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OUR VISION

TO BE THE WORLD'S LEADING
NUCLEAR ENERGY COMPANY.

CORPORATE STRATEGY

TO IMPROVE THE PERFORMANCE FROM
OUR CORE ASSETS, OUTPERFORM THE
WHOLESALE MARKET IN THE UK AND
BUILD UP A STRONG BUSINESS IN
NORTH AMERICA.

HIGHLIGHTS

— PROFT BEFORE TAX AND EXCEPTIONALS
UP FROM £10M TO £42M.

— LOSS AFTER EXCEPTIONALS BEFORE
TAX WAS £493M.

- UK BUSINESS INCURRED A £41M
LOSS PRE EXCEPTIONALS.

- WHOLESALE GENERATION PRICES
AT AN UNPRECEDENTED LOW.

— AN EXCELLENT PROFIT CONTRIBUTION
FROM NORTH AMERICA OF £83M.

— UK NUCLEAR PLANT RELIABILITY
INCREASED SIGNIFICANTLY.

- LOWEST EVER UK NUCLEAR
GENERATION COST OF 1.67p/kwh.

— UK DIRECT SALES TCO INDUSTRY
UP BY MORE THAN 60%.

- BRUCE POWER PERFORMING AHEAD
OF EXPECTATIONS.

- FINAL DIVIDEND OF 5.3p PER
ORDINARY SHARE MAKING 8p FOR
THE YEAR.
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“IN THE UK, WE DELIVERED A STRONG IMPROVEMENT

IN THE OPERATIONAL PERFORMANCE OF OUR NUCLEAR

PLANTS AND THE EXPANSICN OF OUR DIRECT SALES
BUSINESS IS PROGRESSING WELL.”

CHAIRMAN’S STATEMENT

It is just under a year since | took over
as Chairman.

During this period, UK generation wholesale
prices have fallen steeply causing us to write
down by £300m the value of Eggborough, our
2,000 MW coal-fired station, and also make
a provision of £209m for out of the market
electricity purchase contracts entered into
several years ago.

This coltapse in the UK market price has swamped
an upturn in the operational performance of
our UK businesses and an excellent year of
progress in North America. Taking all of these
factors together, British Energy made a loss before
tax of £493m compared with a profit of £57m
in the previous year. Although the underlying
operational improvements on both sides of

the Atlantic are clearly important and give
confidence in the future of British Energy, the
business returns are totally unsatisfactory for
a company supplying some 20% of the UK's
electricity with a turnover in excess of £2bn.

As a Company we believe in competition

and embraced the New Electricity Trading
Arrangements (NETA) when these were
introduced in the UK just as we strongly supported
the opening of the electricity market in Ontario.
However, prices have now fallen to the point
where several coalfired stations are currently
being mothballed cor threatened with being
placed in administration.

In our submission 1o the Government's energy
review, we expressed deep concerns regarding
distortions in the UK electricity market and
drew attention to the following:

~ British Energy’s nuclear stations provide 20%
of the UK's electricity needs.

~ Nuclear energy provides the only proven means
of reliably generating electricity on this scale
without producing greenhouse gases.

— Last year our nuclear stations avoided
the emission of some 40 million tonnes
of CO,, equivalent to the pollution from over
half the cars on Britain’s roads. Nuclear
generation should not be penalised by the

Climate Change Levy which is intended 1o
promote CO,-free generation.

- Nuclear generation pays for the management
of all its wastes unlike gas or coal generation
which emit greenhouse and other polluting
gases without penalty.

— British Energy’s nuclear stations are subject
to almaost 50% more in local rates compared
to gas or coal plants of an equivalent size.

Also in our energy policy review submission,
we highlighted the need to address our
contractuat relationship with BNFL. Due to the
positive steps taken by both companies, i am
pleased to report there has been significant
progress on exploring means of constructively
working together such as the joint venture

on nuclear new build. However, much has

still to be done to bring the reality of market
economics into our mainstream business
relationships.

All of the above need to be addressed now
for the UK to have a competitive, secure and
successful energy industry and to provide the
basis for keeping the nuclear option open.

More broadly, in conjunction with the World
Association of Nuclear Operators (WANDO),

we benchmarked our performance against
worldwide best practice for our industry
focusing on improving safety, retiability and
cost leadership. We are now involved in the
operation of 26 reactors in three countries
and our common approach to nuclear power
operations is to use the tried and tested
methodology of WANO to strive to be amongst
the best. This has reinforced our belief that
excellence in safety and reliability is essential
to commercial success.

Returning now to our business performance,
two years ago we set ourselves four demanding
targets, We committed to reducing our UK
nuclear cost base over three years by £150m
and increasing our output to 69 TWh to achieve
a UK nuclear unit operating cost of 1.6p/kWh.
We also committed to competing effectively
under NETA and outlined our plans for growing
the business in North America.
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CHAIRMAN'S STATEMENT
CONTINUED
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At the start of year three, | am pleased to
report we are making steady progress on all
four key objectives and that, for 2001/2002,
profit before tax and exceptional items has
risen from £10m to £42m. These significant
achievements are the result of a focused and
dedicated team effort throughout the Company.

While our UK and North American businesses
have the same operaticnal focus and are
equally determined to succeed, their results
and prospects are significantly different.

In 2001,/2002 the UK operating profit before
exceptional items further deteriorated by £37m
whereas the North American operating profit
contribution increased by £66m.

Last May, Bruce Power {(in which we have an
82.4% majority interest) concluded the lease
of two nuclear plants in Ontario until 2018
extendable for up to a further 25 years. Each
plant has four units with those at Bruce A being
shut down at the time of the transaction and
the other four at Bruce B being operational.
The plans to restart two of the mothballed
Bruce A units by summer 2003 are progressing
well. The competitive Ontario energy market
opened on 1 May 2002 and Bruce Power has
traded successiully.

AmerGen, our joint venture with Exelon in the
US, has continued its success.

In the UK, our nuclear stations produced

67.6 TWh, their best performance for some
three years. Operating costs (normalised for
output) were down by £62m and as a result

of the increased generation and the reduction
in costs, unit operating cost was reduced by
10% to a record low of 1.67p/KWh. We remain
confident of delivering output levels of 70 TWh
and a unit operating cost of L.6p/KWh in
2003/2004.

We have greatly increased our direct sales
business and continue to maintain our
number one ranking in terms of customer
satisfaction in the large industrial and
commercial sector and Eggborough has built
up a formidable reputation for reliability and
flexibility. Our state-ofthe-art trading systems
and our skilled trading team using the flexibility
of Eggborough have enabled us to perform well
in the balancing market. Qur achieved price

of £20.4/MWh represents a premium of over
£1/MWh on the prevailing England and Wales
market price.

Looking to the future, we are now well placed in
Canada to build upon our Bruce Power business.
Working with two firms of nuclear plant architect
engineers, AECL for new generation CANDU and
BNFL/Westinghouse for advanced PWR, we are
examining the business case for follow-on
nuclear new build in the UK. We are actively

pursuing a range of windfarm developments
both in the UK and Canada.

This has been a year of change at Board level.
Peter Stevenson and Julia Walsh will both stand
down at the AGM having served the Company
for two terms. Both contributed greatly as the
Company evolved over the past several years
and | thank them.

Mike Kirwan retires at the end of May. He was
Finance Director of Nuclear Electric, then of
British Energy and finally Strategy and Business
Development Director. Mike contributed a
unique combination of intellect, charm and
patience. He will be greatly missed.

Having said goodbye to three long-standing
colleagues, | am most pleased to welcome

to the Board three new Executive Directors,
David Gilchrist, Duncan Hawthorne and Keith
Lough, and also two Independent Directors,
Clare Spottiswoode and lan Harley. We have
challenging times ahead and their contribution
will be vital.

when | took on the role of the Executive
Chairman | made it clear that the roles

of Chairman and Chief Executive would be
split. The search for a Chief Executive has
commenced with both internal and external
candidates being considered for the post.
The target | have set is to find and announce
the right person before the end of the current
financial yeat.

More generally, the Company places a

strong emphasis on career progression and
succession managemerit. We are focusing
on the recruitment, training and development
of able and enthusiastic people.

We are well served by our staff whose innovation,
determination and ability have achieved a great
deal: this will continue to be the platform for
British Energy's future success. On behalf

of your Board, | thank each and every one

for their contribution.

Your Board is recommending a final dividend
of 5.3p, making an unchanged total of 8p per
ordinary share for the year. Our current policy
remains unchanged. We aim to maintain the
dividend and grow it to reflect improvements
in the operating and financial performance of
the Company.

Rdoinm ”Lﬁ«j

Robin Jeffrey
Executive Chairman

“Nuclear energy is the only proven means of reliably
generating electricity on this scale without greenhouse

gas emissions.”
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“WE CONTINUE TO MAINTAIN OUR NUMBER ONE
RANKING IN TERMS OF CUSTOMER SATISFACTION
AND ARE NOW THE SUPPLIER OF CHOICE IN THE
LARGE INDUSTRIAL AND COMMERCIAL SECTOR.”

OPERATING REVIEW
TRADING

British Energy is the largest electricity generator
int the United Kingdom producing 74.7 TWh
from its nuclear and coal power stations.

We operate in an increasingly competitive
market place where prices for baseload
electricity have fallen by over 18% as a result

of the introduction of new electricity trading
arrangements (NETA} throughout England and
Wales in March 2001. In the same period

our net achieved price has fallen by 9% from
£22 5/MWh to £20.4/MWh, Increased market
participants, new trading arrangements designed
to favour flexible plant and increasing vertical
integration of the electricity sector have
combined to face the Company with its most
serious commercial chatlenge.

