements

Carrying value of certain non-current assets: The carrying value of The basis and outcome of this review is presented to the Committee by management
certain non-current assets in the Group - including thermal generation and includes a description of the assumptions applied in deriving the recoverable
plants (specifically, Keadby, Marchwood and Great Island) and gas values. The Commiittee reviewed and challenged the assumptions and projections
production assets — are assessed by reference to the recoverable value presented in the management paper and considered the detailed reportmg from,

"(value-in-use or fair value less costs to sell) of the asset or the associated and findings by, the External Auditor.
Cash Generating Unit. An annual valuation/impairment exercise is carried
out. The assumptions applied in this exercise require judgements on the Following this review, the Committee supported the recommendation to
economic factors associated with the assets under review. Further details  recognise a combined impairment reversal of £27m in relation to these assets

are provided in note 4 and note 15 to the Financial Statements. in the financial year.

Accounting for estimated revenue: The Group's household energy and The Committee reviewed the practical process issues and assumptions applied in
services business in Great Britain is presented as held for disposal as at determining the basis of recognition of “unbilled” debtors, with particular reference
31 March 2019. Despite the presentation as held for disposal, the estimation to domestic electricity and gas. The Committee also considered the findings of the
of.revenue arising from its energy supply business remains a significant External Auditor. Following this review, the Committee supported this judgement.

financial judgement in the preparation of the Group's consolidated
financial statements. Revenue from energy sales includes estimates of the
value of electricity and gas supplied to customers between the date of the
last meter reading and the financial year end. These are based on estimates
and assumptions in relation to the consumption and valuation of that
consumption. Further details are provided in note 4 and note 18 to

the Financial Statements.

Accounting for Group pension obligations: The estimates in relation The assets and liabilities of the Group's defined benefit retirement schemes are

to the cost to the Group of providing future post-retirement benefits regularly reviewed. Advice is taken from independent actuaries on the IAS 19R

can have a material impact on the financial position of the Group. These valuation of the schemes. The Committee was updated on the schemes' valuation
estimates require assumptions to be made about uncertain events such and considered the findings of KPMG in relation to the scheme’s key assumptions
as discount rates and longevity. Further details are provided in note 4 and relative to market practice. Following this review, the Committee supported the

. note 23 to the Financial Statements. . judgements made. _
Presentation of Energy Services: On 17 December 2018, the Group At 31 March 2019, the Committee and Board has reassessed the IFRS 5 criteria
announced that the proposed transaction with innogy would not be for presentation of the business as held for disposal. Given the Group’s stated

proceeding, as the Group determined it would not in the best interests of  commitment to dispose of SSE Energy Services; the significant work performed to
customers, employees or shareholders. The Group continues to believe separate the business as an independent, self-sufficient entity within the Group; and

that the best long-term future for the business lies outside of the SSE significant progress made on delivery of a listing or new, alternative ownership by
group and has been actively progressing a range of options including the sécond half of 2020, the Audit Committee and Board has reconfirmed that the

a possible sale, alternative transaction or standalone listing. The Group IFRS 5 criteria have been met and therefore it remains highly probable that a disposal
is therefore also continuing with steps to increase SSE Energy Services' transaction will be completed. The Group has therefore presented the SSE Energy
autonomy and independence and continue progress towards new, Services business as a discontinued operation and held for disposal. “Held for
alternative ownership or a listing by the second half of 2020. Further disposal’, as presented throughout the 2019 Annual Report and Financial Statements
details of the new structure are provided in note 4. may be either "held for sale” or “held for distribution” as defined by IFRS 5.
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Audit Committee Report continued

Going concern and

Viability Statement

The Committee agreed the parameters of,
and reviewed the supporting report for,

the going concern statement (see A6.3
Accompanying Information to the Financial
Statements) and the statement on the Board's
assessment of the prospects of the Company
(the viability statement on page 67 8).

The Committee had a reasonable expectation
that the Company and the Group have
adequate resources to continue in operational
existence for the foreseeahle future (12
months). The Financial Statements are
therefore prepared on a going concern basis.

The Committee reviewed the period covered
by the viability statement and continues to be
of the view that a three-year period remains

the most appropriate timespan in this regard.

Fair, balanced and understandable

assurance framework .

The assurance framework used in the

preparation of the 2019 Annual Report and

Accounts to assist the Directors discharge their

requirement to state that, taken as a whole,

they are fair, balanced and understandable
and provide the information necessary

for shareholders to assess the company'’s

performance, business model and strategy

is as follows:

- averification process dealing with the
factual content; ’

- comprehensive reviews undertaken
independently by senior management
to consider messaging and balance;

— comprehensive reviews undertaken
by the Company'’s brokers to ensure
consistency and balance;

- reporting by the External Auditor of
any material inconsistencies; and

- comprehensive review by the Directors
and the senior management team.

The Committee and Board received
confirmation from management that the
assurance framework had been adhered to

for the preparation of the 2019 Annual Report.

External Audit

External Auditor

KPMG was appointed as the External Auditor in
1999 following a formal tender process. At the
2018 AGM, shareholders re-appointed KPMG
as the External Auditor of the Company for -
the year ended 31 March 2019 and authorised
the Committee to fix their remuneration. The
current lead Audit Engagement Partner, Bill
Meredith, is in the fifth and final year of his term.

As reported in the SSE Annual Report since
2014, the Board believed it was in the best
interests of the Company and shareholders
to tender the audit contract for the year
ending 31 March 2020.
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Based on the output of a robust external audit
tender process, the Committee recommended,
and the Board confirmed, the appointment
of EY as the new External Auditor for the year
ended 31 March 2020. The appointment of
EY requires shareholder approval and will be
proposed to shareholders at the 2019 AGM.
The case study opposite provides information
on the audit tender process and transition
arrangements,

The Committee confirms the tender has
complied with provisions of the CMA
Audit Order.

Effectiveness

On behalf of the Board, the Committee
continued to review the effectiveness of
the External Auditor on an ongoing basis to
ensure the quality, rigour and challenge of
the external audit process is maintained.

The Committee recognises the importance of
management engagementin the effectiveness
of the external audit process. The practice

of briefing management on their obligations
in relation to the provision of information to
the External Auditor has continued and the
Committee received assurance that such
obligations had been discharged.

During the year, the Committee has reviewed

the following:

— the quality of audit planning covering
the approach, scope, and level of fees
for the audit;

- delivery and execution of the agreed
external audit process for 2018/19;

- quality, knowledge and expertise of the
KPMG audit engagement team;

- the competence with which KPMG
handled and communicated the key
accounting and audit judgements;

- the communication and engagement
between management, KPMG and the
Committee;

- the output from a questionnaire completed
by senior management seeking views
on KPMG's capability, performance and
professional scepticism in providing
external audit services; and

- KPMG's latest FRC Audit Quality Review
report and actions it was taking to address
identified issues.

The Committee confirmed the external
audit process provided by KPMG has been
delivered effectively.

Independence and objectivity

In addition to the annual review of

effectiveness, the Committee considered

the independence and objectivity of KPMG

through a combination of:

— assurances provided by the External
Auditor on the safeguards in place to
maintain independence;

— oversight of the non-audit services policy
and fees paid; and

- oversight of policy on employing former
auditors. .

Non-Audit Services Policy

" The Non-Audit Services Policy governs

the engagement of the External Auditor to
provide non-audit services. This policy was
reviewed by the Committee during the year
to ensure that it remained fit for purpose.

Non-Audit Services are split into three

categories for the purposes of approval:

- Audit-Related Services. Services that
would usually be pre-approved by the
Committee as part of the approval of
the total annual audit fee:

- Permitted Non-Audit Services. Services
where the Committee has approved the
use of the External Auditor subject to the

_following limits: the Finance Director up
to £50,000; the Committee Chair up to
£100,000; and the Committee above
this amount.

- Prohibited Non-Audit Services. Services
where the External Auditor is not permitted
to deliver the type of work as it could
compromise independence.

The Committee keeps under review the '
services KPMG provides by reviewing a report

at each meeting.

External Auditor Fees

. Fees for Audit and Audit-Related Services

incurred during the year amounted to £1.4m
and £1.1m for Permitted Non-Audit Services.
Fees paid to KPMG during the year are made
in note 6 to the Financial Statements.

The permitted Non-Audit services were:

- Demerger Related Fees. The Committee
determined during 2017/18 that it was
appropriate for KPMG to provide the
required due diligence and reporting
accountant services in respect of the
then planned demerger of SSE Energy
Services and this continued during
2018/19. KPMG undertook an ethics
review, which concluded that the
proposed services were consistent with
the FRC's Revised Ethical Standards
2016 and that there were appropriate
safeguards in place to preserve KPMG's
independence as External Auditor. The
fee for this work during 2018/19 was
£0.8m for the preparation of the circular
and listing prospectus for the demerger
of SSE Energy Services, and an additional
£0.25m for transaction synergy related
work. Both of these amounts are included
within the total reported £1.1m for
Permitted Non-Audit Services.



- Other Services. KPMG was not instructed
to provide any other significant new Non-
Audit Services for the Group in 2018/19.
Permitted Non-Audit Services of £0.05m
principally related to the issuance of debt
and regulatory accounts and returns
required by Ofgem. The Committee was
satisfied that the work was best handled
by KPMG because of its knowledge of
the Group.

Fees paid to KPMG

W Auditand
Audit Related
Services
-£1.4m

B Permitted
Non-Audit
Services
-fl1m

Internal Control and

Risk Management .

Internal Control

The Board has delegated to the Committee
responsibility for reviewing the effectiveness
of SSE's System of Internal Control. This
covers all material controls including financial,
operational and compliance controls, in

‘addition to the financial reporting process.

To assist the Committee’s review of the
System of Internal Control, the different
elements are evaluated by relevant key
stakeholders. These evaluations are assessed
by the Finance Director and a letter is
provided to the Committee summarising

the work conducted in the year to improve
the control environment and making a
recommendation on the overall effectiveness
of the System of Internat Control.

External Audit Tender — Case Study

The External Auditor tender process

was overseen by the Committee. A series

of reports and updates were provided to the
Committee in preparation and to monitor
progress. The firms requested to tender were

. Key milestones of the external audit process

Q September 2018

~ The Request for Proposal was issued, detailing

chosen having given proper regard to
the complexity of the Group, with the
tender competed by highly capable
and experienced audit firms with strong
track records and technical expertise.

In addition, when undertaking the review of the
effectiveness of the System of Internal Control,
the Committee considers the Assurance
Evaluations undertaken annually by the
Managing Directors of each of SSE’s operating
divisions. These assurance evaluations
consider 10 key management control areas
and includes any planned improvements to
enhance controls. These improvements are
tracked, with updates reported to the Chief
Executive on a regular basis.

The tender was open to audit firms outside
the Big Four. KPMG was not invited to tender
having been the Group's auditors since 1999.

October/November 2018

Committee in informing its decision:
« Understanding of the SSE Group’s business
and identification of areas of audit risk
« Key challenges facing industry;
« Insight and proactivity;
¢ August 2018 « Capability of audit team in terms of skills
- SSE i$sued to audit and experience;
firms an invitation « Experience from other utility companies
to tender. This audited by the firm.
invitation explained Clear planning and audit approach; .

that SSE planned « Early and informed discussions;
to issue a formal . Procedures for ensuring quality of audit,
Request for Proposal independence and managing conflicts of

and requested interest when undertaking both audit and
confirmation . non-audit engagement; and
of the audit firms « Ability to build strong relationships
willingness to and rapport.

_ participate in the - Data room opened to the participating
tender process. audit firms.

evaluation criteria that would be used by the ~ Initial questions/requests for

further information received

from the two tendering audit firms.
Meetings were held with each
tendering firm and the Committee
Chair, Finance Director and

other key members of SSE's

senior management team. These
meetings allowed the tendering
firms to get a better understanding
of the key requirements of the
business.

The key members of SSE's senior
management were asked to
provide feedback foltowing

each meeting as input into

the subsequent decision-

making process.

Written proposal documents
received and reviewed.-

© December 2018

- Selection interviews were
conducted. The participating
firms delivered presentations and
a question and answer session.
The selection interviews included:
members of the Commiittee; the
Chair of the Board; and Finance
Director.

- The Committee recommended
to appoint EY as External Auditor,
which was approved by the
SSE pic Board. ’

v

Audit Transitional Plans

The proposed External Auditor, EY, is -

undertaking activity in preparation for the

external audit of the SSE Group for the 2020

audit cycle. This will aid a smooth transition

and allow EY to embark on the 2020 audit
as well prepared as possible. This activity
includes:

- Avreview of its non-audit services
provided to the SSE Group and the
necessary steps to ensure auditor
independence;

Liaising with the outgoing External
Auditor during the 2019 audit cycle,
including shadowing at key audit’
meetings.

- Meetings with key members of the SSE
senior management team at Group and
business level.

EY will complete the review of the half-year
results and audit for the full-year ending
31 March 2020.

‘The Committge will monitor the transition
of the auditor throughout the year to ensure
the effectiveness and independence of EY.

The Board will seek approval for EY to be
elected as External Auditor at the 2019
AGM for the year ending 31 March 2020.
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Audit Committee Report continued

Risk Management

The Group's Risk Management Framework
is designed to manage rather than eliminate
the risk of failure to achieve business
objectives. It can only therefore provide
reasonable and not absolute assurance
against material misstatement or loss.

During the year, the Board carried out a
robust assessment of the Principal Risks
facing the Group (as set out on pages 66 to
7118), being those that have the potential
to threaten the business model, future
perfarmance, solvency or liquidity.

Internal Control and Risk
Management effectiveness
Following the Committee’s review and
recommendation, the Board agreed that
SSE’s System of Internal Control (including
risk management) continues to be effective,
although the Board has revised its approach
to the management of commodity risk as
set out on page 92. This was in accordance
with the requirements of the FRC Guidance
on Risk Management, Internal Control and
related Financial and Business Reporting.

g

Taking into account the actions taken,

. the Board also confirms that no significant

failings or weaknesses have been identified
during the year and up to the date of this
Annual Report. Processes are in place

to ensure that necessary action is taken,
and progress is monitored where areas for
improvement have been identified.

Internal Audit

Internal Audit plays an important role in
SSE, helping the organisation to deliver

its objectives by bringing a risk-based,
independent and objectivé approach to
evaluating and improving the effectiveness
of risk management, internal control and
governance processes.

The Director of Risk, Audit and Insurance has
management responsibility for the Internal
Audit function. In addition to the normal
corporate reporting structure, he has the
right of direct access to the Chief Executive,
the Committee and the Company Chair.

SYSTEM OF INTERNAL CONTROL

The elements that make up the System of Internal

Control are: .