British Energy's eight UK nuclear power stations
operate most efficiently as baseload generators
running continuously. But in today’s power
market baseload generation is devalued, and
flexible stations, which can adjust to customer
requirements easily, achieve higher prices.
Anticipating these changes, in 2000 we
acquired our 2,000 MW coalfired station at
Eggborough. Last year Eggborough's output was
7.1 Twh which was marketed in combination
with our nuclear cutput to match customer
requirements or sold in the balancing market.
The station also acted as a reserve in case
nuclear plant came offline. This has allowed us
to earn a premium of over £1/MWh against the
prevailing England and Wales market price. In
July we announced a major contract to retro-fit
FGD at two of Eggborough’s units. The work has
started and will be complete by the end of
2004 at a total cost of around £70m.

Our Power and Energy Trading arm sells our
output through four primary channels:

- Direct sales to large business consumers.

- Indirect sales through intermediaries such
as suppliers, traders and other generators.

— Sales to ScottishPower and Scottish and
Southern Energy (SSE) under the Nuclear
Energy Agreement.

— Sales of balancing and ancillary services
to National Grid, the system operator.

We have increased our direct sales business
by more than 60% to 18.6 Twh. We continue
to maintain our number one ranking in terms
of customer satisfaction and are now the
supplier of choice in the large industrial and
commercial sector.

We now have a large number of major blue
chip customers including Britvic Soft Drinks,
John Lewis Partnership, and Marks & Spencer.
Whitehall and 10 Bowning Street are also
British Energy customers — in this case for
renewable energy power, secured through

our energy trading business. Qur success

in growing our direct supply business to large
customers is now being extended to include
the small and medium-sized enterprise sector.
Cver the next two years we plan to grow our
direct sales business organically by 25%.

Prices have declined throughout the year
although there has been some recovery in
recent weeks. For most UK generators prices
are reaching a point where they do not cover
costs — a position which is unsustainable in
the longer term. This lies behind the increasing
numbers of plants being closed or mothballed
in recent months. However, in the coming year,
although prices may persist at low levels for
some time, we are insulated to a degree by
our forward selling strategy which has pre-sold
much of our output at fixed prices.

Under the Nuclear Energy Agreement (NEA),

all the output from our two Scottish stations

is sold to ScottishPower and SSE until 2005.
Last year ScottishPower sought to challenge

the agreement and its pricing. British Energy
remains confident that the NEA remains valid and
enforceable. SSE has accepted the NEA is not
frustrated and both companies continue to take
our output. The case is due to come to court

in August.

Our extensive preparations for NETA have seen
our systems performing welt. Predictability of
output has allowed us to achieve a balancing
error in generation of less than 1%, amongst
the best in the sector. We are now using these
skills to offer services to others and continue
to develop new channels to market.

Energy Information Centre survey
Ath quarter, 2001

Service aspect Rating BE rank
Response to enquiries 127 1
Quality of responses 124 1
Help from account manager 126 1
Frequency of contact 128 1
8ill clarity/ suitability 129 1
Bill accuracy 125 1
Accounts dept help 134 1
Flexibility with contracts 127 1
Contract price 108 1
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“LAST YEAR BRITISH ENERGY'S NUCLEAR STATIONS
PRODUCED 67.6 TWh, THEIR SECOND HIGHEST
PERFORMANCE EVER. WE ARE COMMITTED TO
MAXIMISING VALUE THROUGH SUSTAINABLE SAFETY
AND TO BE THE LOWEST COST GENERATOR,

A STRETCHING BUT ESSENTIAL GOAL.”

. . - ’ British Energy Generation, our nuclear business
OPERATING REVIEW in the UK, is determined that its performance
UK GENERATION will be world ¢lass. We are committed to
maximising value through sustainable safety
and cost leadership by the adoption of world
best practice. Our plans are focused on safe
and reliable operation, minimising losses,
and continuous improvement. We remain
determined 10 be the lowest cost generator,
and achieve an operating cost of 1.6p/kWh
or lower, a stretching but essential goal in
the United Kingdom's highly competitive
- L . - electricity market.

This year we put in place a two-year programme
of plant investment to improve nuclear safety,
enhance reliability and raise output. We have
committed more than £30m over the next two
years to improve the material condition of our
stations, particularly at Dungeness B and
Hinkley Point B. We are also implementing fuel
route improvements to remove bottlenecks;
these, together with exhaustive outage planning,
will minimise downtime and improve reliability.

The main impact of this programme will be felt
next year. Our nuclear fue! costs are expected
to reduce by over 10% through a combination of
higher-specification fuel which delivers greater
output and contract amendments agreed with
BNFL. The higher-specification fuel is already

in use at Heysham 2 and Torness is expected
to follow later in the current year.

Our engineering team is working on new
techniques in fuel technology to deliver
a further 20% decrease in fuel costs and
improved fuel route performance.

Nuclear output was 67.6 TWh, up 8% and

the second highest performance ever from

oyr nuclear flegt. Nuclear operating costs,
excluding output related increases, were down
on a like-for-like basis by £62m. As a result

of the increase in output and the reduction in
costs, unit costs were down by 10% to a record
1.67p/kwh.

Qur wider supply chain network is being
rationalised to build strong partnerships

with key suppliers around shared business
objectives. Cost reductions, better planning,
greater efficiencies and improved reliability are

now starting to come through. By 2003 supply
chain changes should deliver £15m per year
savings for the business.

The fuel route improvements and supply chain
reorganisation are part of the initiative we
announged in 2000, targeting £150m of
sustained savings in our UK nuclear generation
business by 2003. To date £125m has been
delivered including £62m in reduced operating
costs in 2001/2002. Our achievement of the
£150m in this financial year is dependent on
delivering certain breakthrough initiatives, but
even without those we are confident we will
deliver the full savings by 2003/2004.

This investment programme will enable us to
deliver consistent UK nuclear output of 70 TWh
on the same timescale — a 1 TWh increase over
our previously announced target.

In 2001 we asked the World Association of
Nuclear Operators (WANO), to undertake a
corporate review of British Energy — the first
review of this type to be undertaken outside
North America. This benchmarked our
corporate support activities, which underpin the
safe operation of cur stations, against the best
in the world. WANQ examined our leadership,
management, operating standards and
corporate expectations across the breadth

of our UK nuclear business.

The review was a penetrating and thorough
appraisal and we have acted on it. We are
applying the learning from the review widely
across British Energy's business and have
asked WANO to review our selfimprovement
progress early in 2003. The corporate review
complements the regular evaluation of
individual station organisation and performance
carried out by both WANQ and UK peer groups
drawn from the nuclear sector.

Last year, reportable minor incidents, which fell
by 30% in 2000,/2001 fell by a further 7%. The
international Nuclear Event Scale (INES) is the
standard scale measuring the significance of
nuclear safety events. In 2001,/2002 we had one
event registered at level 2 on the 7-point INES
scale while all others were at or below level 1
(minor operating anomalies with no impact on
staff or the general public). The level 2 incident

67,6 TWh
1.67p/KWh

Increased UK nuclear output

Our UK nuclear stations produced 67.6 Twh last
year — their highest output for three years. We have
made savings of £125m in operating costs over the
last two years. Our generation cost last year was
our lowest ever, 1.67p/kWh.
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“Qur priorities for the coming

year are clear. We will continue

to build on the progress made in
2001/2002 and, through focusing
on safe, reliable performance, help
British Energy achieve lowest cost
generator status.”

British Energy plc Annual Report and Accounts 01/02

occurred when a fuel handling machine at
Heysham 1 suffered a mechanical failure. We
concluded that there were some procedural and
safety culture deficiencies but that defence in-
depth remained intact. We always seek to learn
from such incidents and share lessons learned
across the industry.

Last year, the collective radiation dose to
workers at our UK nuclear stations was lower
than in any previous year and the lowest of any
nuclear operator in the world.

We adopt the same rigorous approach
to industrial and site safety, using the
International Safety Rating System (ISRS).

Last year, six UK plants achieved ISRS level 8
or higher, placing them in the top 10% of all UK
industry. Sizewell B and Hunterston B exceeded
this, and are now among only four UK industriat
sites of any kind to achieve ISRS level 9.

At Hinkley Point B we set a station record of
627 days without a lost time accident showing
what can be achieved. Elsewhere, however,
handling injuries and slips, trips and falls
proved hard to eliminate resulting in a rising
accident frequency trend which we are seeking
to reverse.

The year saw a marked improvement in our
relationship with BNFL, our largest supplier by
a significant margin, which has allowed us to
achieve greater flexibility in our operations and
reduce costs, But, there is still much more to
be done in reducing the costs of dealing with
our spent fuel.

Each of the individual stations have contributed
significantly throughout the year. Hunterston 8, for
example, achieved a record output of 9.85 TWh
in its 27th year of operation. 1ts sister station,
Hinkley Point B, led the Compary in successfully
introducing our new, integrated Work Management
system which will underpin station maintenance,
work scheduling and refiability and is already
producing considerable benefits.

Hartlepool, for the second year in succession,
achieved unit costs of around 1.6p/kWh — in
line with the Company’s overall target for all
of our stations in future. It aiso achieved its

shortest planned outage ever — as did its sister
station, Heysham 1. These outages were 44
and 42 days respectively = but with our North
American plants achieving even shorter
planned outages, we are looking to apply their
experience to our UK plants in future to achieve
further improvements in the UK.

Sizewell B maintained its excellent operational
record of over 95% load factor between
scheduled outages and now achicves the
lowest unit operating cost for its type of PWR.
Dungeness, after major engineering works over
the preceding year, returned one of its highest
ever output totals — and ended the year cash-
positive for the first time.

Our priorities for the coming year are clear.
We will continue to build on the progress made
in 2001/2002.
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“OVERALL IT HAS BEEN A VERY ENCOURAGING YEAR
FOR OUR BUSINESS IN CANADA. WE SEE NORTH
AMERICA AS AN ATTRACTIVE AREA FOR FUTURE
GROWTH AND COMPLEMENTARY INVESTMENT TO
BUILD ON THE SOLID FOUNDATIONS CREATED BY
BRUCE POWER AND AMERGEN.”

Although our investments in North America may
still be relatively recent, they already make a
crucial contribution to Group profitability and
provide the platform for sustained growth.

OPERATING REVIEW
NORTH AMERICA

Qur most significant international deal to date
was completed in May 2001, when Bruce Power
leased the Bruce nuclear complex on the
shores of Lake Huron from Ontario Power
Generation. Bruce is the largest nuclear
generating complex In North America. Bruce B's
L four CANDU reactors totalling some 3,200 MW
- o - provide 15% of Ontario’s electricity, making
Bruce Power the second largest generator
in Ontario.

Over the year Bruce B produced 20.5 TWh,

a capacity factor of 83% overall. Two of its
reactors were the best performing CANDU units
in the world last year. The profit contribution
from British Energy’s B2.4% interest in Bruce
Power was £33m for the period since entering
the lease on 12 May 2001.

Programmes to achieve higher availability and
to reduce operating costs at Bruce B are well
on track. We undertook the first of a series
of long planned outages using prototype
equipment and returned the unit to service
ahead of programme, giving confidence about
the achievement of similar programmes over
the next two years.

Bruce B's strong operational performance,
together with increased investment in plant
reliability, has allowed us to plan for increased
output. We now expect Bruce Power to deliver
an average of £20m profit per reactor in
200272003, a year earlier than previously
announced.

We are also well advanced with the restart
programme for two of the reactors at Bruce A
which were taken out of service in 1997. This
programme which involves some 1,000 staff
and contractors is progressing on schedule and
we are working to obtain early regulatory consent
for the restart. We aim to bring units three and
four back into full production by the summer of
2003 increasing total capacity for the two Bruce
plants to 4,700 MW. When these two units
return to service we expect profit contribution
to rise to £25m for each of the six reactors.

Bruce Power is a good example of our sucecess
in partnering with others. Cameco Corporation,
the world's largest uranium provider, which
owns 15% of Bruce, supplies the uranium

fuel for Bruce Power’s CANDU reactors. The
partnership also involves the site trade unions
who own 2.6% of the equity in Bruce Power,
rising to 5.2% within two years. We saw equity
participation as a novel and successful way

of pursuing our partnership and it is helping to
nurture a positive relationship with our 3,200
employees at the Bruce. Bruce Power recently
completed the negotiation of a two-year contract
with the Power Workers' Union. This together
with the existing two-year agreement with the
Society of Energy Professionals creates a
healthy relationship underpinning our future
plans for Bruce Power.

Safety has also been a priority for improvement
across the year in line with the approach taken
at our UK stations. This year we introduced the
ISRS system to Bruce and achieved an
extremely creditable first rating of tevel 7.

As in the UK, we have been working with WANO
to benchmark our operations and nuclear
performance and this has proved immensely
worthwhile. There is still much to do, but on
both nuclear and industrial safety we have
made progress.

After much preparation the Ontario electricity
market was fully deregulated on 1 May 2002.
The competitive market opens up many new
opportunities for Bruce Power. We prepared
thoroughly for this change, building up our
own marketing operation. We have grown our
portfolio of customers and long-term fixed
price contracts now cover 60% of our projected
output for the coming year. The experience
gained in the competitive UK market will give
Bruce Power a distinct advantage over other
local electricity generators.

We are also close to developing our first wind
power venture in Canada, near the Bruce site.
Huron Wind, a 50/50 joint venture with Ontario
Power Generation, is building a 10 MW wind
farm, which is scheduled to come into operation
later this year.

Overall it has been a very encouraging year for
our business in Canada. This was recognised

3%
20.5 TWh

Bruce B’s performance

The Bruce B station in Ontario achieved an overall
capacity factor of 83% with two reactors operating
at 99% and 100% respectively. After the planned
restart of 2 units at the Bruce A station we expect
profit contribution to rise to £25m per reactor.

“We see North America as an

attractive area for future growth
and complementary investment
to build on the solid foundations
created by Bruce and AmerGen.”
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in December, when Bruce Power received the
Financial Times Global Energy Award for
Successful Investment Decision of the Year —
the second time British Energy has won this
prestigious award.

The first time was in 1999, when AmerGen,
British Energy's US joint venture with Exelon
won it for its acquisition of Three Mile Island 1
{TMI) — a groundbreaking deal which triggered
North America’s commercial nuclear
renaissance. AmerGen remains unique and
now owns three nuciear power plants: TMI, in
Pennsylvania; Clinton, in lllinois; and Oyster
Creek, in New Jersey. They are operated in
conjunction with the larger Exelon nuclear fleet,
to maximise efficiencies and achieve economies
of scale.

In the period since AmerGen’s first investment,
the market for plant acquisitions in the US

has changed significantly. Plant now changes
hands at significantiy higher prices. As a result
growth potential for AmerGen is presently
constrained. Qur focus is therefore on maximising
the performance of the existing fleet.

Profit before tax from our 50% share of
AmerGen increased substantially to £41m
refiecting excellent performances from Clinton
and Oyster Creek. Clinton, the newest of the
stations, performed very well and exceeded our
expectations with a 97% capacity factor; during
the year it also received reguiatory clearance
for a significant capacity upgrade which will raise
the plant’s output potential by some 120 MW
or 16% over the next three years. Oyster Creek,
AmerGen's oldest station had an excellent year
and achieved a record 95% capacity factor.

TMI has been one of the best performing plants
in North America. AmerGen is confident that
TMI will regain its leading position in the future.
However, in 2001, it experienced an extension
of a refuelling outage due to steam generator
problems and a forced outage due to a
transformer failure. During the outage the
turbine generator was upgraded and this has
increased the plant’'s output potential by

44 MW or 5%. Since the outage was completed
on 6 December the plant has remained on load
at a nominal 100% capacity factor.

The aggregate performance of the three plants
was in line with expectations but with their
future performance potential enhanced. The
Company now expects to exceed its target of an
average of £1.0m profit before tax contribytion
from each of the AmerGen plants in future years.

We see North America as an attractive area for

future growth and complementary investment to
build on the solid foundations created by Bruce

Power and AmerGen.

The climate for nuclear in North America is
encouraging. The US Government, has made
it clear it sees nuclear as an important part
of the generation mix going forward and has
taken steps to encourage both new reactor
design evaluation and site identification. The
prospect of the first new nuclear station

for 25 years being built by 2010 is now a
real possibility. Meanwhile the regulator has
approved eight life extension applications
enabling existing nuclear capacity to play a
continuing part in the energy mix in the US.

All these factors combine to present a
very positive outlook for British Energy
in North America.
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“BRITISH ENERGY 1S COMMITTED TO THE PRINCIPLES

OF RESPONSIBILITY AND SUSTAINABILITY. THE COMPANY

WORKS TO A SET OF CORE VALUES WHICH, TAKEN AS
A WHOLE, SET THE AGENDA IN THE WAY WE RELATE TO

OUR STAFF, CUSTOMERS AND COMMUNITIES WE SERVE,

AND THE WIDER ENVIRONMENT.”

OPERATING REVIEW
SUSTAINABILITY THROUGH
RESPONSIBILITY

Safety is integral to all our pperations, both
nuclear safety of our plant and the industrial
safety of our staff. This extends to ensuring
that we protect the communities around our
plants and the wider environment at all times.
Our safety performance is detailed in our
Safety Health and Environment Repart published
in July.

All our power stations and office sites in the UK
are accredited to the international environmental
management standard ISC 14001. Our approach
ensures protection of the environment, now
and in future — essential for sustainable
development. Qur impact on the environment
needs to be set in perspective; the highest
radiation dose from our power stations to a
member of the general public is about 1% of
that from background radicactivity.

Profit through progress: Our 8,200 staff know
they all have a vital role to play in delivering
profits for our shareholders. 90% of our UK
staff are shareholders and at Bruce Power 56%
participate in the Company sharesave scheme.

We also seek to work with the communities

we serve. Every power station has an active
sponsorship programme with a focus on
education, safety and environment programmes.

The Company also looks for ways to play its
part responsibly in the wider world. Qur front
cover features Mission Antarctica where we
offered two of our staff - Steve Ardern from the
UK and Sandy Nelson from Canada ~ the
opportunity to take part in an international
project. This involves young people and
businesses actively working together to clean
up the polar environment. The project is
sending a message 1o this year's World Summit
in Johannesburg in September that our climate
is fragile and global warming has to be
addressed by businesses, nations and
individuals all working together.

Open communication is crucial both inside

and outside the Company. OQur safety culture
encourages open reporting of any events.

We operate a no blame culture at our stations
designed toe ensure all anomalies are identified
at the earliest stage.