- Governance Framework. Designed to ensure
focus on the key components of high quality and
effective decision making - clarity, accountability,
transparency and efficiency. For further details please

see page 78 8 of the Directors’ Report.

- Strategic Framework. This includes Group's strategic

i objectives, financial objective and sustainability goals
and forms the basis for all activity within the Risk
Management Framework. For further details please
see pages 2 and 3 18 of the Strategic Report.

- Risk Management Framework. This framework .
supports each Division in managing its risks and helps
to ensure that the Board can meet its obligations.
The framework is underpinned by the fundamental
principle that everyone at SSE is responsible for the

management of risk.

Internal Audit Plan

The annual Internal Audit Plan is structured

to align with SSE's strategic priorities and key
risks. An integrated assurance mapping and
planning process is undertaken to ensure that
Internal Audit work is appropriately aligned

to, and coordinated with, the activities of
other relevant assurance providers across

the Group: The Internal Audit Plan comprises
both fixed and flexible elements to be able
to respond to any change in priorities and
requirements. The plan also includes audits of
key transformational programmes, financial
control and areas relating to responsible
behaviour and non-financial risk.

Ateach C.o?nmittee meeting, the Internal
Audit Plan progress is reviewed along with
significant findings and the tracking of
remedial actions. The Committee also
tracks overdue actions.

- Assurance Framework. An integrated programme of

audit and assurance activity that is independent of the
day to day operations of the Divisions and Corporate
Functions. It is made up of Group Audit, Group
Compliance, Large Capital Projects Services and
Group Safety, Health and Environment Services.
Standards and Quality Framework. Sets out the
expected standards and guidelines to be followed

in the delivery of the Group's core purpose.
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Governance Strategic
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Strategic
Objectives
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Goals
Divisions and ~
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Support Functions




_Internal Audit Effectiveness

The Committee keeps under review the

effectiveness of the activities undertaken

by Internal Audit by monitoring the following:

- Internal audit feedback. Reports on: the
development and delivery of the internal
audit plan; the delivery of actions from
reviews; audit resource and expertise; and
“management awareness” and priorities.

External quality assessment

of Internal Audit

During the financial year, BDO carried out
an external quality assessment of SSE's
Internal Audit function. The objective of .
this assessment was to evaluate the degree
of Internal Audit's conformance with the
requirements of the Chartered Institute of
Internal Auditors (CIIA) standards, which
includes the International Professional
Practices Framework (IPPF) and the Code

of Conduct. Performance against leading
practices and comparable organisations were
also considered. Conformance with CIIA
standards requires that external assessments
must be conducted at least once every five

Risk Management
Framework

Group Risk Management and
Internal Control Policy

Review of the Effectiveness of the
System of internal Control

v

Principal Risk Self-Assessment
Risk Appetite Statement
Viability Assessment

Key Risk Indicators

R\

Divisional Risk Approach

Assurance Evaluation

Risk Blueprint

~ Management feedback. Output of post-
Audit Surveys and the views or the Chief
Executive, Finance Director and other
Senior Management.

~ Internal Auditor feedback. Feedback
provided by the External Auditor.

~ .External quality assessment. An external
Independent review was completed
during the year, with the output of this
review described below.

years by a qualified, independent assessor
or assessment team from outside the
organisation, SSE has chosen for these

to be conducted every three years.

The assessment considered Internal Audit’s
positioning within the organisation and

the quality of its planning and operational
procedures. The assessment incorporated
survey and sample interviews of Internal
Audit’s stakeholders across the Group, along
with a review of working papers and outputs
from a number of recent internal audits. -

BDO's assessment concluded that the
Internat Audit function was exhibiting a

Assurance
Framework

External Audit

Intemnal Audit

Group Compliance

Group Safety, Health
and Environment

Large Capital Projects
Services

Business
Assurance

Having considered the external quality
assessment of Internal Audit, the Committee
confirms it is satisfied with the overall
performance of the Internal Audit Function.

satisfactory level of maturity for the business
and is generally performing to a good
standard. SSE scored the generally conforms
(highest) rating for 47 of the standards and

a partially conforms rating for the other

five. The assessment highlighted some
improvement opportunities to further
enhance the Group's overall Assurance
Framework. An action plan has been -
developed to address these enhancements
which will be monitored and evaluated by
the Committee.

Standard.s and
Quality Framework -

Group Policies

Governance
Manuals

i 2

Divisional Procedures,
Processes and Systems
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| | Energy Markets Risk Committee Report

Dear Shareholder,

| am pleased'to present the report from

the Energy Markets Risk Committee (EMRC)
for the financial year ending 31 March 2019,
which aims to provide shareholders with
information on the initial activities and
work undertaken by this newly created
Board Commiittee since its first meeting

in January 2019.

The background and context to the
establishment of the EMRC is set out on page
92 (8 of the Directors’ Report and follows

the significant operating loss incurred within
SSE's Energy Portfolio Management division
announced to the market in September

2018. Following Board endorsement and in
consideration of shareholder views, which
sought enhanced transparency surrounding
SSE's management of commodity price
exposures going forward, revised governance
arrangements were agreed in the reporting
period and published on sse.com Luin
November 2018. These included a stated
approach to hedging, and a defined
framework for the management of risk arising
from exposure to energy market volatility. it

is our role as a Committee to oversee and
ensure effective implementation of these
revised arrangements by April 2020.

Looking forward to the next 12 months,
the EMRC will operate in line with its terms
of reference and report to the Board on the
progress of the agreed transition.

| hope that you find the following report
interesting, clear and useful.

Tony Cocker
Chair of the EMRC
21 May 2019

SSE's hedging approach
canbereadin fullon
sse.com Lo
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The purpose of the Committee is to oversee
SSE’s energy markets risk exposures. In doing
50, the Committee assists the Board in the
effective discharge of its responsibilities in
relation to risk management and internal
control in this area. Detailed responsibilities
are set out in'the Committee’s terms of
reference, which can be found on sse.com
Lo,

Membership and composition

The membership of the Committee is set out
in the table below and comprises three non-
Executive Directors, two Executive Directors
and the Director of Group Risk, Audit and
Insurance. The Chief Executive and the
Director of Energy Portfolio Management
and Investment routinely attend meetings,
with an Assistant Company Secretary acting
as Secretary. Biographical information

of individuat members’ background and
experience are contained on pages 74
to7618.

To assist the Commiittee in the discharge

of its responsibilities, relevant senior
managers can be invited to attend and
present certain items of business and provide

additional levels of insight, whilst the agreed -
-composition of the Committee facilitates

the sharing of experience held by the non-
Executive Directors. As Committee Chair,
Tony Cocker brings extensive knowledge
from his career in the energy industry, and
Richard Gillingwater and Crawford Gillies
both provide valuable insights and a wealth
of knowledge from various senior roles in the

private and public sectors.

Members of the EMRC are appointed by the
Board following recommendation by the
Nomination Committee, with the current
membership approved in November 2018.

Meetings and activities in 2019
Since the Committee’s establishment three
meetings have been held, two meetings prior
to, and one following the financial year end.

The matters considered at each meeting
are informed by a forward plan of business,
which is designed to ensure the Committee
can discharge its responsibilities in line with
its terms of reference. The Committee has
several standing items which are considered
at each meeting which are: -
- Areview of the Energy Markets Risk
report, which allows the Commiittee to:

« Oversee the implementation/monitor
the progress of the implementation
of revised hedging arrangements by
April 2020;

» Monitor Energy Portfolio
Management’s counterparty credit risk
exposures; and .

» Consider the current liquidity of
energy markets.

- Reports from Internal Audit and details

of action plans related to the Energy

Portfolio Management business.

- Updates received on emerging risks/
issues which could influence energy
markets.

In addition to these standing items, the
Committee setects certain focus areas
for detailed review. Since the Commiittee’s
formation, these focus areas have included:
- Reviewed its terms of reference to ensure
that they are fit for purpose, followed by
onward recommendation to the Board
for approval;
- Reviewed and approved the Committee’s
forward-looking Business Planner; and
- Received a report on the trading
of Ireland’s Integrated Single
Electricity Market.

The business discussed at Committee
meetings and the timely circulation of
reports and information, together with
ongoing challenge, debate and engagement,
enables the Commiittee to discharge its
responsibilities in line with its terms of
reference. The Committee will continue

to develop and regularly review the forward
plan of business to accommodate any
emerging issues and risks to the Group

in relation to energy markets.

Independent
non-Executive

Members Director Member Since Attended
Tony Cocker {Committee Chair} Yes 2019 2/2
Richard Gillingwater Yes 2019 2/2
Crawford Gillies Yes 2019 2/2
Martin Pibworth No 2019 2/2
Gregor Alexander No 2019 2/2
Gavin Brydon'! N/A 2019 . 212

1 Gavin Brydon was Director of Risk, Audit and Insurance during the financial year.



Safety, Health and Environment Advisory Committee Report

| am encouraged by the executive team to
get out and visit operations to see first hand

. some of the real SHE challenges that face the

Dear Shareholder,

Having become Chair in July 2018, | am
pleased to present the Safety, Health and
Environment Advisory Committee (SHEAC)
report for the year ended 31 March 2019.

On behalf of the Board, | would like to thank
Jeremy Beeton for his significant contribution
as a member of the Committee from 2011
and as Committee Chair since 2014.

SSE brings together people with talent,

skilt and common values to create value

for shareholders and society by developing,
operating and owning energy-related
infrastructure and businesses. SSE operates
in a hazardous industry, with unique safety,
health and the environment (SHE) challenges
and risks facing each of its business areas.
For this reason, SSE promotes a strong
safety culture through its Safety value and

a mantra of “if it's not safe, we don‘t do it".
This mantra has become our safety “licence”
and is designed to make sure alt employees
are empowered to do the right thing and as
a result can get home safe.

business, as well as hear about the positive
action that is taking place. Over the year |
have visited operational sites across SSE's key
businesses, as well as attending the Group
safety conference, and | have been pleased
to see safety is taken very seriously by all.

I was particularly impressed by my visit to
Galway Wind Park in Ireland, where | saw the
strong focus on environment and ecology
at the site, and by the great work | witnessed
the Networks business around mentat
health awareness, when | visited its site

in Portsmouth. .

SSE's SHE performance for 2018/19
continues to show a year-on-year
improvement. There are fewer people hurt;
fewer Road Traffic Collisions and fewer

environmental permit breaches. Continuing

progress has also been made to address
mental health issues, with the introduction
of Mental Health First Aiders, as well as
strong ground work to develop a more

comprehensive Group Environment Strategy.

Considerable progress is being made
towards SSE's S0by20 ambitions, which

you can read more about in this report,

but the Committee remains mindful of the
challenges of ensuring SSE's contractors
have the same'safety outcomes as SSE does.

The change in Chair provided an opportunity
to refocus the Commiittee’s approach to
meeting its objectives more effectively.

7 Senior executive from within the business.

Independent
non-Executive
Members Director Member Since Attended
" Helen Mahy (Committee Chair) ! Yes 2016 4/4
Sue Bruce Yes 2013 4/4
Tony Cocker? Yes 2018 3/3
Melanie Smith 3 Yes 2019 i1
Colin Nicol N/A? 2016 4/4
Jim Smith N/A7 2016 4/4
Rachel McEwen* N/A7 2018 on:
Nathan Sanders N/A7 2018 n
Mark Patterson N/A? 2013 4/4
"Jeremy Beeton ¢ Yes 2011 mn
1 Hélen Mahy assumed the position of Chair of the SHEAC on 19 July 2018.
2 Tony Cocker was appointed to the Board from 1 May 2018 and joined the SHEAC on 19 July 2018.
3 Melanie Smith was appointed to the Board from 1 January 2019 and joined the SHEAC on 22 January 2019.
4 Rachel McEwen became a member of the SHEAC on 13 Novernber 2018. She was unable to attend the
Committee meeting in March 2019 due to a prior engagement that could not be rearranged.
5 Nathan Sanders became a member of the SHEAC on 13 November 2018.
6 Jeremy Beeton stepped down from the SHEAC and Board on 19 July 2018.

This has included changing the membership
of the SHEAC to broaden the skills and )
perspectives of the Committee and increasing

* visibility through more operational site

visits. Insights gained have been hugely
instructive and have informed the work and |
considerations of the SHEAC.

I hope that yéu find the following report
a useful explanation of both our work and
of SHE performance during the year.

Helen Mahy CBE
Chair of the SHEAC

21 May 2019

2018/19
performance

Safety

016

Total Recordable Injury Rate —
employees and contractors combined
{per 100,000 hours worked)

.82

Number of people hurt

Health

2,850

Accumulative total of managers trained
in mental health awareness

Environment

v

Environmental permit breaches
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Safety, Health and Environment Advisory Committee Report continued

Responsibilities :
The role of the SHEAC is to advise the Board
on matters relating to safety, health and
the environment. It provides a leadership

" forum for non-Executive Directors to
work with senior management and shape
policy, targets and strategy to improve SHE
performance and culture.

The SHEAC reviews and oversees the
implementation of three significant
Group policies: Safety and Health Policy;
Environment and Climate Change Policy;
and Sustainability Policy.

The Committee ensures it has access

to a range of both internal and external
stakeholder perspectives to help it better
achieve its core focus - to review SHE
performance and advise on the strategy
to bring about a positive culture of
continuous improvement. -

Finally, given that SHE matters largely relate
to SSE's external impacts, the SHEAC has

an overarching role in supporting SSE’s
commitment to be a sustainable company
that makes a positive contribution to the
communities and societies of which itis part.

Full detail of the remit of the SHEAC is set
out in its terms of reference, which were
reviewed during the year and are available
on sse.com LB.

Composition

The membership of the SHEAC currently
comprises four non-Executive Directors,
the Chief Sustainability Officer, three Senior
Managers with significant operational
responsibilities in SSE's Wholesale, Networks
and Enterprise businesses, and the Group
Safety, Health and Environment Manager.
Mernbers of the SHEAU aré appointed by
the Board following recommendation by
the Nomination Committee.

There were several changes to the
composition of the Committee over

the course of 2018/19. Helen Mahy took

on the role of Chair of the SHEAC after
Jeremy Beeton stepped down from the
Board following the AGM on 19 July 2018.
In addition, two non-Executive Directors
{Melanie Smith and Tony Cocker), the Chief

. Sustainability Officer and the Managing

Director of SSE Enterprise Utilities joined the
Committee. These new members bring a
broader range of skills and perspectives to
the SHEAC, providing wider representation

of SSE's businesses and more comprehensive

consideration of external social and .

environmental impacts.
A

INCREASING VISIBILITY OF PERFORMANCE

A focus for the SHEAC in 2018/19-has been -
to increase the visibility of progress being
made “on the ground” through increased
operational site visits. During 2018/19,
members of the Committee undertook
various site visits through the agreed Board
calendar. The agendas for these visits are
tailored to reftect the particular operations of

the site including relevant SHE matters where

appropriate. See page 96 8 for more detail.
"As a Committee, the SHEAC undertook a site
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visit to Slough Heat and Power combined

heat and power (CHP) plant in Berkshire
- the UK's largest dedicated biomass
plant which burns wood chips, biomass
and waste paper. SSE has planning
permission to construct a Multifuel facility
at the site, which will have a generating
capacity of up to SOMW. The visit covered
operational, decommissioning and
demolition aspects at the site.

The SHEAC provides a leadership forum
for the non-Executive Directors to share
their knowledge and expertise with'senior
management. Tony Cocker has extensive
knowledge of the sector, including insight
into operational matters. Melanie Smith
brings important perspective from a

. variety of retail and customer focused

industries. Their addition to the Committee
compliments the knowledge of existing
members - Helen Mahy brings a wealth

of knowledge from her career in the

- energy industry and from chairinqg the SHE

Committee at Stagecoach Group plc, and

- Sue Bruce provides valuable insights from

various senior roles in the public sector.

The Chief Executive routinely attends
meetings and the Deputy Company
Secretary is Secretary to the SHEAC.

Meetings and activities in 2018/19
The SHEAC met four times in 2018/19, with
one of these meetings including a visit to
the operational site of the Slough Heat

and Power plant in Berkshire. The SHEAC
has an annual work plan designed around
SSE's Enduring Goals, with standing items
covering safety, health and environmental:
performance; incidents and trends; risks;
and priorities.

SSE has worked with its principal
contractor to arrive at the safest option
for the demolition work to be carried
out. During the visit, the SHEAC met with
senior representatives from the contractor
and got a tour of the site to see first-
hand the scale of the demolition activity
planned. There will be no explosive
demolition associated with this project,
instead the boilers will be lowered from
the boiler house, which will then be
deconstructed. Other safety provisions
of the project include the provision of

an onsite paramedic.

Significant environmental monitoring is
also taking place in relation to the works.
Strict controls around limits for noise,
vibration and dust, and measures for
monitoring these have been agreed
with Slough Borough Council.



With the transition to a new Chair of the
Committee, the opportunity was taken to
consider how the SHEAC could operate to
meet its terms of reference more effectively.
Areas of enhancement inctuded: increasing
visibility of progress being made “on the
ground” through more site visits; broadening
the content of meetings; and changing the
membership of the Commiittee to reflect

the changes in priority of the business. The
above work, in conjunction with the annual
Board and Committee evaluation process
which was again carried out during the

. year, confirmed that the work of the SHEAC
remains appropriate and that the Committee
continues to fulfil its stated remit.

The SHEAC also continued to monitor the
rollout of the 50by20 strategy: to reduce
SSE’s Safety incident rate by 50%; to have no
life changing injuries; to have 50% increase
in our people active on health; and, to get
everyone home safe. ,
Other matters which the SHEAC focused
on during the year included: process safety
performance; deep dives into SSE’s different
business areas to focus on the key SHE
issues they face; occupational health and
wellbeing performance; rollout of the new
Safety Family language; and the approach
to reporting SSE's sustainability impacts.

The Group Safety, Health and Environment
Committee (GSHEC), which reports into the
Group Executive Committee, supported
the strategy of the SHEAC in the continual
improvement of SHE management and
performance, by overseeing the eight
Enduring Goal Subgroups which sit under
the GSHEC. These are:

— 50by20 Subgroups - these four groups
are in place to deliver a transformation
in SSE's approach to: Contractor Safety;
Safety Family; Occupational Health and
Wellbeing; and Operational Safety.

- Enduring Goal Subgroups - these
four groups are in ptace to deliver a
continuous improvement and to share
best practice across SSE in: Process
Safety; Driving; Environment; and
Crisis Management.

Performance in 2018/19

SSE's safety performance has improved
across all key measures between 2018/19
and the previous year; however, incidents
and accidents still occur. SSE's rolling Total
Recordable Injury Rate (TRIR) for employees
and contractors combined fell to 0.16 per
100,000 hours worked, from 0.20 the
previous year. There were also considerably
fewer potentially life changing injuries, falling
to three from 13 the previous year.

The SHEAC fully endorses the safety licence
of “if it's not safe, we don‘t do it" which is at

- the heart of SSE's 50by20 strategy for safety

improvement that was progressed across the
Group in 2018/19.

With its safety licence now firmly embedded

. across the business, SSE has continued

to build on this momentum throughout
2018/19, in particular through the adoption
of the Safety Family principles:

- We take care of ourselves and each other.

- We take pride in our work and work place.
- We plan, scan, and adapt.’
- Wesee, sortit, reportit.

SSE also continued to roll out its influencing
behaviours training and to date over 9,000
employees have taken part, which represents
most of SSE's employees in operational

roles. This training has helped employees
understand how normal human behaviours
can influence our work and has reinforced
positive discussions around safety.

Progress has been made towards addressing
mental health issues, with around 550
colleagues trained as Mental Health First
Aiders and 2,850 managers trained in
mental health awareness and support,

as at 31 March 2019.

The primary focus for the SHEAC

on environmental issues is to ensure

SSE’s business units mitigate the risk of
environmental damage occurring because
of their operations. In 2018/19, SSE's
environmental permit breaches fell by over
two thirds compared to the previous year, to
four from 15. During 2018, SSE successfully
completed its transition to the most recent
version of the environmental management
system (EMS) Standard, 1ISO14001:2015,

for key business units which interact with
the environment. The implementation of
the EMS ensures appropriate management
systems are in place to provide more
rigorous and structured management

of environmental issues and impacts.

In addition to this, considerable progress has
been made to develop a Group Environment
Strategy which will introduce simple but

powerful Group-wide environmental targets

. for the short-, medium- and long-term.

More information on SSE’s SHE performance
for 2018/19 can be found in the Sustainability
Report 2019.

AREAS OF FOCUS

2018/19

SHEAC evaluation process

Outcome: Action taken to change the
membership of the SHEAC, broaden the
content of meetings and introduce more
operational site visits.

Occupational Health and Wellbeing
Outcome: Oversaw extension of the
pilot musculo-skeletal and mental health
initiatives to additional business areas and
focused on rates of absenteeism arising
from stress, anxiety and depression.

Process Safety

Outcome: Reviewed progress on process
safety performance and took an in depth
look at process safety in SSE's Wholesale
business.

Environment

Outcome: Approved and provided
feedback on the development of a more
comprehensive Group Environmental
Strategy.

Sustainability impact reporting
Outcome: Feedback provided on, and
approach approved for, the reporting of
SSE's social and environmental impacts
in its Sustainability Report 2019.

Communications

Outcome: Oversaw the new Safety Family
language rollout and endorsed recruitment
of coaches and champions to reinforce the
positive Safety Family culture.

2019/20

Safety Family .
Oversee the rollout of SSE's
Empowering Supervisors programme.

Contractor Safety

Continuing focus on Contractor Safety
and influencing good SHE practices
among contractors.

Occupational Health and Wellbeing
Promote effective use of existing tools and
supporting processes to make a positive
contribution to health and wellbeing.

Environment
Further development and embedding of a
comprehensive Group Environment Strategy.

Performance and culture

Ensure continued focus and improvement of
SSE’s SHE performance against a backdrop
of business change.
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' Remuneration Committee Chair's Statement

Members and meetings

Independent

non-
Executive  Member  Attended/ -
Members Director since  scheduled

Sue Bruce
{Committee .
Chair) Yes 2018 3/3
Jeremy
Beeton! Yes 2014 n
Crawford '
Gillies Yes 2015 3/3
Richard
Gillingwater N/A 2007 3/3
Peter Lynas? Yes 2018 2/2

1 Jeremy Beeton stepped down from the
Remuneration Committee and Board on
19 July 2018. ’

2 Peter Lynas joined the Remuneration
Committee on 19 July 2018.
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Dear Sharéholder,

The objective of the Directors’ Remuneration
Report for 2018/19 is to set out in a simple
and transparent way how SSE pays its
Directors (both Executive and non-Executive);
the decisions made on their pay and how
much they received in relation to 2018/19.

The report also describes how remuneration

links to the Company’s purpose and strategy;

how the Remuneration Committee works,
and how it has considered the perspectives
of SSE's slakeholders. After three years our
Directors’ Remuneration Policy is due for
renewal this year and thus we have set out
in detail the Directors’ Remuneration Policy
which will be subject to a binding vote at the
2019 AGM.

In the course of engagement throughout
2018/19, we have received clear feedback
from shareholders and other stakeholders
that they would welcome incentives that are
linked to climate change and sustainability
for senior leaders. Within the context

of the existing remuneration policy, the
Remuneration Committee agreed in March
2019 to align an element of the Annual
Incentive Plan to the achievement of four
fundamental business goals for 2030. Those
four goals are themselves aligned to the
Sustainable Development Goals (SDGs)

of the UN, setting a framework for how -~
sustainability should be regarded by SSE's
leadership team.

Linking Executive Directors’
remuneration with SSE’s
purpose and strategy

Our remuneration policy is designed to
be sustainable and simple and to facilitate
diligent and effective stewardship that is

vital to the delivery of SSE's core purpose

of providing the energy needed today
and building a better world of energy for
tomorrow, and our strategy of creating
value for shareholders and society.

A sustainable approach to executive pay that
is consistent with SSE's wider commitment to

- -being a responsible employer is fundamental

to the remuneration policy. Fairness is a central
pillar of the policy - fairness to Executive
Directors in recognition of the extent of their
responsibilities, and fairness retative to the rest
of the SSE team whose shared talent, skills

and values are essential to SSE's success. The
extent of their responsibilities means Executive
Directors are well paid, but the remuneration
policy is designed to, among other things,
ensure they are not overpaid. Using reference
points such as the ratio of the Chief Executive's
pay to pay in SSE {which we have again chosen
to disclose voluntarily) and wider workforce
pay considerations are as important to us as
the use of external benchmark data when
setting executive pay levels.

SSE.is commiitted to being transparent in
the way it does business. To this end, and
mindful of the continuing public debate
about executive pay, the Committee strives
to keep remuneration arrangemerits clear,
consistent and simple to enable effective
stakeholder scrutiny. In part our decision to
renew the Directors’ Remuneration Policy
on broadly the same basis as before, is based
on the belief that the current arrangements
are embedded into the business and well
understood both internally and externatly.

The provision of energy needed today and
building a better world of energy for tomorrow
is, by definition, a long-term commitment
that requires long-term stewardship. A
remuneration policy that offers fair reward
for the leadership, expertise and strategic
decision-making required in a challenging
market is critical to SSE's future success. Our
remuneration policy promotes sustainable
performance over the longer term through
significant deferral of remuneration-and
holding periods. Equally, Executive Directors
are expected to demonstrate commitment
by building and maintaining a substantial
personal shareholding in the business.

Performance-related pay

" out-turns in 2018/19

Stakeholders are concerned that the variable
elements of remuneration should clearty
reflect performance in relation to objectively
set targets and that failure to achieve such
targets should not be glossed over.

The Annual Incentive Plan (AIP) is determined
against a broad range of financial, operational,
strategic and personat performance targets
collectively designed to reflect business
performance each year. In 2018/19, the
formulaic assessment resulted in an outcome
of 39% of the maximum opportunity.

Nevertheless, it is impossible to overlook the
fact that SSE's financial results for 2018/19 fell
well short of what was expected at the start
of the financial year, and so the Committee
concluded that it should exercise its discretion
and make no AIP award to the three Executive
Directors. -

The Performance Share Plan (PSP) awards
granted in 2016 are due to vest following the
2018/19 financial year, subject to financial,
operational and value-creation performance
measured over the three-year period. These
have been objectively assessed as resulting
in an out-turn of 26% of the maximum
opportunity.

This is the second time in three years that
the Committee has exercised its discretion
to reduce - orin this case eliminate ~ an
award under the AIP. While the Committee
values greatly the leadership, capability and
insight of the Executive Directors, itis in their



interests and that of SSE as a whole that
remuneration policy should be strong on
paper and robust in practice.

UK Corporate Governance Code
The new UK Corporate Governance Code
comes into effect for SSE from 1 Aprit 2019,
but as set out on pages 86 and 87, the
Board has already implemented many of

its provisions and will continue to develop
these over the next year.

As announced in November 2018, | have been
formally appointed as the designated non-
Executive Director for Employee Engagement.
This is a role that is responsible for wider
employee engagement, not just with regards
to remuneration, but as the Remuneration
Committee Chair | am well positioned to

feed back to the whole Committee, so we

are fully aware of employee sentiment and
views when making decisions on executive ~
pay. As part of my Remuneration Committee
responsibilities, | have continued to meet with
representatives of SSE’s recognised Trade
Unions during the year, and meetings have
covered a range of business issues including
executive pay. )

The Committee has responsibility for
overseeing pay for the Group Executive
Committee (GEC) and is kept welt informed
of pay and employment conditions
throughout the Group. However, we have
formalised this so that the Committee has
full responsibility for setting GEC pay and
reviewing all-employee reward will now
form a standing item which is considered
at least annually by the Committee.

Policy review

Many of the prevailing themes of the new
Code are already incorporated in SSE's
remuneration policy. However, the timely
review of the remuneration policy ahead of

its renewal at the 2019 AGM has given us the -
opportunity to reconfirm this and adjust as
required. At the same time the Committee

has been cognisant of proxy agency and
investor guidance as well as feedback we

have received from shareholders as part ,
of our ongoing engagement.

- As noted in the Strategic Report, SSE's
evolving business model is now focused on
regulated energy networks and renewable
energy. Despite these business changes our
core reward principles are enduring and we
think the current policy is flexible enough

to atlow some modifications to the way we
implement our pay arrangements. We have
therefore decided to propose some specific
minor amendments in 2019 and to review
again when the evolving business modet is
more clearly established. -

As part of the policy review, we consulted
with our major shareholders and prominent
proxy agencies on a number of points. The
engagement was particularly helpful in
forming the Committee’s approach on the
three following areas: :

- Pension arrangements — we are
proposing a new policy for new executive
appointments to the Board to align
pension contributions with the wider
employee population.

- Post-employment share ownership - our
Executive Directors are already required to.
hold shares to the value of two times their
salary. In respect of post-employment
share holdings, SSE was in the vanguard
of practice on this. Deferred bonus
awards which have vested (the career
share awards) are held for one year after
employment ceases. We are proposing
to increase the shareholding period from
one year after employment ceases to
two years as an extension to our existing
policy, combined with (a) our approach
to good leavers under incentive plans
(where the default approach does not
allow accelerated vesting), (b} the holding
period attached to our PSP awards
{which continues to apply post-cessation)
and (c) taking into account the curient
shareholdings of the longest-serving
Directors. On a conservative estimate,
the net value of the shares that the Chief
Executive will hold under this policy will be
around 300% of salary.