British Energy’s website — www.british-energy.com
— is a crucial means of communicating our
performance and news to those interested

in energy issues all over the world and for
receiving feedback. In a typical month we have
over 300,000 visits, We hope you will use it to
keep yourself up to date on British Energy.

British Energy has always supported an open
approach to nuclear generation, and our power
stations have traditionally been open to the
public. However, following the events of

11 September we suspended public tours.
These tours restarted in the UK on 1 May.

Our Power to Learn programme, launched a
year ago and developed in co-operation with
teachers and education experts, places
emphasis on interactive Jearning. Children
throughout the world are now learning through
British Energy's interactive internet-based
programmes.

Respect and Recognition lie at the heart of our
human resources policies. British Energy is fully
committed to providing equal opportunities
regardless of gender, ethnic origin or sexual
orientation, led by its Equal Opportunities Focus
Group - and supported from the very top. Last
year British Energy was awarded the Positive
About Disabled People symbol for its approach
to equal opportunities recruitment.

Professional and Personal integrity: The nature
of our business means we place great
emphasis on the professionalism of our staff
with significant investment in training and
development designed to ensure we maintain
the highest standards.

Succession planning is also a key focus area
for the executive team. Our aim is to ensure
our leaders have a clear perspective on the
operational and commercial environment
within which we operate and can deliver
breakthroughs to meet the challenges of

our international businesses.

In 2002/2003 we expect to recruit 60
graduates between the UK and Canada. Qur
graduate programme ensures that those who
Join gain a broad range of experience, including
international working.

Qur staff

Following the acquisition of Bruce, we now
have over 8,000 staff. We also plan to take
on around 60 graduates in Canada and the
UK next year.

Environment policy

In British Energy, we recognise our duty

to care for the environment. We seek
continual improvement in our environmental
performance by:

— Complying with relevant legislation and
regulations.

- Reducing the environmental effect of our
activities to a practicable minimum by the
prevention of poliution, reduction of waste
and the efficient use of resources,

— Promoting efficient use of energy by
continuing to develop a sense of environmental
responsibility among staff and contractors.

— Openly reporting performance against
environmental targets.

Company values

Safety first

Profit through progress

Opern communication

Respect and Recognition
Professional and Personal Integrity
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“IT 1S DIFFICULT TO SEE HOW THE EUROPEAN UNION
CAN IN FUTURE MEET THE CHALLENGES OF CLIMATE
CHANGE AND ENSURING ENERGY SUPPLY AT
REASONABLE PRICES WITHOUT NUCLEAR POWER
CONTINUING TO MAKE AT LEAST ITS CURRENT
CONTRIBUTION TO ELECTRICITY PRODUCTION.”

EUROPEAN ECONOMIC & SOCIAL COMMITTEE REPORT 2001

OPERATING REVIEW
ENERGY POLICY AT A
TURNING POINT

0.7 Environmental
H;¢dr0 costs
£/MWh

1.0

Wind
D 17

Nuclear
{CCGT)
(FGD)
32.8| Coal

3

(current)

Source: Adapted from the EC ExternE project by AEA Technology 2000.

In 2001 the UK Government launched a review
of Energy Policy looking 50 years ahead. The
UK is not alone in recognising energy is a long-
term business, crucial to any economy. The US
has analysed the lessons of the California
energy Crisis and taken steps to encourage
greater investment and diversity in future US
energy production including encouraging new
nuclear build by 2010. In Europe, the EU
Commission issued a Green Paper on Security
of Supply in Europe and the policy debate in
Europe continues. At the heart of the matter
are three key issues — the challenge of global
warming, the need for security of energy
supplies and how to ensure energy prices

are competitive and affordable.

The UK's ability to meet its Kyoto commitments
is underpinned by the 50 million tonnes of CO,
emissions avoided by Britain's nuclear generators.
But as all the UK’s nuclear stations other than
Sizewell B progressively retire over the next

25 years and are largely replaced by gas-fired
generation, greenhouse gas emissions will rise.

The DTI predicts that by 2020 70% of our
electricity will come from gas and that 90% of
our gas will be imported. Our dependence on

a single fuel and reliance on a limited number
of gas exporting countries highlights a threat
to competitiveness unless our supply mix is
made robust to fluctuations in world gas prices.

In our submission “Replace Nuclear with Nuclear”
we promoted a balanced energy policy, maintaining
nuclear's current 25% share of generation in

a mix including coal, gas and renewables.

We consider a balanced approach gives the
hest trade-off for the environment, security and
competitiveness. if Government wishes to reduce
greenhouse gas emissions more stringently, as
the Royal Cemmission on Environmental Pollution
recommended, then nuclear generation has an
even more significant role to play.

A balanced solution, including nuclear, received
support from many quarters. The report to
Govemment, commissioned by the Prime Minister,
concluded erwironmental considerations must
be central to energy policy. It recommended
that new nuclear power stations should be
rewarded for emitting virtually no greenhouse
gases and the nuclear option should be kept

open. A further consultation on key issues for
Energy Policy including the need for new
nuclear and how to keep the option open

was launched on 14 May 2002.

Qur view is that the industry’s major
contribution to protecting today's environment
needs tangible recognition now. That is
essential both for a viable nuclear industry
today and investment in new capacity. Nuclear
generation shouid be exempt from the Climate
Change Levy and Government shouid consider
a carbon free obligation or carbon taxation to
promote climate friendly generation.

The current rating arrangements for power
stations charge our nuclear stations 50% more
than equivalent coal or gas fired stations. This
should be changed to remove a market distortion.

Longerterm issues such as nuclear waste
disposal must also be addressed. At long last
consultations on how to deal with nuclear
waste have started, aiming to identify the right
disposal solution by 2007. While we might wish
for a more expedited process, we welcome the
willingness now being shown to tackle this
crucially important issue. The fact remains

the incremental waste from any new nuclear
programme will be relatively small and any
waste will all be safely contained and managed.
The waste issue should be measured against
the alternative of 35 million tonnes of CO, gas
fired stations of a similar size would release

to our atmosphere each year. At present

those emissions go uncosted making gas-

fired generation superficially cheaper. The

real costs fall on society, not the polluter.

Overseas, good progress is being made to
address the issue of nuclear waste management.
In Finland, & deep repository design has been
approved Yy its parliament; in the US, Yucca
Mountain has been chosen as the repository site.
Waste management is not an insoluble issue
but a debate being addressed worldwide, as we
all strive for the right sustainable energy policy.

If “passionate about tomorrow, today” means
anything it is the need to consider the future
consequences of policies today for future
generations. We intend to make it very clear
that urgent action is needed now.

42m
COo-

CO, avoided by nuclear

Each year, British Energy’s stations avoid

the release of some 42m tonnes of CO,,
compared to the equivalent energy production
by fossil fired power stations.
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“THE SUCCESS OF OUR INVESTMENTS IN AMERGEN
AND BRUCE POWER DEMONSTRATE THE SCOPE TO
ACHIEVE SUPERIOR RETURNS FOR SHAREHOLDERS.
WE SEE CANADA AS OUR PRIMARY FOCUS FOR

FUTURE GROWTH.”

OPERATING REVIEW
BUSINESS DEVELOPMENT

British Energy’s business development strategy
is based on leveraging our core skills in nuclear
generation and electricity trading in deregulating
markets. The success of our investments in
AmerGen and Bruce Power demonstrate the
scope to achieve superior returns for
shareholders.

With the slowdown in electricity deregulation
and increased competition for nuclear assets,
the opportunities for further nuclear acquisitions
at a reasonable price in the US are now

few and far between, but in conjunction with
our partner Exelon we continue to monitor
developments. In Canada our focus in the
immediate future is to protect and add value

to Bruce Power following the opening-up of the
Ontario market on 1 May 2002. We aim to build
up a more broadly based generation portfolio
there, by adding flexible generation capacity to
complement the baseload Bruce nuclear plant,
and strengthen our supply capahilities, The
liberalisation of the Cntario market will open

up new opportunities both in the province

and through cross-border trading into the US
and we see Canada as our primary focus for
future growth.

Opportunities to leverage our core skills remain
in new markets such as Central and Eastern
Eurape. During the last yvear discussions have
been held in the Czech Republic and Slovakia,
whose governments are at different stages in
considering the disposal of electricity assets
including nuclear power stations. At this stage
it is unclear whether, and if so when, these
transactions will proceed.

Our international consultancy group, which has
recently combined forces with NNC to offer a
wider range of skills, has also been active in
Russia, the Ukraine and Bulgaria providing
support to nuclear operators and advice on
market structures.

We have also established joint ventures with
AECL and Westinghouse to look at new nuclear
designs so we are ready to move forward when
conditions are right.

Closer to home the UK Gavernment's
Renewables Obligation, which came into effect
on 1 April 2002, has created the opportunity

for new wind farm developments to be
profitable. Under the Obtigation all electricity
suppliers must source 3% of the electricity they
supply from renewable generation (rising to
10% by 2011), or alternatively pay a “penalty”
of £30/MWh. As a result approved renewable
generaiors will receive a significant premium
over market prices and a share of penalty
receipts, more than offsetting their higher
generation costs.

British Energy has determined that the lowest
cost solution to meeting its renewable
obligation, currently around 0.5 TWh per year
but expected to rise to 2 TWh by 2011, is
through the development of its own renewable
asset portfolio. Accordingly, we have established
a specialised renewables unit which is
progressing a number of onshore and offshore
wind projects, mostly in partnership, including:

- Offshore Wind Power, a joint venture with
Renewable Energy Systems, to develop a
60-50 MW offshore wind generating facility
five kilometres off the coast of Skegness in
Lincolnshire.