- Maximum PSP levels — the current
recruitment policy suggests a maximum
PSP level of 225%. This is to be reduced
to 200% for new appointments, in line
with the maximum for the current
Chief Executive.

Whilst the Committee is of the view

that this renewed policy inclusive of the
changes above is fit for purpose, it will be
kept under review in light of developments
in the business model and strategy. If felt
appropriate, a new remuneration policy
may be proposed for shareholder approval
within the usual three-year life of a policy. -
Any such change would be the subject of
consultation with major shareholders and
other stakeholders as required.

Implementation of
pay policy 2019/20

The Committee agreed to a salary freeze

. for Executive Directors for 2019/20 which is

below or in line with the wider SSE employee
population. Performance measures have
also been updated to reflect our changing
business model, most notably a change

to AIP to incorporate a new sustainability
measure.

Aligning UN SDGs to

. the Annual Incentive Plan

We have made changes to the non-financial
measures of the AP to create a balanced
approach to the performance measures of
the most senior leaders, designed with a
variety of stakeholders in mind. With four
new business goals for 2030 designed to
tackle ctimate change and support global
goals for sustainable development, the
Remuneration Committee agreed that

20% of the AIP would be focused on the
performance against meeting these long-
term goals. The goals are: cutting the carbon
intensity of electricity generated; trebling
renewable output; accommodating 10m
electric vehicles; and, championing fair

tax and the real Living Wage. These goals
represent the most material contribution SSE
can make to the UN SDGs and chime with
feedback given by both SSE's shareholders
and stakeholders. This new approach to

the non-financial element of the AIP will

be implemented in full in 2019/20.

Delivery of SSE's strategy is dependent upon
the shared talént, skills and values of people
throughout SSE and remuneration policy
must reflect that. It must also support SSE's
desire to be a company for which people
want to work, in which people want to invest,
from which people want to buy and with
which people want to partner.

| would welcome any feedback or comments
on this Report. We will continue to endeavour
to report remuneration matters with clarity
and transparency and would welcome any
suggestions on how we can add to those
qualities in the future.

Dame Sue Bruce DBE
Chair of the Remuneration Committee
21 May 2019

SUMMARY OF COMMITTEE'S
ACTIVITIES DURING THE YEAR

- Review of Executive Directors’ performance

- Analysis of UK regulatory and market practice

- Board engagement with SSE employees and
recognised Trade Unions

- Risk assessment in respect of Directors’
Remuneration Policy ’

- Review of Directors’ Remuneration Policy
for 2019/20 and beyond

- Setting performance metrics and targets
for 2019/20

— Below Board pay/all-employee pay
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Remuneration at a Glance

Remuneration policy in 2019/20
The illustration below shows how SSE intends to operate its Directors’ Remuneration Policy in 2019/20. SSE's core reward principles remain
unchanged and therefore the policy will renew at the 2019 AGM on broadly the same basis as the previous policy. The policy is set out in full

on pages 120 to 127 B,
El‘ementl Max 2019/20 2020/21 ‘2021722 2022/23 2023/24 2024/25
Fixed Pay  Salary Set with Salary paid
reference to
pay increases
for the wider
employee base
Benefits Market Benefits paid
. competitive
Pension Final salaryand Pension
top up/pension  accrual/ ’ .
allowance allowance paid
Variable Annual . CEO150% of AIP cash paid
pay - Incentive Plan  salary. FD and
. (AIP) ED 130% of AlP career share Awards vest
at risk satary awards granted ) ﬁ
67% cash/33% :
career shares ’ ) ’
‘Performance CEO 200% PSP awards PSP awards Holding period
Share Plan of salary. FD granted ) vests ﬁ ends
(PSP) and ED 175% . ‘
of salary .
2-year holding
period
Additional Share 200% of salary ~ Share ownership requirement
: gover- ownership

nance

requirement

Recovery and
withholding

Post-
employment

Allincentives

Career shares

Clawback: misstatement, serious misconduct, error in calcutation

Malus: misstatement, misconduct, serious reputational damage, error in calculation

Proposed changes to the Directors’ Remuneration Policy
SSE has pursued opportunities to lead the way on good corporate governance, and many of the changes to-the UK Corporate Governance
" Code were adopted early. As an extension of this, there are three key changes proposed to the remuneration policy, these are:

Fixed Pay

Variable

pay -
atrisk

Additional
gover-
nance

118

Pension {for new
Executive Director
. appointments)

PSP maximum
(for new Executive
Director
appointments)

Post-cessation
shareholding
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.
Previous policy

Pension contributions set with
consideration to the cost of the
arrangements, market practice,

the pension arrangements which
operate elsewhere in the Company
and the arrangement which was

in operation at that time when the
Executive Director was originally
appointed.

" The maximum PSP level for new

recruits was 225% of salary.

Holding requirement for career
shares under AIP until one year
after cessation of employment.

Revised policy

Pension contributions and/or
cash allowance capped at 12% of
salary for new Executive Director
appointments.

The maximum PSP level for new
recruits has been reduced by 25%
to 200% of salary in line with the
current CEO's arrangements.

_ From 2019/20 onwards, alt

career shares deferred under
AlP will require to be held by the
Executive Director until two years

‘post-cessation.

Holding requirement for career shares until two years after cessation of employment

Rationale

To better align pension provisions
of new entrants to all employees.
The Group has a wide variety of
pension arrangements and the
contributions for the defined
contribution scheme range from
6% to 21% of salary. Taking into
account the service profile of the
Group's employees {more than
60% have at least five years’ service)
a contribution of 12% of salary is
well aligned. ’

We listened to shareholders’

views and this is in line with our
commitment to being a responsibte
employer.

We listened to shareholders’ views
and want to further support long-
term commitment and stewardship.



Factors in renewing the policy
The Remuneration Committee considered a range of factors in renewing the remuneration policy for Executive Directors in 2019, one

of which was allgnment with pay practices across the wider workforce. The table below illustrates how remuneration policy and practice
compares across the different groups of employees throughout SSE.

" Executive Directors

Group Executive
Committee

Senior
Management

Wider Workforce

Base Salary

Base salary is typically
set with reference

to the market and
wider workforce
considerations.

Annualincreases are
typically in line with
or less than the wider

employee population.

Base salary levels are
subject to negotiation
with recognised trade
unions and/or are set
in line with market
requirements.

Strategic performance
Executive Directors’ remuneration is strongly linked to strategic performance. Some of SSE's strategic performance measures are detailed
below, with an indication of how they link to remuneration. While financial performance has shown a general decline, SSE has delivered

against its dividend target and performed well against a range of non-financial measures.

Benefits

A range of voluntary
benefits in line with
the wider workforce
plus contractual car
and private medical
benefits.

Arange of voluntary
benefits are available
to all employees, such
as a cycle to work
scheme, a holiday
purchase scheme,
health benefits, and
enhanced maternity,
paternity and adoption
leave.

Pension

All employees are a
member of the SHEPS
or SEPS defined benefit
pension scheme, or
the Pension+ defined
contribution scheme
unless they have.
opted or cashed out.
The arrangements

are diverse and the
employer cost typically
ranges from 3% to 38%
of salary when both
DC and DB are taken
into account.

Short Term Incentive

Annual Incentive

Plan linked directly to
business performance
- 50% financial, 50%
non-financial. 33%

of the total award

is deferred as

career shares.

Annual Incentive

Plan considering
performance of

the Group (directly
linked to the above),
the business and the
individual. 25% of the
total award is deferred
as shares for three
years.

Depending on
role, a proportion
of employees will
participate in the
Annual Incentive
Plan {as above).

Long Term Incentive

The Performance Share
Plan is a share award
with performance
linked to strategic
performance measures.

The Leadership Share
Plan is also linked to
strategic performance
measures and those
with direct impact

on strategic output
are eligible.

All employees may
participate in the Share
Incentive Plan (SSE
matches three shares
for every three bought)
and the Sharesave
{SAYE) plan.

worked AIP (Safety)

PSP and AIP (Service)

Adjusted EPS DPS TSR(FTSE 100} TSR (MSCI) Taxes Paid
67.1p 97.5p Rank 63 Rank 19 £404m
AIP and PSP AIP and PSP of 92 of21 in the UK

PSP PSP AlIP (Excellence)
Total Recordable Citizen§ Advice Cashflow Renewable Output Job Supported
Injury Rate Complaints League
0.16 Rank 5 10.3% 9,779 105,250
per 100,000 hours of 35 AIP (Efficiency) AIP {Sustainability) in UK and Ireland

AIP (Teamworking}

In light of financial performance, the Remuneration Committee has exercised discretion over the out-turn of AlP and applied a downward
adjustment to the award. Subsequently, Executive Directors will receive no payment in respect of this element of remuneration. Shares
awarded under the PSP in 2016 will payout at 26% of maximum. ‘

SSE plc Annual Report 2019

119



DIRECTORS"®

REPORT - CORPORATE GOVERNANCE

Directors’ Remuneration Policy

The following sets out SSE's Directors’ Remuneration Policy {the “Policy”). The Policy is subject to a binding shareholder vote at SSE's AGM
on 18 July 2019 and, if approved, will apply from this date.

The Remuneration Committee believes that SSE's remuneration principles are enduring and that the existing policy sufficiently addresses
current legislation whitst maintaining adequate flexibility to withstand recent business changes. For these reasons, it is proposed that the
policy remains broadly unchanged in 2019, and that it is reviewed again when the evolving business model is more clearly established.

‘The key changes between this Policy and the policy which was approved by shareholders at SSE's AGM on 21 July 2016 relate to the following:
- Recruitment policy in relation to employer’s pension contributions for new appointments are to be capped at 12% of base salary in line
" with the wider workforce {see page 120 B).
- The holding period for deferred career shares awarded under the Annual Incentive Plan (AIP) is to be extended from one-year post-cessation
of employment to two years (see page 121 8).
- The maximum PSP level is to be reduced from 225% to 200%, in line with the current CEQ, for any new appointments (see page 122 (B).

Base Salary

Purpose and

The base salary supports the retention and recruitment of Executive Directors of the calibre required to develop the

link to strategy ~ Company’s strategy, deliver efficient operations and investments, and engage effectively with the Company’s key
stakeholders. Itis intended to reflect the role and its responsibilities, business and individual performance measured
against SSE's strategy and core purpose of providing the energy people need in a reliable and sustainable way, and to
have an awareness of competitive market pressures.

Operation The Committee sets base salary taking into account:

- theindividual's skills, experience and performance;

- salary levels at other FTSE 100 companies and other energy businesses;

- remuneration of different groups of employees and wider internal pay arrangements; and

- the overall policy objective to remain below market median on a total remuneration basis for the FTSE 20-50
excluding financial services companies.

Base salary is normally reviewed annually with changes effective from 1 April. It may be reviewed more frequently

or at different times of the year if the Committee determines this is appropriate.

Maximum Salary increases will normally be capped at the typical level of increases awarded to other employees in the Company.
opportunity However, increases may be above this level in certain circumstances, including but not limited to:

- where a new Executive Director has been appointed to the Board at an initially lower base salary with the intention
that larger salary increases would be awarded for an initial period of time as the Executive Director gains
experience;’ ’

- where there has been a significant increase in the scope and responsibility of an Executive Director's role or where
they have been promoted; and ’

- where a larger increase is considered necessary to reflect significant changes in market practice.

Performance When setting and reviewing salaries annually, the Remuneration Committee considers Executive Directors’

measures performance to ensure that SSE fulfils its core purpose of providing energy needed today and striving for a better world
of enerqgy for tomorrow. They should also assess delivery on SSE's strategic focus of creating value for shareholders and
society from developing, operating and owning energy and related infrastructure and services in a sustainable way.

Pension

Purpose and
link to strategy

Pension p'lanning is an important part of SSE's remuneration strategy because it is consistent with the long-term goals
of the business.

The approach to pension supports the Company’s ability to retain experienced Executive Directors,and develop talent
internally. )

Operation

The current Chief Executive and Finance Director participate in either the Southern Electric Pension Scheme or the
Scottish Hydro-Electric Pension Scheme, the same schemes which any employee recruited at that time participates in.
These schemes are funded final saltary (subject to the cap on future increases in pensionable pay described below)
pension schemes. Where an Executive Director is subject to the scheme-specific salary cap (which mirrors the provisions
of the previous HMRC cap arrangements) the Company provides top-up unfunded arrangements ("UURBS") up to the
maximum benefit outlined below. . .

The current Energy Director receives a pension allowance in lieu of accruing future pension benefits. This predates his

~appointment as an Executive Director and is in line with other former defined benefit scheme members who have opted out.

The Committee will operate alternative pension provisions for new appointments to the Board, in line with
arrangements for' SSE employees.

Maximum
opportunity

For existing Executive Directors, the pension arrangements provide for a maximum pension of two-thirds of final salary,
normally at age 60. From 1 April 2017, future pensionable pay increases will be capped at RPI + 1% (regardless of the
level of any actual increases in salaries).

For new appointments, employer’s pension contributions are capped at 12% of base salary in line with arrangements for
SSE employees. -

Performance
measures

Not applicable.
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Benefits

Purpose and To provide a market-competitive level of benefits for Executive Directors.
link to strategy '
Operation The objective is to provide the appropriate level of benefits taking into account market practice at similarly sized

companies and the level of benefits provided for other employees in the Company.

Core benefits currently include car allowance, private medical insurance and health screening.

Executive Directors are eligible to participate in the Company’s all-employee share plans on the same terms as UK
colleagues. The Company currently operates the Share Incentive Plan and the Sharesave Scheme.

In the event that an Executive Director was required to relocate to undertake their role, the Committee may prowde
additional reasonable benefits to reflect the relevant circumstances.

The Committee may introduce or remove particular benefits if it is considered appropriate to do so.

Travel and business-related expenses incurred which may be treated as taxable benefits will be reimbursed in
accordance with the Company's expenses policy.

Maximum When determining the level of benefits the Committee will consider the factors outlined in the “Operation” section,
opportunity The cost will depend on the cost to the Company of providing individual items and the individual’s circumstances and
there is no maximum benefit level.
_ Performance Not applicable.
measures

Annual Incentive Plan (AIP)

Purpose and In line with the need to achieve a suitable balance of fixed and variable remuneration, the purpose of the AIP is to
link to strategy ~ reward Executive Directors' performance during the year, based upon achievement of performance targets. The
performance targets are linked to SSE's strategy and core purpose.
Compulsory deferral into SSE shares provides alignment between Executive Directors’ interests and the long-term
interests of shareholders. This alignment is reinforced as the deferral takes the form of an award of career shares,
\ " which are shares that cannot be disposed of for two years after the Executive Director has stepped down.

Operation The Committee determines the level of incentive at its absolute discretion taking into account performance in each of
the measures, the underlying performance of the business and Executive Directors’ management of, and performance
in, all of the business issues that arise during the year.

Performance is typically assessed over a financial year. Below threshold performance, no payment is made. Where
performance reaches or exceeds the maximum, 100% of bonus for this element is payable.

The award will normally be delivered:

- 67%incash;and

- 33%in deferred shares, which will be granted as a career share award

The Committee may determine that a different balance of cash and deferred shares may be awarded.

Deferred shares are granted in the form of a career share award under the Deferred Scheme. Career share awards

will normally vest three years from the award date (unless the Committee determines an alternative vesting period is
appropriate) subject to continued employment with accrual of dividends over that period. Until vesting, the awards may
accrue additional dividend shares. Dividend equivalents may be determined by the Committee on a cumulatlve basis
and may assume reinvestment of dividends in the Company'’s shares.

Following vesting, the after-tax number of shares under the career share award will be held in a nominee account until
the second anniversary of the cessation of the Executive Director's employment with the Company (irrespective of the
circumstances of.such cessation) or, if earlier, until death or the occurrence of a change of control of the Company. In
the event that the Committee implements the career deferral holding period in such a way that Executives do not have
beneficial ownership of the shares, dividends may accrue or be paid during the holding period following ve'sting.

In certain circumstances as set out in the plan rutes the Committee may at its discretion apply malus to outstanding
awards under the AIP or unvested career share awards prior to the relevant vesting or payment date, and/or claw back
the cash or share portion of awards under the AlP for up to three years after the cash payment date of the relevant award.
The Committee may adjust and amend the terms of the career share awards in accordance with the Deferred Scheme rules.

Maximum Maximum annual incentive opportunity is equal to 150% of base salary for the Chief Executive and 130% of base salary

opportunity for the Finance and Energy Directors.
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Directors’ Remuneration Policy continued

Annual Incentive Plan (AIP) continued

Performance
measures

The annual incentive is normally based on a mix of financial measures and measures related to the strategic
performance of the business.

A minimum of 50% of the annual incentive will be based on financial performance.

The strategic performance of the business is generally determined with reference to its core purpose of provudlng
energy needed today and striving for a better world of energy for tomorrow, and therefore normally includes matters
such as safety, customer service in the Networks and Business Energy business and investment decision-making and
execution, as well as the personal performance of the Executive Directors. The Committee determines the exact
metrics each year depending on the key strategic objectives for the forthcoming year and ensures that they are
appropriately stretching in the context of the business plan.

In determining the final out-turn the Committee considers Executive Directors’ management of and performance in,
all of the business issues that arose during the year.

The Committee may review the detailed targets and weightings of measures year on year, as well as the appropriate
threshold levels of vesting and performance.

Around 50% of the incentive is paid if target levels of performance are delivered with the full incentive being paid for
delivering stretching levels of performance.

The part of the AIP that is deferred in the form of deferred shares or a career share award is not subject to any further
performance conditions.

Performance Share Plan (PSP)

Purpose and
link to strategy

The purpose of the PSP is to reward Executive Directors, over a three-year performance period and a further two-year
holding period, for their partin delivering the sustained success of SSE and to ensure that their interests are aligned with
those of the shareholders who invest in the Company.

Operation

Shares are awarded which normally vest based on performance over a period of three years. Awards granted to -
Executive Directors will be subject to an additionat two-year post-vesting holding period during which time the
Executive must retain the post-tax number of shares vesting under the award.

No vestings is possible for below threshold performance. The percentage of shares that vest at threshold takes account
of the toughness of the target and varies accordungly All the shares vest if the maximum performance standard is
reached or exceeded.

The Committee shall determine the extent to which the performance conditions have been met. No shares shall vest
unless the Committee is satisfied with the underlying financiat performance of the Company Awards do not vest until
after the end of the performance period.

Until vesting, PSP awards may accrue additional dividend shares. Dividend equivalents may be determined by the
Committee on a cumulative basis and may assume reinvestment of dividends in the Company’s shares.

In certain circumstances set out in the PSP rules the Committee may at its discretion apply malus to outstanding awards
prior to vesting and/or claw back vested awards for up to three years after the vesting date of the relevant award.

The Committee may adjust and amend awards in accordance with the PSP rules.

Maximum
opportunity

The maximum value of award that can be granted under the PSP per award is equal to 200% of base salary for the Chief
Executive and 175% of base salary for the Finance and Energy Directors. ' .

Performance
measures

The Committee determines targets each year to ensure that they are stretching and represent value creation for
shareholders while remaining realistically achievable for management.

Awards vest based on relative total shareholder return, financiat based measures and customer Satlsfactlon

At least 70% of the award will be based on financial and relative total shareholder return measures. The Committee may
review the detailed targets and weightings of measures year on year, as well as the appropriate threshold levels of
vesting and performance.

Share Ownershlp Policy

Purpose and
link to strategy

A key element of SSE's remuneration policy is to align the interests of Executive Directors with those of shareholders
who invest in the Company. ‘ .

Operation Shareholding is normally built up via shares vesting through the PSP, deferred shares from the AIP and all emb(oyee
) ~ share schemes and Executive Directors my also choose to buy shares.
Vested career shares under the Deferred Scheme (which, except in certain circumstances, must be retained for
two years post-cessation of employment) may also count towards the Executive Director's shareholding.
Maximum Executive Directors are expected to maintain a shareholding equnvalent to two times base salary built up within

opportunity

areasonable timescale.
Consent to sell shares is not normally given (unless in exceptuonal circumstances) until this level of shareholding
is reached.

Performance
measures

Not applicable.
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~ Chair and Non-Executive Directors’ Fees

Purpose and Fees are set at a level which provides reward for undertaking the role and are sufficient to attract and retain individuals
link to strategy  with the calibre and experience to contribute effectively at Board level.

Operation ‘The Committee is responsible for determining fees for the Chair. The Board is responsmle for determining fees for other
. non-Executive Directors.

Fees are reviewed at appropriate intervals against companies of a similar size and complexity. Fees are setin a way that

is consistent with the wider remuneration policy.

The fee structure may be made up of;

- abasicBoard fee or Chair fee;

- an additional fee for any committee chairship or membership; and

- an additional fee for further responsibilities e.g. Senior Independent Director, non- Executwe Dlrector for Employee
Engagement or periods of increased activity.

Non-Executive Directors do not participate in the Annual Incentive Plan, Deferred Bonus Scheme or any of the share

schemes, or.contribute to any group pension scheme.

Non-Executive Directors do not currently receive any benefits. Beneflts may, however, be provided in the future for

non-Executive Directors if in the view of the Board this was considered appropriate and they may also be provided in

the future for the Chair if in the view of the Committee this was considered appropriate.

Reasonable travelling and other expenses for costs incurred in the course of the non-Executive Directors undertaking

their duties are reimbursed (inctuding any tax due on the expenses).

Itis also expected that all non-Executive Directors should build up a minimum of 2,000 shares in the Company.

Maximum The aggregate level of non-Executive Director fees shall not exceed the maximum limit set out in the Articles of Association.
opportunity

Performance There are no direct performance measures relating to Chair and non-Executive Director fees, although the

measures performance of the Board is subject to annual evaluation, including an evaluation of individual members.

Performance measures and targets

The Committee sets a range of performance measures linked to Executive Directors’ remuneration that are simple, transparent and
balanced. They have a clear link to strategic objectives and support value creation for shareholders. Performance targets will be stretching
and maximum performance will only be attained for true out-performance. Where possible, targets will be disclosed prospectively unless
commercial sensitivity precludes this, in which case they may be disclosed at an appropriate time retrospectively.

Committee discretion ,

All incentive awards are subject to the terms of the relevant plan rules under which awards are made. The Committee may adjust or amend

awards in accordance with the provisions of the relevant plan rules. This includes, but is not limited to, the following discretions:

- Inthe event of a variation of the Company’s share capital or reserves, or a demerger, special dividend, rights issue or other event, the
number of shares subject to an Award and/or any performance condition attached to Awards, may be adjusted.

- The Committee may adjust PSP performance conditions for subsisting awards as it considers appropriate to take account of any factors -
which are relevant in the opinion of the Committee, for example to reflect modifications of accounting standards.

- Inthe event of a voluntary winding-up of the Company, the Committee may allow some or all of the outstanding PSP awards to vest
(and be deemed exercised) on the date the resolution for the winding-up is passed.

The Committee may make minor changes to this Policy (for example for regulatory, exchange control, tax or administrative purposes or to take
account of a change in legislation or corporate governance requirements or guidance) without seeking shareholder approval for that amendment.

Legacy commitments

The Committee reserves the right to make any remuneration payments and payments for loss of office (including exercising any discretion

available to it in connection with such payments) notwithstanding that they are not in line with the Policy set out in this report where the

terms of the payment were agreed:

(i) before 17 July 2014 (the date the Company’s first shareholder approved Directors’ Remuneratlon Policy came into effect),

(i} before this Policy came into effect provided that the terms of the payment were consistent with the shareholder-approved Directors’
Remuneration Policy in force at the timé they were agreed or,

(i) at a time when the relevant individual was not a Director of the Company and, in the opinion of the Committee, the payment was not
in consideration for the individuat becoming a Director of the Company.

As well as remuneration payments and payments for loss of office under the Directors’ Remuneration Policy which was approved by
shareholders on 17 July 2014, this includes commitments relating to the defined benefit pension arrangements which were made before
27 June 2012. “Payments” includes the Committee sanctioning awards of variable remuneration and an award over shares is “agreed” at
the time the award is granted. Any payments made outside of the Directors’ Remuneration Policy pursuant to legacy commitments will be
disclosed in ful( in the retevant year’s Annual Report.
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Directors’ Remuneration Policy continued

Directors’ service contracts and non-Executive
Directors’ letters of appointment

Current Executive Directors have service contracts terminable by the
Company immediately without notice upon breach by the individual
or by the Company giving to the individual 12 months’ notice or,

at its discretion, payment in lieu of salary only during that notice.
The payment in lieu of notice may be made in staged payments

and may either reduce or cease completely where the departing
Executive Director gains new employment. The Executive Director
may terminate his contract by giving the Company'12 months’ notice.
Contracts for new Executive Directors will be limited to 12 months'’
notice by both parties (or paymentin lneu of notice in respect of

the Company).

The non-Executive Directors have letters of appointment, and are
appointed for fixed terms of three years, subject to retirement and
re-appointment at AGMs. Non-Executive Directors on termination
are not entitled to any payment in lieu of notice or any compensation
for loss of office.

The letters of appointment are available for shareholders to-view
on www.sse.com L0.

Loss of office policy
The Committee takes a number of factors into account when
determining leaving arrangements for Executive Directors:

- The Committee must satisfy any contractual obligations provided .

they are consistent with the Policy or have been entered into on
a date on or before 27 June 2012 in accordance with relevant
legislation.

— The treatment of outstanding share awards is governed by the
relevant share plan rules, as set out below.

- The Committee may determine that the Executive Director should
receive reasonable outplacement support and legal advice at the
expense of the Company and any payments required by statute.

- The Company may atits discretion terminate any Executive

. Director's contract by providing notice or payment in lieu of
‘notice (as set out above).

AlP

The Executive Director may, at the discretion of the Committee,
remain eligible to receive an AIP award for the financial year in which
they ceased employment. Any such AIP award will be determined
by the Committee taking into account time in employment and
performance. If an AIP award is received in such cases it will not be
subject to deferral into deferred shares. Any vested career shares
already awarded will normally continue to be held in a nominee
account for two years after the date of cessation {see below).

‘Deferred and career shares
If an Executive Director's employment terminates in circumstances
such as death, injury, disability, ill-health {as agreed by the Committee)
or other circumstances that the Commiittee deems appropriate,
unvested deferred and career shares shall vest in full at the time
of termination of employment.

If an Executive Director leaves the business in other circumstances
their deferred shares and unvested career shares shall lapse Vested
career shares shall not lapse.

Vested awards in the form of career shares shall, except in the case
of death or change of control, be released two years after the date of

cessation of employment, irrespective of the reason for such cessation.
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Performance share plan

If an Executive Director's employment terminates in circumstances
such as death, injury, disability, ill-health (as agreed by the Committee)
or other circumstances that the Committee deems appropriate, PSP
shares may continue to vest. The PSP shares will normally be reduced
to reflect the time elapsed in the three-year performance period
when the Director’'s employment ends and will normally remain
subject to performance at the end of the performance peériod.

The Committee may determine, in exceptional circumstances, that
PSP shares may be released at the time of cessation of employment.
In this circumstance, it will determine the level of vesting taking into
account the extent to which the performance conditions have been
met at the time (subject to modification if the Committee considers
that the performance condition would be met to a greater or lesser
extent at the end of the original performance period) and the period
the Executive Director has been in employment.

The Committee has the discretion to disapply time pro-rating or alter
the time pro-rating fraction if it considers that the Executive Director’s
contribution to the business of the Company would not otherwise be
properly recognised (for awards under the 2006 PSP, this discretion is
limited to circumstances where the Committee determines that PSP
shares shall vest for reasons other than death, disability or ill health).

In this circumstance, the vesting of PSP shares would remain subject
to performance until the end of the performance period.

If the Executive Director's employment ends for any other reason,
unvested PSP share awards will lapse. Vested PSP shares which are
subject to a mandatory holding period will not lapse as a result of
cessation of employment for any reason.

Pension
Where an Executive retires through ill-health they are entitled to
an unreduced pension based on service to expected retirement.

In the event of any reorganisation or redundancy, Executives who

are aged 50 or more with at least five years of service will be provided
with an unreduced accrued pension. If an Executive has not reached
age 50 at the time of this event their pension will be paid from age 50.

From age 55 Executives are entitled to leave the Company and receive
a pension, reduced for early payment, unless the Company gives
consent and funds the pension being paid on an unreduced basis.

Dependent upon the circumstances surrounding the departure

of the Executive Director and the financial health of the Company

at the time, the Committee's policy is to give consideration to a

cash commutation of the UURB pension at the time of leaving. Any
cash commutation would limit SSE’s liability, taking into account
valuations provided by independent actuarial advisors, and would be
undertaken on what was judged by the Commiittee to be on a cost
neutral basis to SSE.

The following is information relating to the pension of Gregor
Alexander-as a participant in the HMRC-approved Scottish Hydro-
Electric Pension Scheme the terms of which also apply to the UURBS
arrangement.

(i) Dependants’ pensions on death are half of the member's .
pension entitlements, together with a capital sum equal to four
times pensionable pay. On death in retirement, the Executive
Director’s spouse will receive a pension equal to half of that
payable to the Director. In addition, on death within the first five
years of retirement, a lump sum is payable equal to the balance
outstanding of the first five years’ pension payments.