— Lewis Wind, a major joint venture with Amec
to investigate the feasibility of a 600 MW wind
farm near Stornoway on the isle of Lewis,

— In Ontario, Canada, Huron Wind (jointly owned
by British Energy and OPG Evergreen Energy)
is building a 10 MW wind farm adjacent to
the Bruce Power complex.

In addition, we have options on a number
of wind power projects at various stages
of development and our renewables unit
is identifying further sites for potential
development in due course.

During the year our subsidiary, District Energy,
commissioned three 10 MW gas-fired
generating units embedded in local distribution
networks. ln addition to benefiting from lower
connection costs, these plants can be brought
on and off line in a matter of minutes, thus
adding flexibility and shape to our portfolio. Two
further 10 MW plants are under development.

c00 MW

The power of renewables

Lewis Wind, our major joint venture with AMEC
is irvestigating the feasibility of a 600 MW wind
farm near Stornoway on the isle of Lewis —
potentially Europe’s largest wind farm.
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“ALTHOUGH LOWER SELLING PRICES HAVE REDUCED
OUR UK PROFITABILITY, GOOD LONGER-TERM PROGRESS
HAS BEEN MADE. UK NUCLEAR UNIT OPERATING COSTS
ARE AT THEIR LOWEST EVER LEVEL OF 1.67p/kWh AND
THE GROUP’S NORTH AMERICAN OPERATIONS HAVE
MADE SIGNIFICANT CONTRIBUTIONS.”

The downward trend in UK electricity selling
prices has led to the Group making two
significant exceptional charges in the year; a
write down of £300m in respect of Egghorough
coal-fired station and provisions of £209m in
respect of onerous long-term trading contracts.
As a result, the Group made a loss before tax
after excepticnal items of £493m, compared
with a profit of £57m in the previous year.

Excluding the exceptional charges, “business
performance” profit before tax increased by
£32m to £42m. The increase comprised:

Increased loss from UK generation {(26)

Increased contribution from

AmerGen joint venture 26

Contribution from Bruce Power,

purchased in May 2001 42

Increased interest charges {10)
32

The main influences on profit before tax are
discussed in greater detail below. Except where
otherwise indicated the commentary below
refers to the business performance results,
which exclude the impact of exceptional items.

UK operations

Turnover in the UK which comprises generation
sales, direct supply sales and misceHlaneous
income was £1,701m. UK Generation sales
{and energy supply costs) were reduced as a
result of the changed contractual relationship
with our customers after the introduction of
NETA. We no longer sell and repurchase UK
output from the pool in respect of our direct
sales, which are now treated as a route to
market supplied by our UK generation business.
On a like-for-like basis, UK turnover, excluding
sales of £170m by Swale¢ in the previous year,
increased by £34m, as detailed below:

£m
Increased UK turnover:
— due to increased output 123
— due to more costs being
passed through sales 49
— due to lower electricity prices {137)
Decrease in miscellaneous income {1}
34

The achieved price for our UK output in
2001/2002 was 2.25p/KWh compared
with 2.37p/kWh on the same basis in the
previous year. Excluding the flow through of
energy supply costs, the achieved price was
2.04p/kWh compared with 2.25p/kWh in
2000/2001. The 9% reduction in the latter
achieved prices reflects the oversupply in
electricity generation in England and Wales
and our view of the price we will achieve for
our sales in Scotland in the year. Turnover
includes £41m in respect of sales made

in Scotland in earlier years in accordance
with normal settlement arrangements.

Direct supply sales increased by £179m to
£522m during the year and now accounts for
25% of the Group's UK output, compared with
16% in the previcus year.

UK operating costs, excluding energy costs
relating to the direct supply business, were
£1,341m down £63m. On a like-for-like basis,
after excluding £34m in the previous year
relating to the discontinued Swalec business,
operating costs were down £29m. Fuel costs
were £467m, up £42m reflecting increased
output. Materials and services costs were
down £80m as a result of significantly reduced
expenditure at Dungeness and a reduction of
£23m for works power charges, which are no
longer incurred under NETA. Staff costs were
up £2m due to reduced headcount being offset
by higher share option amortisation costs.
Depreciation charges were £280m, up £7m.
Nuclear unit operating costs were 1.67p/kWh
compared with 1,.87p/kWh in the previous year,
a reduction of 10%.

Energy supply costs, excluding electricity
purchases, have increased by £105m, including
a £13m bad debt charge in respect of Enron.

Revalorisation charges in the UK were £164m
compared with £175m in the previous year.
The charge was lower than the previous year
primarily because of lower inflation. The
weighted average of RPI and RPIX used to
revalorise the Group's UK nuclear liabilities
was 1.7% compared with 2.1% for the year
ended 31 March 2001.

99.2 TWh

£o6m

Powering up

The putput from the Group’s power stations in the

UK and Canada totalled 85.2 TWh. The increase in
operating profit from the Group’s interests in North

America was £66m.
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Contribution from AmerGen

AmerGen, British Energy’s joint venture in the
US with Exelon, contributed an operating profit
of £37m, an increase of £24m over the
previous year. Qutput from the three AmerGen
stations totalled 18.7 TWh, an increase of

1.9 TWh over 2000/2001. This increase in
contribution from AmerGen was achieved
despite a longer than scheduled outage at
Three Mile Island 1. AmerGen, like other US
nuclear operators, pays a fixed cost to the US$
Government to cover spent fuel disposal costs
which results in the AmerGen stations having a
significantly lower unit operating cost. AmerGen
has entered into an agreement with Exelon which
limits our exposure to price risk in the US.

Bruce Power

On 12 May 2001 Bruce Power completed a
deal to lease the two Bruce nuclear power
stations in Ontario, Canada from Ontario Power
Generation {OPG). The lease runs until 2018,
with the option for extension up to a further

25 years. Under the terms of the agreement
hetween Bruce Power and OPG the cost of spent
fuel, waste and decommissioning liabilities is
the responsibility of OPG.

The four reactors at Bruce B have been
operational since acquisition. Bruce Power is
currently undertaking significant refurbishment
of two reactors at Bruce A with a plan to restart
them during summer 2003.

Our operations in Canada contributed £42m of
operating profit. Bruce B generated 20.5 TWh
since its acquisition at an achieved price of
C$38/MWh (£17/MWh)}. The price is that
which was agreed with OPG until the Ontario
market opened for competition on 1 May 2002,

Bruce Power has achieved unit operating costs
of C$32.1/MWh (£14.30/MWh). The unit
operating cost is significantly lower than that
achieved in the UK primarily as a result of the
lower spent fue! costs which are covered under
the QPG lease arrangements.

Net interest charge

Net interest charge for the year was £66m
campared with £56m in the previous year. The
increase reflects the acquisition of Bruce Power
in May 2001 and the subsequent investment in
Bruce A restart.

Profit before tax
Profit before tax was £42m compared with
£10m in the previous year.

Taxation

During the year the Group has adopted the

new accounting standard on deferred taxation,
FR$19, on a discounted basis. This has resulted
in the restatement of the prior year tax charge
from £13m to £33m. The tax charge for the
year ended 31 March 2002 of £81m and the
restated charge for the prior year are higher
than the standard rate of 30% as a result of
the combination of overseas tax rates in excess
of 30%, disallowable costs and the impact of
unwinding one year's discount from the Group's
deferred tax liability.

Exceptional items

The dramatic fall in UK electricity selling prices
and the lack of any firm indication of a recovery
in the short term led to a review of the Group’s
UK assets and liabilities. This review resulted
in @ write down in the value of Eggborough coal-
fired power station of £300m and provisions for
onerous pre-NETA long-term trading contracts of
£209m, pre-tax.

During the year there has been a fall in world
equity markets. As a result, the market value
of the nuclear decommigsioning fund is lower
than its book value, as derived under the
Group's accounting policy which assumes
3.5% real year-on-year growth in the fund.
The decommissioning fund receivable has,
therefore, been restated to its market value
of £411m, resulting in an exceptional charge
of £27m.

The Group made a profit of £4m from the sale
of its interest in Humber Power and continues
to take an exceptional charge (£3m) in respect
of shares issued to the QUEST in 1998.
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Earnings and dividends

There was a loss after tax but before
exceptionals of £39m, compared with & 10ss of
£23m in the previous year. The corresponding
loss per share before exceptionals was 8.4p
compared with a loss per share of 4.2p in
2000/2001. After exceptionals the loss after
tax and loss per share were £518m and 88.5p
respectively. The Board is recommending a final
dividend of 5.3p per share giving an annual
dividend of 8p per ordinary share unchanged
from the annual dividend in the previous year.

Cash flows and funding

Net operating cash flow after capital
expenditure {£225m) and nuclear liability
payments (£350m) was £155m, an increase
of £11m on the previous year.

At 31 March 2002 British Energy had net debt
of £859m compared with £730m at the end
of the previous year. Gearing has increased

to 137% from 56% at 31 March 2001. The
increase in gearing reflects the impact of

the exceptional charges and the prior year
adjustment for deferred tax on the Group's
net assets.

Debt at 31 March 2002 totalled £1,068m and
comprised bonds with a principal value of
£408m, a project finance loan of £508m, a
Canadian dollar term loan of £42m, a Canadian
dollar loan from QPG relating to the Bruce lease
of £104m, ang a US dollar loan of £6m. Bonds
with a value of £1210m mature in March 2003.
The remaining bonds mature in 2006 and
2016, The bonds have fixed interest rates
ranging between 5.8% and 6.2%. The fair value
of the bonds at 31 March 2002 is estimated

to be £388m.