(i) Post retirement increases are expected to be in line with RPI.

The following is information relating to the pension of Alistair Phillips-
Davies, as a participant in the HMRC approved Southern Electric
Group of the Electricity Supply Pension Scheme, the terms of which
also apply to the UURBS arrangement. :

(i) Dependants’ pensions on death are four-ninths of the member’s
pensionable pay, together with a capital sum equal to four times
pensionable pay. If death occurs after attaining the age of 55 an
additional lump sum between three to five times notional pension
is payable dependent upon age and length of service.

(i} On death in retirement, the Director's spouse will receive a
pension equal to two-thirds of that payable to the Director. In
addition, on death within the first five years of retirement, a lump
sum is payable equal to the balance outstanding of the first five
years’ pension payments.

(iii) Post retirement increases are expected to be in line with RPI
(quaranteed up to the level of 5% per annum and discretionary
above that level).

Other arrangements
If buyout awards are made on recruitment, the treatment on leaving
would be determined at the time of the award.

For all-employee share plans, such as the Sharesave Scheme and the
Share Incentive Plan, leavers will be treated in accordance with the
HMRC approved plan rules.

Change of control

On a change of controt, Executive Directors’ awards will be treated

in accordance with. the rutes of the applicable plan(s). In summary,

in the event of a change of control of the Company, performance in
the PSP will be measured to that date subject to modification if the
Committee considers that the performance conditions would be met
to a greater or lesser extent at the end of the original performance
period. Awards will normally be scaled down to reflect the period up
to the change of control, but the Committee has discretion to dis-
apply or alter the pro-rating fraction if it considers that participants’
contribution to the creation of shareholder value during the
performance period would not otherwise be properly recognised.
Any outstanding unvested deferred or career shares from the AIP will
vest automatically, and any vested shares subject to a holding period
will be released.

Recovery provisions
The Committee believes that it is right that |t should have the ability
to recover pay in circumstances where that pay is later proved to

. have been unfairly earned. The PSP and AIP have recovery provisions
under malus and clawback.

Malus is the ability to reduce or cancel unvested deferred AIP and PSP
share awards and would apply under the following circumstances at
any point between the grant date and vesting date:
- Material misstatement or restatement of accounts
- Misconduct which results in a materially adverse financial effect
~ Serious reputational damage including material environmental
or safety issue, or material operational or business failing
- Factualerrorin cali:ulating payment/vesting
- Serious misconduct

Clawback is the ability to take back value delivered through the cash
element of AIP or vested AIP awards at any point: up to three years
post-payment of cash under the AIP; and up to three years post-
vesting of PSP shares. it applies under the following circumstances:
- Material misstatement or restatement of accounts’

- Serious misconduct

- Factual error in calculating payment/vesting

Recruitment policy

The Committee will seek to align the remuneration package offered
with its Directors’ Remuneration Policy outlined on page 120 [&. The
overriding objective in determining a total remuneration package
for a new recruit would be to make decisions which are in the best
interests of the Company, its shareholders and other stakeholders.

Base salary would be set taking into account the individual’s skills
and experience and performance, salary levels at other FTSE 100
companies and other energy businesses, remuneration of different
groups of employees, and the wider internal pay arrangements.

The Committee will determine appropriate pension provision for any
new Executive Director. When determining pension arrangements for
new appointments the Committee will limit contributions to 12% in
line with employees generally.

Variable incentive levels will be in line with those set out in the policy
table, with the maximum being no more than the current Chief
Executive (AIP 150% of satary, PSP 200% of salary). Whilst it would
generally be intended to set consistent performance measures across
the executive team, depending on the timing and circumstances of

a new appointment, it may be necessary to set alternative measures
for the initial awards. PSP awards may be granted shortly following an
appointment, subject to the Company not being in a closed period.

The Committee may make awards on appointing an Executive
Director to “buy out” remuneration arrangements forfeited on leaving
a previous employer. in doing so the Committee will take account

of relevant factors including any performance conditions attached

to these awards, the form in which they were granted (e.g. cash or
shares) and the time over which they would have vested. Generally
buy-out awards will be made on a comparable basis to those forfeited.
To facilitate these awards, the Committee may make awards under
Company incentive plans and other available structures.

The Committee may make awards under SSE's incentive plans
and under the Listing Rules exemption in LR9.4.2 which allows
Companies to make grants to a Director to facilitate, in unusual
circumstances, the recruitment or retention of that Director. The
use of the latter shall be limited to the granting of buy-out awards
or share awards within the limits described above.

Shareholders’ views

The Committee Chair and the Chair of SSE's Board, on behalf of the
Committee, consulted with SSE's largest shareholders in developing
the new Policy, as well as representatives from the Investment
Association and Institutional Shareholder Services. This included a
number of meetings which allowed a discussion of the proposals in
the context of SSE's business strategy and the environment in which
it operates. The feedback received was extremely helpfulin informing
the Commiittee’s decisions.

More generally, the Committee Chair, on behalf of the Committee,
periodically undertakes consultation with a number of institutional
shareholders regarding a broad range of remuneration issues. The
Committee finds such consultation meetings a valuable opportunity
to receive feedback on the work of the Commiittee and the key issues
that it is considering. The feedback received is extremely helpful in
informing the Committee’s decisions.

In addition, the Committee also monitors the views of other -
stakeholders and broader developments in executive remuneration
geneérally.
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_Directors’ Remuneration Policy continued

Remuneration engagement across the Company

The Committee appreciates the importance of an appropriate
relationship between the remuneration levels of the Executive
Directors, senior executives, managers and other employees

within the Company although comparison metrics are not used to
determine pay policy. Remuneration at all levels in SSE is designed to
support its core remuneration principles, long-term business strategy
and core purpose of providing the energy people need in a reliable
and sustainable way. It is also designed to be consistent with and
support the Company's core values of Safety, Service, Efficiency,
Sustainability, Excellence and Teamwork. The structure of reward
necessarily differs based on scope and responsibility of role, level

of seniority and location. ’

Th_e table in the At a Glance Section {page 119 1B) itlustrates how the
core elements of executive pay align with the wider workforce.
In summary,

- The senior management'population also participate in annual
and long-term incentive arrangements. In line with Executive
Directors' arrangements, incentives for senior management
have an emphasis on share awards and the performance metrics
support those used at Board level.

~ Allemployees have the opportunity to be share owners through
' the Share Incentive Plan and the Sharesave Plan and those
participating are able to express their views in the same way
as other shareholders. :

- Pension planning is an important part of SSE's reward strategy for

allemployees because it is consistent with the long-term goals
and horizons of the business, an approach it has been practising
. for a number of years. The terms of the funded final salary
pension schemes apply equaily to all members,
- As part of its Employee Engagement Survey the Company
invites all employees to provide a view on the benefits and pay
that it provides. '

The Remuneration Committee is responsible for setting pay for
members of the Group Executive Committee (GEC) and reviewing
the remuneration arrangements for all employees across the Group.

The Chair of the Remuneration Committee meets at least annually
with SSE’s recognised Trade Unions to discuss the Company’s
position on executive remuneration. This covers many of the policy
positions explained in this report. Feedback from this meeting is
shared with the Remuneration Committee.

Illustration of the Directors’ Remuneration Policy for 2019/20
The charts below indicate a forward-looking potential single figure of remuneration value for 2019/20 at betow threshold, target and maximum
for each of the Executive Directors. As there have been no changes to base salary or incentive levels, the scenarios below remain unchanged

from the previous year.

Single total figure of remuneration - an illustration of the application of our policy

Chief Executive Finance Director
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The charts on the previous page are based on the underlying assurriptions described below.

Minimum performance

In this scenario only the fixed pay elements are payable i.e. base salary, benefcts and pension calculated as:

- Base salary effective from 1 Aprit 2019.

- Benefits represent those shown on the single figure table on page 128 (8.

- Pension is the value of accrual in a typical year {(using the same valuation methodology as in the "single figure” table on page 128

Target performance

This is what the Executive Director would receive in addition to the minimum performance element, if the Committee agreed that target level
performance had been achieved:

- AIP pays out 50% of maximum opportunity.

- PSP pays out 50% of maximum opportunity.

Maximum performance

This is what the Executive Director would receive in addition to the minimum performance element, if the Committee agreed that the
maximum level performance had been achieved:

- AIP pays out 150% of base salary for the Chief Executive and 130% for the Finance and Energy Directors.

- PSP pays out 200% of base salary for the Chief Executive and 175% for the Finance and Energy Directors.

Share Price Growth . )
" This assumes share price growth at 50% over a three-year period.

X
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1. Single total figure of remuneration (audited)

CORPORATE GOVERNANCE

The table below shows the smgle total figure of remuneration for each Director for fmancnal years ending 31 March 2018 and 2019:

Alistair Phillips-Davies Gregor Alexander Martin Pibworth? Total
2018/19 2017/18 2018/19 2017/18 201819 2017/18 2018719 2017/18
E000s ECOQOs £000s . £000s £000s £000s £000s £000s
Fixed Pay Base Salary! 890 864 688 668 515 292 2,093 1,824
Benefits? 5. .25 22 21 17 10 64 56
Pension " 351 446 287 332 155 88 793 866
Total Fixed Pay 1,266 1,335 997 1,021 687 390 2,950 2,746
. Variable Pay AIP* 0 1,013 0 679 -0 296 0 1,988
PSPS 390 371 264 286 ) 0 654 657
Total Variable Pay 390 1,384 264 965 296 654 2,645
Totalé 1,656 2719 1,261 1,986 687 686 3,604 5391

1 SSE offers all employees a range of voluntary benefits some of which operate under a salary sacrifice arrangement. The salaries shown above are reported before any

such adjustments are made.

2 Benefits relate to company car, Share Incentive Plan company contributions and medical benefits. These benefits are non-pensionable.

3 The pension values for Alistair-Phillips-Davies and Gregor Alexander represent the increase in capital value of pension accrued over one year times a multiple of 20
{net of CPi and Directors’ contributions} in line with statutory reporting requirements,

4 The AIP figures above show the value of the award after the Committee has exercised it's discretion to reduce the award to zero.

S The PSP figures for 2017/18 have been readjusted in line with statutory reporting requirements, following last year's report to show the actual value upon vesnng
The estimated value shown in the table for 2018/19 is based on the average share price in the three months to 31 March 2019 of 1,173.65p, as required by the reporting
requlations. The award remains subject to service until May 2019 and so the prior year comparative will be restated in next year's report to show the actual value on
vesting, as is required by the regulations. There has been no share price appreciation in rélation to the estimated value shown in the table for 2018/19.

6 Directors have not received any other items in the nature of remuneration other than as disclosed in the table.

7 Martin Pibworth was appointed to the Board on 1 September 2017 on a salary of £500,000. The 2017/18 figures above show his remuneration pro-rata from this
date, including his AlP. Long term incentive awards granted in 2015 and 2016 before he became an Executive Director are excluded and were worth £121,964 and

£267,228 respectively.

Rationale for 2019 single total figure of remuneration

As shown in specific detail in the following sections, in consideration

. of financial performance, the Remuneration Committee has exercised
its discretion to reduce the Annual incentive Plan (AIP) award for
Executive Directors to zero. Failure to meet the threshold performance
conditions for relative total shareholder return measures and Adjusted
EPS has resulted in a reduced out-turn of the Performance Share Plan
(PSP) however, increasing the grant value from 150% to 200% for the

- Chief Executive and to 175% for the Finance Director means that the
values of the awards remain broadly in line with the previous year. As
a result, there is a year-on-year decrease for the Chief Executive and
Finance Director in the above table and the Committee is satisfied that
the total single figure outcomes for all are appropriate.

Base salary

The salaries shown in the table reflect a 2018/19 salary, effective from
1 April 2018 to 31 March 2019, of £890,293 for the Chief Executive,
£688,124 for the Finance Director and £515,000 for the Energy -
Director. This represented an increase of 3% from the previous

year, which was in line with the average performance-based salary
increase for the wider SSE employee population.

Benefits

Benefits are provided at an appropriate level taking into account
market practice at similar sized companies and the level of benefits
provided for other employees in.the Company. Core benefits include
car allowance, private medical insurance and health screening. The
Executive Directors participate in the Company's all-employee share
schemes on the same terms as other employées.

Pension

- The Chief Executive and Finance Director are members of the
Southern Electric Pension Scheme and the Scottish Hydro Electric
Pension Scheme respectively, and their plan membership predates
their Board appointments. They participate in the same defined
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benefit pension arrangements that were available to all employees
recruited at that time. The schemes were closed in 1999 and the
service costs range from 32.5% to 37.5% of salary. These are both
funded final salary pension schemes and the terms of these schemes
apply equally to all members. The Executive Directors’ service
contracts provide for a possible maxlmum pension of two thirds

final salary from the age of 60.

In relation to Executive Directors who are subject to the scheme-
specific salary cap {which mirrors the provisions of the previous
HMRC cap arrangements) the Company provides top-up {unfunded)
arrangements which are designed to provide an equivalent pension
on retirement from the age of 60 to that which they would have
earned had they not been subject to the salary cap. From 1 April 2017
pensionable earnings increases were capped at RPI +1%. These

are legacy arrangements and would not be used for any new
external appointments.

The Chief Executive and Finance Director, in common with all

other employees who joined at the same time (22 and 28 yéars

ago respectively), have the following pension provisions relating

to leaving the Company:

- for retirement through ill-health an unreduced pension based
on service to expected retirement is paid;

~ in the event of any reorganisation or redundancy an unreduced
accrued pension is paid to a member who is aged 50 or above,
with at least five yedrs' service or, for a member who has not yet
reached that age, it will be payable with effect from 50;

~ and from the age of 55, a scheme member is entitled to leave
the Company and receive a pension, reduced for early payment,
unless the Company gives consent and funds this pension on an
unreduced basis.



Dependent on the circumstances surrounding the departure of
the Executive Director and financial health of the Company at the
time, the Committee’s policy is to give consideration to a cash
commutation of the unfunded unapproved retirement benefit
(UURB) pension at the time of leaving. Any cash commutation

will timit SSE’s liability, taking into account valuations provided by
independent actuarial advisors, and will be calculated on what was
judged to be a cost neutral basis to SSE.

The Energy Director, who has been with SSE since 1998, was

already in receipt of a pension allowance of. 30% of salary prior to his
appointment as an Executive Director and this remains unchanged.
His arrangements are consistent with the approach used for all

other members who have elected to receive a cash allowance in

lieu of accruing future pension benefits. Prior to the cash allowance
arrangement he was a member of the Scottish Hydro Electric Pension
Scheme although he stopped accruing any further pension on 1 April
2016. The Commiittee is conscious that this current pension allowance

is greater than that offered to a new joiner elsewhere in the Group.
However, it is a legacy arrangement which reflects the long service
of the incumbent and is in line with all other employees in similar
circumstances. .

The overall remuneration package for each Executive Director was

‘'set with the current pension provision in mind. Therefore, it forms a
" fundamental element of the total reward offering and any changes

could create an imbalance with other long-serving employees who
have similar arrangements.

As set out in the proposed Directors’ Remuneration Policy, any new
appointment to the Board would have arrangements which are more
in line with the wider workforce, taking into account their age, length
of service and particular circumstances of the individual and their
existing remuneration package. For information, pension benefits in
the DC scheme across SSE typically range from 3% to 18% depending
on length of service.

The table below details pension accrued for each of the Executive Directors as at 31 March 2019 and 2018.

Accrued pension Accrued pension

as at 31 March as at 31 March

2019 2018

£000s - £000s

Alistair Phillips-Davies 439 ' 408
Gregor Aléxander 404 377
Martin Pibworth! - 0 0

1 Martin Pibworth receives an allowance in lieu of a pension contribution of 30% of salary.

Annual Incentive Plan and Performance Share Plan

A

In setting targets and assessing performance, the following process is used for both the AIP and PSP:

1. Set performani:e 2. Set stretching 3. Assess 4. Take account S. Apply discretion
measures aligned performance performance of wider if required
with strategy targets environment

2018/19 Annual Incentive Plan
1. Set performance measures aligned with strategy

AIP requires broad performance across a number of financial metrics (Adjusted EPS, DPS Growth and Cashflow) and non-financial metrics

(qusonal, Customer and Teamworking) weighted as shown below:

Financial Personal Customer Teamwork
(50%) (15%) (15%) (20%)
Adjusted Individual " Business - SSESET
EPS Cashflow DPS Objectives Retail Networks Energy Values

2. Set stretching performance targeté

The financial performance targets were set at the start of the financial year taking into account internal financial plans, external consensus

" where it exists and the expected impact of identified opportunities and threats to the business in the context of wider economic conditions.
The performance target range is set on a realistic basis but requires true outperformance for Executive Directors to achieve the maximum.
The Remuneration Committee has a history of settmg challenging targets evidenced by the average AIP payout of 52% since 2010 as shown

on page 136 8
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3. Assess performance

Py
i

The table below shows how performance measures are linked to strategy and how performance was ultimately delivered.

Performance measure

AlP ADJUSTED EPS CASHFLOW * DPS PERSONAL CUSTOMER TEAMWORK TOTAL
Link to strategy Simple Simple Simple . Simple Simple Simple
: : Stewardship Sustainable Sustainable Sustainable  Sustainable Sustainable
Stakeholders Stakeholders Stakeholders Stewardship Stewardship Stewardship
Stakeholders Stakeholders Stakeholders
Rationale Underlying Retained Return on To reflect Meeting Reflects the
measure cashflow/ investment those activities  customers’ culture of the
of financial net debt through which go needs is at business to
performance payment of beyond the core of value colleagues
dividends the normal the business and enjoy
: responsibilities- working
of the role together
Weighting 30% 10% 10% 15% 15% 20%
Threshold 112p 13% RPI
Max ’ 126p 14% RPI+2%
Outcome 67.1p 10.3% 97.5p See next section
Performance 0 0 50% 50% 70% 75%
Out-turn (% of max) 0 0 5% . 8% 11% 15% 39%

When setting non-financial measures and targets, the Committee ensures they are specific, measurable, attainable, retevant and timely
("SMART" objectives). By their nature, some objectives require a more subjective assessment than others and this is done by the Committee
following the input from the wider Board and other Board Committees as appropriate. The Committee is commiitted to providing as much
retrospective detail of the measures as possible, setting out clearly the decision making process and the levels of attainment achieved, but
mindful that any information which could be considered commercially sensitive cannot be disclosed.

The tables below and on the following page provides detail on each of the non-financial measures and the assessment of performance

against each one.
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MEASURE FACTORS TOBEASSESSED  SUMMARY PERFORMANCE EVIDENCE AssessMeNT  OLTCOME
Personal  Chief Safety, Financial, People Significant improvement to safety performance as 4 50%
15% Executive  Development, Succession,  a result of established programme. New operating

Stakeholder Management,  modelincreased focus on succession and capability.
Strategy and Growth Strong stakeholder engagement in a challenging
environment. New Strategy established that focuses
key businesses on carbonisation and sets out
opportunities for growth.
Finance Safety, Financial, Oversaw programme of value-creating disposals 4 50%
Director People Development, with over £600m gains on sale and almost £500m fair
Transformation, Corporate  value uplift. Sustainable financing delivered with Green
Function Performance, Bond issue and ESG-linked Revolving Credit Facility.
Succession ’ - Effective financial management maintained through
discipline in relation to investments and potential
mergers and acquisitions. Effective Chair of SGN plc.
Energy Safety, Financial, People Successful progress across major electricity generation 50%
Director Development, Succession, . projects, enabling value creation. :
Business Development, Good operational performance in flexible thermal
Asset Management generation plant and reduction in carbon intensity
of electricity generated. Development of significant
pipeline of future opportunities in renewable energy.
h Reorganisation to bring together SSE Renewables.
x= Below expectation /= Met expectation vv/= Exceeded expectation ///= Far exceeded expectation



OUTCOME -

MEASURE  FACTORS TO BE ASSESSED . SUMMARY PERFORMANCE EVIDENCE © . ASSESSMENT (% OF MAX)
Customer Retail — A range of measures including Leading the large energy suppliers for complaints IS 85%

15% customer complaints and satisfaction in the Citizens Advice Supplier Rating and a leading
- performer in the wider supplier group of 28. Ranked
top among the leading suppliers in the uSwitch survey.

Networks — A range of measures Year-on-year improvements across a range of v 50%

including customer interruptions customer satisfaction measures and average

and customer minutes lost ranking position maintained.

Business Energy - Arange of measures  Ranked 2 out of 15 in Citizens Advice business Va4 80%

including customer complaints and energy supplier analysis.

satisfaction

TOTAL 70%

Teamwork Safety — Total Recordable Injury Rate Significant improvements in TRIR and AFR. P4 90%
20% (TRIR) and Accident Frequency Rate (AFR) Improvements in driving performance and '

environmental performance.

Service - Various external Retail and See Customer table above. . Va4 70%
Business Energy ranking surveys, and ’ ’
Networks customer performance

measures
Efficiency — Controllable costs Effective oversight of controllable costs while Va4 65%
maintaining robust allocation of resources.
Sustaiinability - Performance invarious  Maintained MSCI ESG Research "AAA” Leadership S 90%
indices ) rating. Improved CDP Climate Change score from .
a "B" to an "A-". Achieved fifth year of both Fair Tax
Mark accreditation and Living Wage accreditation.
Excellence - Progress of key capital Very good progress in delivery of large capital Va4 65%
' .projects, gender diversity . projects across the Wholesale and Networks
businesses. Improved Return on Inclusion scores;
positive increases in gender split within senior manager
group and talent programmes.
Teamworking — Employee Engagement  Great Place To Work 78% response rate. Good . Va4 70%,
progress made on Target Operating Model activity.
Maintained position on the Bloomberg Gender
Equality (ndex.
TOTAL 75%
x= Below expectation . /= Met expectation - #/= Exceeded expectation ///= Far exceeded expectation

4. Take account of wider environment

The Remuneration Commiittee believes that the range of measures used in the AIP ensures that performance is assessed using a balanced
approach, without undue focus on a single metric which could be achieved at the expense of wider initiatives. The Committee took into
account that SSE's financial results fell well short of what was expected at the beginning of the financial year.

5. Apply discretion if required

Despite a number of notable operational and strategic achievements in the year, for 2018/19 the Remuneration Committee has applied its
discretion and decided that no AlP award should be made to Executive Directors. This is the second time in three years the Committee has
exercised its discretion to make a downward adjustment to AIP out-turns.

Maximum

potential
{% of salary) AlIP earned* AlIP cash AIP deferred
Alistair Phillips-Davies : 150% 0 0 0
Gregor Alexander 130% o . 0 0

Martin Pibworth 130% 0 0 0

1 Inatypicalyear, the total award is made up of 67% cash and 33% which is deferred as shares for three years which are then retained until two years after stepping down
from the Board.

SSE ptc Annual Report 2019 131



DIRECTORS’

REPORT -

CORPORATE GOVERNANCE

Annual Report on Remuneration continued

2018/19 Performance Share Plan
1. Set performance measures aligned with strategy
PSP performance measures encourage strong share price, financial, dividend and customer performance over a three-year performance

period. The measures and their weightings are shown below:

Value Creation Financial Operational
(40%) (40%) (20%)

TSR vs FTSE 100 TSR vs MSCI Europe EPS DPS Customer’
(20%) (20%) (20%) (20%) (20%)

2. Setstretching performance targets :
The performance target ranges for PSP are set each year to ensure they are stretching and represent value creation for shareholders.

3. Assess performance :
The vesting of shares under the PSP is subject to the performance measures and targets shown in the table below which also details the
actual out-turn for the 2016 PSP award vesting this year.

Performance measure

TSRV MSCIEUROPE EPS GROWTH

CITIZENS' ADVICE

PSP TSRV FTSE100 DPS GROWTH COMPLAINTS TbTAL
LEAGUE
Link to strategy Simple Simple Simple Simple Simple
Stewardship Stewardship Stewardship Sustainable Stewardship
Stakeholders Stakeholders Stakeholders Stakeholders Stakeholders
Rationale Relative measure  Relative measure  Underlying Return on Meeting customers
of performance of performance measure investment needs is at core
of financial through payment of our business
performance of dividends
Weighting 20% 20% 20% 20% 20%
Threshold 50th percentile 50th percentile RPI RPI Rank 17
Max 75th percentile 75th percentile RPI +10% RPI.+5% Rank 1
Outcome Rank 63 Rank 19 Below RPI RP1+0.2% Rank 5
Performance 0 0 0 52% 82%
Out-turn (% of
max) 0 0 0 10% 16% 26%

1 The Citizen's Advice Energy Supplier Complaints League was formerly known as the Consumer Futures Ranking. As there are now 35 companies in the league, threshold
performance is at the new mid point of the teague. In 2016 when the performance measures were set, there were 18 companies in the league and performance was
attained at the mid-point in the league. There are now 35 companies in the teague and the philosophy that threshotd performance is achieved at above median and
maximum performance for rank 1 is maintained.

4. Take account of wider environment : .
As noted previously, some financial results were below expectation and this has resulted in below threshold performance in relative TSR
performance and adjusted EPS. SSE’s performance remains strong in relation to the Citizens Advice Complaints League, and dividend
growth has been achieved at threshold, which is itself seen as a stretching target in the current environment.

5. Apply discretion if required
While the DPS growth out-turn was above the RPI threshold set in 2016, it was in line with the revised policy position set in 2018. The
Committee felt that performance should be assessed taking account of this policy change and they approved reducing the DPS out-turn
from 52% to 50%. The Committee is satisfied that the level of vesting is fair reward for the performance delivered. The table below shows the
maximum number of shares available, the dividends accrued over the three-year performance period, the total number of shares vesting

based on the performance out-turn and the estimated value of these shares.

Awards available

Additional awards

Awards available

in respect of

Total number Estimated value

(% of salary) (number of shares) accrued dividends of shares vesting  of awards vesting!
Alistair Phillips-Davies 200% 104,081 23,793 33,247 £390,203
175% 16,089 22,485 £263,895

Gregor Alexander

70,390

1 The estimated value of the awards vesting has been calculated on the same basis as the PSP value in the single figure tabte on page 128 8.

Martin Pibworth was not an Executive Director when the 2016 PSP award was granted and therefore, is not disclosed in the table above.
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Other remuneration disclosures
Fees paid to non-Executive Directors during 2018/19 were as follows:

Fees

s £000s
Non-Executive Directors 2018/18 ° 2017/18
Jeremy Beeton?! 26 80
Katie Bickerstaffe ? 7 85
Sue Bruce? 86 68
Tony Cocker* - 68 : 0
Crawford Gillies 88 85
Richard Gillingwater CBE 389 377
Peter Lynas 88 85
Helen Mahy* 80 68
Melanie Smith ¢ 17 : 0
Total 849 848
1 Jeremy Beeton stepped down from the Board as a non-Executive Director on 20 July 2018.
2 Katie Bickerstaffe stepped down from the Board as a non-Executive Director on 30 Aprit 2018.
3 Sue Bruce was assumed the position as Chair of the Remuneration Committee on 30 April 2018.
4 Tony Cocker joined the Board as a non-Executive Director on 1 May 2018. :
S5 Heten Mahy assumed the position as Chair of the SHEAC on 19 July 2018.
6 Melanie Smith joined the Board as a non-Executive Director on 1 January 2019.
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Share interests and share awards (audited)
Directors’ share interests ) .
The table below shows the share interests of the Executive and non-Executive Directors at 31 March 2019,

Number of shares Number of options
Interests in shares,

awarded without  Interests in shares, Interestsin share  Interests in share

performance awarded subject options, awarded  options, awarded

. conditions at to performance without . subject to
*Shareholding Shares owned 31March 2019 conditions at performance performance Shares owned
N requirement as a % of outrightat  (DBS & Retention * 31 March 2019 conditions at conditions at outright at
Director salary (Actual/% met} 31 March 2019 Awards) (PSP & LSP) 31March 2019 | 31March 2019 31 March 2018

A RS 271% A ' '
Alistair Phillips-Davies (requirement met) 197,591 51,769 351,847 2,458 - 177,768

318% .
Gregor Alexander {(reyuirernent med) 179,527 35,584 237955 2,399 - 163,928
- 66% ' ’

Martin Pibworth (below requirement) 28,164 45,496 108,902 4,916 - 20,132
Jeremy Beeton - .= - - - 4,534
Katie Bickerstaffe . - - - - - 6,433
Sue Bruce 2.484 - - ’ - - 2,484
Tony Cocker 5,000 Co- - - - -
Crawford Gillies 5,000 - - - - - 5,000
Richard Gillingwater 2,208 - - - - 2,000
Peter Lynas . 5,000 . - - - - 2,000
. Helen.Mahy ) ) 2,027 -~ - ’ - - 2,027

Melanie Smith 1,099 - - - - -

*  Shareholding requirementrExecutive Directors - 200% of salary, Non-Executive Directors — minimum 2,000 shares.
Price used to calculate shareholding requirement as % of salary as at 29/03/19 £11.87.

Directors’ Long-term Incentive Plan interests
Awards granted in the year :
The tables below detail deferred bonus and PSP awards granted to Executive Dnrectors during 2018.