The fair value of interest rate swaps which are
used to manage interest rate risk on other
borrowings is £29m negative. The Group has
unutilised revolving bank credit facilities,
bilateral bank facilities and a Canadian dollar
working capital facility totalling £653m, Of
these facilities, £309m expire by March 2003.
We are planning to review our reguirements in
the coming months and to renew the facilities
as appropriate.

Nuclear liabilities and decemmissioning fund
Accrued nuclear liabilities at 31 March 2002
were £3,719m, a decrease of £9m compared
with the previous year. The liabilities increase
each year due to additional fuel burnt in the
Group's power stations, inflation and removal
of one year's discount; and they are reduced
by cash payments made during the year.

The Nuclear Decommissioning Fund will be
used to fund post-defuelling decommissicning
costs. As noted above, the fund has been
restated to market value at 31 March 2002

as market value, at £411m, is lower than book
value. British Energy's contributions to the fund
have recently been independently reviewed.

As a result of this review the Group’s annual
contributions to the fund continue at the rate
of £18m.

Other provisions

Other provisions comprise £6m for severance,
£344m in respect of onerous longterm trading
contracts and £414m for deferred taxation.
£19m of the sevarance provision and £33m

of the onerous trading contracts provision were
utilised during the year.

As noted above, the onerous trading contract
provision increased by £209m following the
change in status of certain contracts following
the introduction of NETA and the further fall in
UK selling prices. The deferred tax provision
increased by a £130m prior year adjustment
as a result of implementing FRS19. The
exceptional charge in respect of the increase
in the onerous trading contract provision gives
rise to a deferred tax credit of £56m which has
been netted off within the Group’s overall
deferred tax provision.

Capital expenditure

Capital expenditure in the UK business was
£111m compared with £133m in the previous
year. There was capital expenditure of £50m
on Bruce B in the period since acguisition.
Bruce A restart costs of £64m have also
been capitalised within power station costs.
These will not be depreciated until Bruce A

is commissioned. Capital expenditure by
AmerGen totalled £88m in the year.
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Treasury management

Cash resources, debt finance and financial risks
are managed by the centralised Treasury function
operating within policies and procedures
approved by the Board. The Treasury function
uses appropriate instruments within specified
limits to manage financial risks but is not
permitted to take speculative, open positions.

The Group invests surplus cash resources in
short-term deposits and commercial paper with
approved counterparties. The Group manages
its exposure to changes in interest rates by
using a combination of interest rate swaps and
options to ensure that, as a minimum, 50% of
net debt is at a fixed rate, As at 31 March
2002 95% of debt was either at a fixed or
capped rate.

New foreign currency commitments relating to
the purchase of fuel and enrichment services
are not hedged, but existing hedging contracts
are expected to be retained to maturity,
Material currency commitments on all other
contracts are hedged using appropriate
instruments approved by the Board.

The Group uses currency borrowings to hedge
asset instruments overseas. Overseas revenue
streams are not currently hedged.

Market risk management

Financial risks associated with electricity
trading aré managed on a day-to-day basis by
the Group’s Power and Energy Trading function
which operates within policies and procedures
approved by the Board. The Trading Risk
Committee is a committee of the Board
formerly chaired by the Executive Chairman and
now chaired by an Indepgndent Director, which
meets on at least a quarterly basis to monitor
and review the status of the Trading Risk Log
and approve changes to Trading Limits on
behalf of the Board.

Qutput from Hunterston and Torness was
sold via the Nuclear Energy Agreement to
ScottishPower and Scottish and Southern
Energy. There has been a dispute about how
this agreement operates in a post-NETA
environment. The dispute is unrescived and
an estimate of the likely value of the sales
has been included within turnover.

In England and Wales, the New Electricity
Trading Arrangements (NETA) were introduced
on 27 March 2001, During the last financial
year British Energy has successfully operated
a policy of balancing its anticipated generation
with net sales in advance of the day of delivery.
In this way, British Energy’s exposure to prices
in the daily spot market and the NETA
Balancing Mechanism is kept small.

Sales are built up over time in a variety of ways,
with a combination of contracts containing fixed
and variable price elements. Direct sales to
retail customers, and tailored sales to retail
suppliers, typicaily cover periods of one to two
years. Sales via the wholesale commodity market
cover a range of periods, most commonly six
months seasenal trades. A number of shorter-
term trades are made to balance supply and
demand on a continual basis.

Within the Board's overall remit on trading
strategy, both sales and purchases are made
to capture opportunities from forward price
movements. The impact of such actions

are continually monitored and the overall
price exposure arising is kept within well
defined limits.

Certain of the Group's long-term trading
contracts no longer form part of the Group's
physical trading portfolio. To the extent that
these contracts are “out of the monsy” they
have been treated as onerous and provided for
in the Group’s balance sheet at 31 March 20Q2.

Keith Lough
Finance Director
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Dr Robin Jeffrey (63) o

British Energy's Executive Chairman. Previpusly
Executive Director, North America and President
of AmerGen. Previously Deputy Chairman

and Chairman and Chief Executive of British
Energy’s Scottish generating subsidiary. He is a
fellow of the Royal Academy of Engineering and
a visiting professor of Strathclyde University.

Sir Robin Biggam {63} +++

Deputy Chairman and Senior Independent
Director. Appointed as an independent Director
in 1996. Chairman of MEI ple, the Independent
Television Commission, Electrium Limited, and
an Independent Director of BAe Systems plc.
Chairman of the Audit, Remuneration angd
Nemination Committees,

David Gilchrist (49) #

Managing Director of British Energy Generation.
Formerly Executive Vice-President of Bruce
Power and before that Finance Director,

British Energy Generation and extensively
involved in British Energy’s 1996 privatisation.
He previously held posts with Ford, GKN and
PA Consulting Group and is a member of the
Institute of Mechanical Engineers.

Duncan Hawthorne (46)

British Energy’s Executive Director, North
American Operations, Chief Executive Officer of
Bruce Power and President of AmerGen. Based
in Kincardine, Ontario. Formerly Chief Operating
Officer British Energy Inc. based in the USA. He
is a Chartered Engineer and Fellow of both |EE
and ImechE.

Michael Kirwan (60) .

Appointed Business Development Director in
2001, formerly Finance Director. A Chartered
Accountant, he was previously a partner of
Deloitte Haskins & Sells before becoming
Executive Director, Finance of Nuclear Electric plc
in 1990. Mr Kirwan will retire on 31 May 2002.

Keith Lough (43) o

Appointed Finance Director in 2001.
Formerly Chief Financiai Officer of Hurricane
Hydrocarbons Lid and Managing Director,
Europe and North Africa for Lasmo plc.

He is a Fellow of the Chartered Association
of Certified Accountants.

lan Harley (52)

lan Harley is due to be appointed as an
Independent Director on 1 June 2002, Currently
Chief Executive of Abbey National plc. A Fellow
of the Institute of Chartered Accountants in
Engfand and Wales, and a Fellow and President
of the Chartered Institute of Bankers. Mr Harley
will become chairman of the Pensions
Committee later this year.

Sir Robert Hill (85) ++t#

Appointed an Independent Director in 1999.
Sir Robert previously held senior posts with
Nuclear Safety responsibilities within the Royal
Nawy. He is Chairman of the Safety, Health and
Environment Committee and an Independent
Director of the Generation Division and SEA
{Group) Ltd.

Clare Spottiswoode (49) ++ta

Appeinted an Independent Director in 2001.
Previously held a variety of senior regulatory
positions including the Director General of
Ofgas (1993 to 1998). Independent Director of
Energy Ventures S.A., Advanced Technoiogy plc,
and Caminus Inc.

Peter Stevenson (53) +»+

Appointed an Independent Director in 1995,
Formerly Chairman of Mackays Stores
(Holdings) plc. He is Chairman of the British
Energy Generation Pensions Scheme Trustees.
Mr Stevenson will retire at the 2002 AGM.

Dr Julia Walsh (53) +*t

Appointed an Independent Director in 1996.
Independent Director of Mott MacDonald

Group Ltd and Boosey & Hawkes plc. Has

held Chairmanships of a number of private
companies through the year. Dr Walsh completes
her six year term at the 2002 AGM,

Robert Armour (42) #

Company Secretary, appointed in 1985.
Formerly Secretary of Scottish Nuclear and before
that a partner of Wright Johnson & Mackenzie,
Solicitors.

denotes member of the Audit Committee

denotes member of the Remuneration Committee

denotes member of the Pensions Committee

denotes member of the Nominations Committee

denctes member of the Safety, Health and Environment Committeg
denctes member of the Trading Risk Committee

Dax+° x +
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The Birectors consider that during the year, the Company complied with the requirements of Section 1
of the Combined Cade incorporating principles of good governance and code of best practice except that
the position of Chairman and Chief Executive has been combined since 17 July 2001. The Company has
stated it is aiming to appoint a new Chief Exegutive and split the roles within the current financial year,

The Board

Robin Jeffrey has been Executive Chairman since 17 July 2001 when he succeeded Sir John Robb

as Chairman. Peter Holiins resigned as Chief Executive on ¥ June 2001. Dr Jeffrey is supported by four
Executive Directors and five Independent Directors. Brief biographies of Directors are set out on page 15.
Although Dr Jeffrey's position combines the roles of Chairman and Chief Executive, the Directors are
satisfied that given the nature of the Company's business, it is appropriate for Dr Jeffrey to continue to
undertake both roles at this time. Dr Jeffrey is also responsible for safety throughout British Energy.