Deferred Bonus awards granted in 2018

Market value on

Recipient Award Date of grant Shares granted date of award Face value
Alistair Phillips-Davies Conditional award 28/06/18 24,841 £13.575 £337,217
Gregor Alexander : Conditional award 28/06/18 16,640 £13.575 £225,888
Martin Pibworth : : Conditional award 28/06/18 10,398 £13.575 £141,153

The Deferred Bonus granted in 2018 is equal to 25% of the AIP earned in 2017/18. Itis also.subject to continued employment to the third annnversary of the date of grant.
There is a further holding’ requwement until one year after cessation of employment.

PSP awards granted in 2018

Market value on

Recipient . Award Date of grant Shares granted date of award Face value
Alistair Phillips-Davies Conditional award ) 28/06/2018 T 132,287 £13.575 £1,795,796
Gregor Alexander Conditional award 28/06/2018 - 89466 . = E13575 £1,214,501

Martin Pibworth E Conditional award .28/06/2018 66,957 £13.575 £908,941

Alistair Phillips-Davies was granted an award equal to 200% of base salary.

Gregor Alexander and Martin Pibworth were granted awards equal to 175% of base salary. :

Performance is measured over three years to 31/03/21. The performance measures and targets are as follows: relative TSR measured against the FTSE 100 (20%); relative TSR
measured against the MSCI European Utilities Index (20%); EPS growth at RPI to RPI +10% (20%); DPS growth at RPI to RPI +5% (20%); Customer ranking in Citizen’s Advice

Complaints league at median to rank 1(20%).
€
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Directors’ Long-term Incentive Plan interests
The table below details the Executive Directors’ Long-term Incentive Plan interests.

Additional
No. of shares shares No.of -
R Normal exercise under award Option awarded No.ofshares  No.ofshares  sharesunder
. period as at 1 April exercise during lapsed during realised during award at.

Share ptan  Date of award (or vesting date) 2018 price the year the year the year 3t March 2019

Gregor : DBP 2006% 25/06/2015 25/06/2018 6,130 6,130
Alexander DBP 2016% 27/07/2016 27/07/2019 5302 . 5,302
DBP 20162 26/06/2017 = 26/06/2020 13,442 . 13,442
DBP 2016% 28/06/2018 . 28/06/2021 16,6405 16,640

PSP 25/06/2015 25/06/2018 58,848 49,581 17,654¢
PSP 27/07/2016 27/07/2019 70,390 70,390
PSP 26/06/2017 26/06/2020 78,099 : 78,099
PSP 28/06/2018 . 28/06/2021 89,466° 89,466
Sharesave 02/07/2014  01/10/19-31/03/20 2,213 1,247p . 2,213
Sharesave 03/07/2015 01/10/20-31/03/21 186 1,288p 186

Alistair DBP 2006* 25/06/2015 25/06/2018 7931 79318
Phillips-Davies DBP 2016% 27/07/2016 27/07/2019 6,860 . 6,86‘0
DBP 2016% 26/06/2017 26/06/2020 20,068 20,068
DBP 2016% 28/06/2018 28/06/2021 24,8415 . 24,841

PSP! * 25/06/2015 25/06/2018 76,138 64,149 22,841° '

PSP!  27/07/2016 27/07/2019 104,081 104,081
PSP! 26/06/2017 26/06/2020 115,479 . 115,479
PSP! 28/06/2018 28/06/2021 132,287° 132,287
Sharesave 02/07/2014 0V10/19-31/03/20 - 1,202  1,247p 1,202
Sharesave 06/07/2017  01/10/22-31/03/23 1,256  1,194p 1,256

Martin DBP 2006 25/06/2015 25/06/2018 4,328 4,328°
Pibworth DBP 20062 27/07/2016 27/07/2019 4,383 . 4,383
DBP 2016% 26/06/2017 26/06/2020 © 5715 5,715
DBP 2016% 28/06/2018 28/06/2021 . 10,398° 10,398

PSP 25/06/2015 25/06/2018 26,940 22,697 8,082¢
PSPt 28/06/2018 28/06/2021 66,957° 66,957
LSP*  27/07/2016 27/07/2019 18,534 18,534
LSP® 26/06/2017 26/06/2020 23,411 23,411
Retention Award* 12/01/2017 12/01/2020 25,000 25,000
Sharesave 02/07/2014  01/10/19-31/03/20 1,202  1,247p 1,202
Sharesave 06/07/2017  o01/10/22-31/03/23 1,256 1,194p 1,256

Shares which are reteased under the DBP 2006 and PSP attract additional shares in respect of the notional reinvestment of dividends. In addition to the shares released
under the DBP 2006 and PSP, as indicated in the table above, the foltowing shares were realised arising from such notional reinvestment of dividends:
Gregor Atexander received 4,840 shares, Alistair Phillips-Davies received 6,262 shares and Martin Pibworth received 2,523 shares.

1 The performance measures and targets applicable to awards under the PSP are described on page 122 (8. The 2015 award under the PSP vested at 30%.

2 Onethird of annual bonus payable to Executive Directors and Senior Managers is satisfied as a conditional award of shares under the DBP 2006 and DBP 2016. Vesting of
shares under the DBP 2006 is dependent on continued service over a three year period. In view of the linkage to annual bonus, no further performance condition applies
to the vesting of DBP 2006 awards.

3 Theinitial Leadership Share Plan (LSP) award made in 2016 equates to the AIP award earned in 2015/16. The shares awarded are subject to an annual evaluation and may
be modified up or downbased on customer or financial performance. No modification up or down has been made in any of the three years. The vesting of the award is
subject to an “underpin” condition which is the achievement of SSE’s dividend policy over the period. :

4 Awards granted as Retention Share Awards prior to Martin Pibworth's appointment as an Executive Director.

5 The market value of a share on the date on which these awards were made was 1,357.50p.

6 The market value of a share on the date on which these awards were realised was 1,357.50p.

The closing market price of shares at 29 March 2019 was 1,187p and the range for the year was 1,032.50p to 1,440.50p. Awards granted during the year were granted under

the DBP 2016 and PSP. The aggregate amount of gains made by the Directors on the exercise of share options and realisation of awards during the year was £1,090,468
(2018 - £1,367,263). . L
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2. Historical remuneration disclosures
Change in Chief Executive total remuneration
The graph below shows SSE TSR performance over time relative to FTSE 100 performance.
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The table below shows the Chief Executive’s annual remuneration since 2010. l
Single total figure - Annual variable Long term
of remuneration! elementaward?  incentive vesting®

Directors (E€°000) (% of maximum) (% of maximum) Application of discretion
2018/19 (Alistair Phillips-Davies) 1,656 0 26 Downward discretion applied to AIP
2017/18 (Alistair Phillips-Davies) 2,693 78 30 )
2016/17 (Alistair Phillips-Davies) 2917 72 46 Downward discretion applied to AIP
2015/16 (Alistair Phillips-Davies) 1,696 54 0 .
2014/15 (Alistair Phillips-Davies) 2,311 e 64 0
2013/14 (Alistair Phillips-Davies and lan Marchant)* 2,546 63 22
2012/13 (lan Marchant) 2,241 - 0 53 Chief Executive waived AIP
2011/12 (tan Marchant) . 1,214 25 0 Downward discretion applied to AIP
2010/11 ({lan Marchant) 1,686 . 60 0
2009710 (lan Marchant) 1,795 59 .16

The single total figure of remuneration is calcutated on the same basis as the “single total figure of remuneration” table on page 128 &,

The annual variable element award (AIP) is the figure shown on page 13118, and reflected in the “single total figure of remuneration table” on page 128 8.
The long-term incentive (PSP) vesting is the figure shown on page 132 (B, and reflected in the “single total figure of remuneration table” on page 128'8.
For 2013/14, an aggregate number has been applied by combining pro-rata values for each CEO based upon their time in role.

DN N

Alignment of Directors’ Remuneration Policy with pay across the wider. employee population

For a number of years, the ratio of the CEO's pay using an average employee earnings figure derived from staffing costs has been voluntarily
disclosed. For 2018/19, a pay ratio is again being disclosed voluntarily. The calculation methodology however, has been revised to meet the
reporting requirements now clarified for annual reports effective for financial years commencing 1 January 2019. The methodology chosen is
a hybrid approach combining Gender Pay Gap data with additional elements of pay which are important components of SSE employees’ pay
including overtime, employer’s contribution to pension and excluding salary sacrifice arrangements. The exclusion of such elements would
not present the most appropriate and consistent comparison. Thée table below shows ratios at the 25th percentile, median and 75th percentile,
and will be built on each year accompanied by narrative to explain any movements.

Calculation
Methodology 25th percentile Median 75th percentile
Year Salary Ratio Salary Ratio Salary Ratio
2018/19 C £22,150 751 £30,346 551 £41,294 40:1

Previous years' disclosures, prior to clarity on the disclosure requirements, are shown below alongside this year's ratio calculated on the same
basis. This year's ratio is significantly reduced in comparison to the previous year. While average earnings across SSE have increased by 5%, the
Chief Executive's earnings have reduced by 39% due to the reduction in variable pay as described on page 128 8.

' . . ’ Chief Executive v Average SSE

earnings! earnings?
E £ Pay ratio
2018/19 1,656,000 . 45230 36:1
2017/18 X 2,713,000 43,144 62:1
2016/17 : 2917000 40,723 721
2015/16 1,696,000 39,990 42:1

1 The Chief Executive’s earnings are calculated on the same basis as the single total figure of remuneration table shown on bage 1288.
2 Average employee earnings are based on staffing costs inclusive of the Retail business (in line with GPG reporting) calculated on the same basis as note 8.1 of the
accounts, excluding social security costs.
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Relative importance of the spend on pay
The table below indicates how the earnings of Executive Directors compare with other financial dispersals. The movement in Executive
Directors’ earnings in 2019 is explained on page 128 1B .

2016/17 2017/18 : 2018/19

. Em £m £m

Executive Directors’ earnings' ) ' ' .51 53 36
Dividends to shareholders . i 906.6 926.1 973.0
Capital and investment expenditure 1,726.2 1,503.0 1,4229
Total UK taxes paid (profits, property, environment and employment taxes)? 385.0 4841 403.7
Staff costs? ‘ 679.4 665.6 653.5

1 Calcutated on the same basis as the “single total figure of remuneration® table on page 128 8.

includes corporation tax, employers’ National Insurance contributions and business rates.

3 Staff costs for all employees, as per note 8.1 of the accounts, excluding Executive Directors. The flgures for 2016/17 and 2017/18 have been restated to exclude staffing
costs for the Retail business in line with the financial accounts.

N

For every E£1 spent on Executive Directors’ earnings by SSE in 2018/19, £112 was paid in tax, £182 was spent on employee costs and £395
was spent on capital and investment expenditure. In addition, £270 was made in dividend payments to shareholders for every £1 spend on
Executive Directors’ earnings.

3. Governance

External appointments

Executive Directors are able to accept a non-Executive appomtment outside the Company with the consent of the Board, as such appomtments
can enhance their experience and value to the Company. Any fees received are retained by the Director. Gregor Alexander was a non-Executive
Director with Stagecoach Group plc during 2018 and received £61,000 in fees. Gregor Alexander is also Chairman of Scotia Gas Networks and
receives no additional fees for this. '

Payments for loss of office and payments to past Directors
- There were no payments for loss of office or to former Directors during the year.

Advice to the Committee ) ‘
The Chief Executive, the Director of Human Resources and Head of Reward advised the Committee on certain remuneration matters for the
Executive Directors and senior executives although they were not present for any discussions on their own remuneration.

The Director of Human Resources and Head of Reward advised on HR strategy and the application of HR policies across the wider organisation.

FIT Remuneration Consultants LLP (FIT) provided a range of information to the Committee which included market data drawn from published
surveys, governance developments and their application to the Company, advice on remuneration disclosures and regulations and comparator
group pay. FIT received fees of £49,633 in relation to their work for the Committee, calculated on a time and materials basis. FIT are founding
members of, and adhere to, the Remuneration Consultants’ Group Code of Conduct. The Code defines the roles of consultants, including the
requirement to have due regard to the organisation’s strategy, financial situation, pay philosophy, the Board's statutory duties and the views of
investors and other stakeholders. The Committee reviews the advisers’ performance annually to determine that it is satisfied with the quality,
relevance, objectivity and independence of advice being provided. FIT provides no other services to the Company.

Freshfields LLP also provided advice on legal matters, such as share plan rules, during the year.

Evaluation
Through the internal Board evaluation process which was carried out during the year, it was confirmed that the Remuneration Committee
continued to operate effectively. Details of the wider annual evaluation process are set out on pages 97 to 99 18.

Risk assessment ~

The Remuneration Committee carries out a remuneration risk assessment on an annual basis to identify and evaluate the risks inherent

in our Directors’ Remuneration Policy. Important risk mitigators identified included the broad balance of clear financial and non-financial
performance measures, targets which are set in line with SSE's business pltans and an overall approach to pay design which rewards the
delivery of strong, yet sustainable, performance. The close coordination with the Audit Committee was also highlighted as a strength. Specific
areas of focus for the future in respect of remuneration risk include simplicity, ensunng fair pay outcomes and applying dlscretuon to do so,
and the changing governance landscape.
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Annual Report on Remuneration continued

\

Shareholder voting in 2018
On 19 July 2018, shareholders approved the Directors’ Remuneration Report for the year ended 31 March 2018 and the result is shown below. Also
shown below, is the result of shareholder voting on the previous Directors’ Remuneration Policy at the AGM on 21 July 2016.

Annual Report on Remuneration - sharehotding voting in 2018 Directors’ Remuneration Policy — sharehotder voting in 2016
B For-97% ' B For-99%
B Against - 3% B Against - 1%
Total votes cast: 664,139,630 Total votes cast: 665,802,316
Votes withheld: 13,484,571 Votes withheld: 6,175,339

Remuneration Committee

The Terms of Reference for the Committee were reviewed during 2018/19 and are available on the Company's website (www.sse.com £0). In
summary, the Committee determines and agrees with the Board, the Company's framework and policy for executive remuneration including
setting remuneration for all Executive Directors, the Company Chair and Company Secretary. During the year, the Committee formalised its
responsibility for setting remuneration for the Group Executive Commiittee.

The members of the Committee and the meetings attended are set out on page 116 B. The following agenda items were considered:

MEETING DATE AGENDA ITEMS

May 2018 AGM season overview, AlP and PSP performance discussions, below-Board remuneration, 2017/18 DRR, PSP, LSP
and DBS participants, remuneration advisors annual performance review, 2018-20 Remuneration Committee plan.

November 2018 Market and governance update, 2017/18 DRR review, mid-year performance update, review of performance
: measures, 2018-20 Remuneration Committee plan.

March 2019 Annual risk assessment, sha