The Company has also sought to improve accountability of senior management to the Board, and to
separate and clarify the responsibilities of individual Executive Directors. Sir Robin Biggam is the
Company's Senior Independent Director and has been Deputy Chairman since 17 July 2001. The
Directors are satisfied that the Company complies with the sections of the Combined Code concerning
the balance of the Board. At each Annual General Meeting any Director who has been appointed by the
Board since the previous Annual General Meeting is required to retire or seek re-clection, together with
the number nearest to, but not less than, one third of the other Directors for the time being. In order
to comply with the provisions of Rule A.6 of the Combined Code, we ensure that all Directors seek
re-election at least every three years even where this leads to one or more Directors standing for
re-election where they would not otherwise be reguired to do $0. The Company’s policy is that a Director
should retire at the first Annual Genaral Meeting after their 65th birthday. Exceptions to this policy are
made to ensure an orderly transition in the membership of the Board. The Board meets at least

11 times a year and there is frequent contact between meetings to progress the Company’s business.

All of the Independent Directors serving on the Board have held senior positions In other major
organisations, either in the UK or internationally. Each of them is invelved in decision making on key
issues facing the Group and brings a wide range of experience to the Board. in accordance with the
requirements of the Combined Code the Board has a number of matters reserved to it, including
appropriate strategic, financial and organisational matters. These are considered at the Board’s monthly
meetings. The Board receives reports covering operational, financial, safety, risk management and
regulatory performance and identifying key issues for the business on a regutar and timely basis. All
Directors may obtain independent professional advice at the Company's expense, and all Directors have
access 1o the advice and services of the Company Secretary. Where appropriate, matters have been
delegated to Board Committees, all of which have written gonstitutions and terms of reference.
Individual Directors, their roles and membership of the various Committees are identified on page 23

of the Annual Review.

Risk management

The Board is responsible for determining strategies and policies for risk and control and management
is responsible for designing, operating and monitoring risk and control processes which implement
Board policies effectively. Risk management and internat control are considered by the Board and its
Committees on a regular basis during the year.

The risk management process operating throughout the financial year was hased on the identification,
mitigation and monitoring of the key risks that influence the Company's strategy and business objectives.
No significant control failings or weaknesses were found during the year.

The Board, at its regular meetings, reviewed the business cobjectives and the risks and controls
associated with these objectives. Specific categories were also reviewed by appropriate Committees and
subsidiary Boards. Risks reviewed by the Board inciude: safe operation of our plant; changes in energy
markets; nuclear safety; commercial and environmental regulation; policy proposals by legislative bodies
in the jurisdictions in which we operate; treasury and trading financial exposures; major contracts; the
acquisition of radioactive waste management services, ang acquisition opportunities.

As part of the Company’s internal controls, quarterly reports to the Board on risk management are
made. A Committee for reviewing Trading Risk established fast year provides additional information

to the Board. Initially ¢chaired by Dr. Jeffrey it is with effect from 13 May 2002 chaired by Clare
Spottiswoode, an Independent Director. Further steps have been taken during the year to formalise the
monitoring process throughout the Group.

The Board also undertakes a review of risks associated with AmerGen, our 50/50 United States joint
venture with Exelon. Enhanced arrangements for internal control in AmerGen were introduced last year.

The Board confirms that it operates formalised procedures for the implementation of the guidance
“Internal Control; Guidance for Directors on the Combined Code” which taok effect from 1 April 2000.

The Committees of the Board are as follows:

Audit Committee

The Audit Committee s comprised entirely of Independent Directors and has been chaired by Sir Robin
Biggam since May 1999. The Committee is responsible for reviewing the adequacy and effectiveness of
internal control and compliance procedures within British Energy and ensuring that the Group complies
with all statutery requirements in relation to the principles, policies and practices adopted in the
preparation of the Financial Statements. The Committee reviews risk management processes across the
Group including actions to mitigate or control key risks faging British Energy. The Committee seeks the
advice of both external and internal auditors in relation to matters arising from their work and is also
responsible for encouraging and monitoring the adoption of Best Practice in Corporate Governance.

The Committee reviews the scope and results of the external audit including the auditors’ cost
effectiveness, independence and objectivity. The Committee also reviews the nature and extent of the
external auditor’s non-audit services to the Group to ensure that a balance of objectivity and value for
money is maintained. The Audit Committee receives reports on Canadian gperations from the Audit
Committee of Bruce Power as well as the internal and external auditors.

Financial ¢ontrols in respect of AmerGen are exercised by Exelon. Improved control measures in
eperation throughout this year include a British Energy Financial Manager for AmerGen, and an AmerGen
finance sub-committee which reports to the AmerGen Management Committee.
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Pensions Committee

This Committee monitors the management of the various Group Pension Schemes, and is chaired

by Mike Kirwan. Peter Stevenscn, who chairs the British Energy Generation Group Pension Trustees

and Robert Armour, Company Secretary, who chairs the British Energy Combined Group Trustees are
members, as are certain other Directors and Senior Managers of the Group. The Committee reviews
and advises on the policies being adopted by the Trustees of these Schemes and for advising the Board
on all matters relating to these schemes. lan Harley will chair the Pensions Committee after he joins the
Board on 1 Jung 2002.

Renumeration Committee
A separate Remuneration Report appears oh pages 19 to 22.

Nominations Committee

The Nominations Committee is comprised entirely of Independent Directors chaired by Sir Robin Biggam.
The Committee advises the Board in relation to senior appointments and succession policy throughout
the Group.

Safety, Health and Environment Committee

This Committee provides advice to the Board in relation to the Health and Safety of staff, contractors,
visitors and the general public, plant safety and the environmentail performance of British Energy. It
reviews key safety and environmental risks affecting British Energy's business and the actions taken to
mitigate or control them. It is chaired by Sir Robert Hill and also includes three independent experts as
well as certain other Directors and senior managers of the group. Sir Robert Hill is also a member of the
AmerGen Safety Gverview Committee in the United States and the Bruce Power Safety Supervisory Board
in Canada.

Trading Risk Committee

Clare Spottiswoode, succeeding Robin Jeffrey, chairs this Committee which reviews the risks and
exposure associated with the Group's trading activities, and other market issues. Members of the
Committee include Keith Lough, the Group Finance Diregtor and Terry Brookshaw, Director of Power and
Energy Trading. Currently the Committee also has responsibility for reviewing the Bruce Power trading
activities.

Executive committees

The Executive Chairman directs the business with the assistance of a number of executive committees
or subsidiary boards. Thase include the Executive Team which considers strategy and commercial
issues affecting British Energy’s businesses; and the Generation Boards which direct operational and
safety policy in British Energy’s nuclear operations. The Finance Director, Mr Lough chairs an Executive
Committee reviewing the operation of treasury and insurance matters. Duncan Hawthorne is Chief
Executive of Bruce Power and Chairman of AmerGen and chairs the North American Executive Team
which considers strategy for operations in the United States and Canada.

Internal control

The Board is responsible for the Group's system of internal control and for reviewing its effectiveness.
The identification of key business risks, the evaluation of their financial and other implications and
formuiation of poficies to manage such risks is the responsibility of the Directors. This system is
designed to manage rather than eliminate the risk of failure to achieve business objectives and can
provide only reasonable and not absclute agsurance against material misstatement or loss.

The Board has maintained a review of the effectiveness of the system of internal controls operated
by the Group throughout the year and up to the date of this report. The key procedures which are
designed to provide effective internal control are summarised as follows:

Organisational structure

There are clearly defined lines of accountability throughout British Energy. These include strict
authorisation approval and control procedures within which $enior management operate. Similarly the
senior management team within each subsidiary or division is responsible for its internal financial
contrals. These management teams operate within an overall framework determined by the Beard.

Investment approval

The approval of capital and revenue schemes above certain limits is reserved to the Board. Other
investment decisions are delegated for approval in accordance with authority limits. The Group has
comprehensive appraisal and monitoring procedures which apply to all material investment decisions.

Business planning

A comprehensive business planning and budgeting process to establish plans and targets, against

which performance is regularly monitored, is undertaken each year. Key business risks identified during
the planning process are reviewed regularly throughout the year. The Board receives monthly reports

and management accounts and reviews the overall Group performance against budget and the latest
forecasts for the current year. Similarly, each subsidiary and divisional management team meets regularly
to moniter performance.

Internal compliance

Management reviews and self certification reports from Directors and senior officers of each of the
key subsidiaries or divisions are used to monitor compliance with the Group’s internal financial, risk
management and other controls.

The Group's internal audit function is responsible for reviewing the performance of the internal financial
and risk management control system and computer operations and reports regularly to the Audit
Committee. Internal audit work is focused on the areas of highest risk as agreed and pricritised by the
Audit Committee. Scope of work, authority and resources of the internal audit function is reviewed by the
Board at least annuatly.
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Going Concern

The Directors confirm that they have a reasonable expectation that the Company and the Group have
adequate resources to continue operating for the foreseeabie future. The Girectors accordingly continue
to adopt the Going Concern basis in preparing the Company's Consolidated Financial Statement.

The Company’s relationships with its shareholders

The Company recognises the importance of maintaining an informative relationship with all its
shareholders. It uses its AGM as an apportunity to communicate with shareholders, and at that meeting
a business presentation is made by the Executive Chairman and by other Directors if appropriate.

1t is the Company’s policy that all Qirectors are available to answer shareholders questions at the

AGM. In addition, the Executive Chairman and the Finance Director meet with the Company’s principal
sharehoiders from time to time to discuss relevant issues when they arise. The Company Secretary's
office responds to numerous letters from shareholders on various issues throughout the year.

At the AGM held on 17 July 2001, the notice of the meeting was despatched to Shareholders not less
than 20 working days before the meeting and details of proxy votes received were made available in
accordance with the recommendations of the Combined Code.

(-

Robert Armour
Company Secretary

14 May 2002

N T
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The Directors consider that during the year the Company has compiied fully with the relevant principles
of the Combined Code conceming good governance and Code of Best Practice.

Remuneration Committee

The Remuneration Committes is concerned primarily with the pay and conditions of Executive Directors
and confirms that full consideration has been given to Principle B1 of the Combined Code. In addition
it retains an interest in the pay and benefits to other senior staff, to ensure reasonable consistency,
The Terms of Reference for the Committee empower it to:

- Establish the remuneration policies and practices for Executive Directors and certain other Directors
and senior employses.

— Design and implement long-term incentive schemes.

- Determine and review the individual remuneration packages of the Executive Directors and other
selected senior employees, including pension provision,

- Authorise the annual performance incentive plan for Executive Directors.
- Obtain external professional advice and expertise necessary for the performance of its duties.

The Committee is made up of independent Directors identified on page 15. It was chaired by Sir John
Robb until 17 July 2001 and by Sir Robin Biggam since that date.

Executive remuneration policy and practice

In setting the remuneration package for individual Directors, the Committee aims to ensure that the total
package, including benefits, is competitive with other utilities and companies of a similar size, activity
and ¢omplexity and that as a consequence the Company will attract and retain Executive Diregtors with
the skills and experience both to develop the business and to maximise the returns to shareholders.

It targets total remuneration at the middle market level of its comparator companies, and takes account
of company performance.

It is British Energy’s policy that:

— A significant proportion of Executive Directors' remuneration should be variable and linked to
performance.

— The movement in basic pay of Directors and senior managers will be broadly in line with pay increases
offered to other staff.

~ In structuring base and variable pay, the Committee focuses on the Company’s commitment to safety,
the envirecnment and sustained profit growth, and on forging strong links between reward and
performance against agreed stretch targets.

Elements of remuneration

The remuneration package comprises five elements. Each is reviewed against the market and a balance
of elements is taken recognising the commercial and operational needs of the business and the policies
outlined above.

The process for review draws comparisons on a job-byjob basis across a wide range of organisations
hoth inside and outside the utitities sector. It utilises both external professional advisers and
commercially available remuneration data and takes into account the specific demands of our diverse
energy businesses.

{a) Base pay

The Committee aims to maintain individual salaries at close to market median, taking into account
experience and fevels of regponsibility. Executive Directors and senior staff base pay was reviewed
effective from 1 July 2001,

(b) Annual Performance Incentive Plan

The performance related elements of the remuneration package are designed to recognise both
corporate and individual suceess. in the plan, bonus payments are determined by performance against a
range of challenging targets, including the safety and environmental pricrities, necessitated by the nature
of the Company’s activities:

— Executive Directors can be awarded cash payments of up to 50% of salary, depending on achievement
against financial and other measures. In 2001/2002 the scherne included profit before tax, share
performance and the performance of the operating businesses.

Last year it was decided not to issue share options to Directors, but instead to increase the maximum
bonus potential from 50% to 75% of salary for one year only. This was done to focus attention on a
number of key business issues. The level of bonus earned in the year reflects continuing success on
cost reduction and the excellent progress and results achieved in North America.

(c) Share option schemes
As indicated in last year's report no share options were awarged during the year.

Except for their continued eligibility for participation in the all-ernployee Shargsave Scheme, no long-term
incentive schemes are available to Executive Directors.

The Committee reviewed the executive arrangements during the year and concluded that a new Executive
Share Option Plan would be appropriate and proposals will be put to the 2002 AGM. Details are provided
to sharehalders in the notice of the AGM.
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(d) Retirement benefits

Executive Directors are offered individually tailored retirement benefits as described below which are

unchanged from last year.

Dr Jeffrey, Mr Lough, Mr Gilchrist and Mr Hawthorne are members of the British Energy Generation Group
of the Electricity Supply Pension Scheme. Mr Hollins was a member during his term of office as a Director.

R Jeffrey D Gilchrist D Hawthorne K Lough
Age at 31 March 2002 63 49 46 43
Years of service at 31 March 2002 27 11 25 0.6
Normal retirement age 63 63 60 65
Pension accrual rate Yo a0 Yoo 0
Director's contribution Nil 5% salary 5% salary 5% salary
Spouse's pension % A fa o
Additional pension acerued during the year £40,698 £13,588 £21,301 £2,462
Accrued annual entitlement at 31 March 2002 £4151,313 £32,317 £680,714 £2,462

Dr Jeffrey's service includes credits from transfers into the scheme. Mr Kirwan is not a member of any
Company pension scheme. However, he received an annual salary suppiement in 2001/2002 of

£26,526, in accordance with a previously agreed schedule.

Mr Hollins left service on 7 June 2001. The additional pension accrued by Mr Holling during the year

ended 31 March 2002 was £13,748. His annual entitlement at leaving was £46,348 (with a spouse's
pension of twothirds of this amount). £10,846 of this pension will be provided from the British Energy
Generation Group of the Electricity Supply Pension Scheme, £23,104 is an unfunded pension that will
be payable from age 62. The balance was ¢commuted and a lump sum of £189,000 was paid.

The accrual rate for Keith Lough and David Gilchrist is the maximum rate subject to total pension from

all sourges not exceeding two-thirds of final salary.
(e) Cther benefits

Other benefits are available to Executive Directors. These differ by individual and will comprise

a selection from the following:

— A company car and fuel.

- Medical, PHL, dental insurance and additiona! life assurance.
— Reimbursement of telephone rental and a mobile phone.

- Subscriptions to professional bodies.

- Eligibility for the Company Sharesave Scheme.

- Financial advisory services.

Service contracts
All Executive Directors have a 12 months rolling contract.

Independent Directors

The remuneration of Independent Directors is determined by the Board, without the participation of the
Director concerned. Appointed for three-year terms, they do not have service contracts, they are not
eligible for any of the Company Share schemes and do not receive any pension provision from the
Company. Levels of fees paid during the year are given on page 22.

Shares and share options

Ordinary shares 2002 2001
Dr R Jeffrey 55,017 9,065
D Gilchrist 5,359 -
D Hawthorne 5,302 -
M Kirwan 37,205 25,354
K Lough 10,000 -
Sir Robin Biggam 27,916 27,916
Sir Robert Hill 1,395 1,395
P Stevenson 48,000 48,000
Dr J Walsh - -

C Spottiswoode

{Or Jeffrey holds 6,060 ‘A’ shares (2001: 6,370) and Mr Hawthorne holds 477 ‘A’ shares).
None of the Directors has a non-beneficial interest in any shares of the Company.
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Executive share options

At 1 April 2001 Qption Date
{or date of At 31 March exercise from which Expiry
appointment) Granted Exercised 2002 price (£) exercisable date
Dr R Jeffrey 113,848 - - 113,846 2.60 12/08/00 11/08/04
11,538 - - 11,538 2.60 12/08/00 11/08/07
35,990 - - 35,990 5.08 29/06/01 28/06/05
32,021 - - 32,021 5.295 25/06/02 24/06/06
81,160 - - 81,160 2.4125 14/07/03 13/07/07
100,401 - - 100,401 2.49 07/12/03 06/12/07
374,956 - - 374,956
D Gilchrist 11,538 - - 11,538 2.60 15/07/00 14/07/04
57,692 - - 57,892 2,60 15/07/00 14/07/07
19,862 - - 19,862 5.08 29/06/01 28/06/05
21,379 - - 21,379 5.295 25/06/02 24/06/06
40,659 - - 40,658 2.4125 14/07 /03 13/07/07
151,130 - - 151,130
D Hawthorme 11,5638 - - 11,538 2.60 15/07/00 14/G7/04
13,269 - - 13,269 2.60 15/07/00 14/07/07
17,869 - - 17,869 5.08 29/06/01 28/06/05
24,516 - - 24,516 5,295 25/06/02 24/06/06
40,558 - - 40,659 24125 14/07/03 13/07/07
107,751 - - 107,751
M Kirwan 118,077 - - 118,077 2.60 12/08/00 11/08/04
11,538 - - 11538 2.60 12/08/00 11/08/07
37,192 - - 37,192 5.08 29/06/01 28/06/05
33.097 - - 33,087 5.295 25/08/02 24/06/06
76,269 - - 76,269 24125 14/07/03 13/07/07
276,173 - - 278,173
K Lough - 116,353 - 116,353 3.18 14/08/04 13/09/08
- 9,433 - 9,433 3.18 14/08/04 13/08/11
- 125,786 - 125,786

Peter Hollins ceased to be a Director in 2001. All the share options granted to him lapsed at the date of
his resignation.

Sharesave scheme

Option Date
At 1 April At 31 March axercise from which Expiry
2001 Granted Exercised 2002 price (£) exercisable date
O Hawthorne 10,819 - - 10,819 1.36 01/09/05 28/02/06
M Kirwan 6,211 - - 6,211 1.36 01/09/03 28/02/04

No Independent Directors participate in the scheme.
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Directors' emoluments

Accormmodaticn

Total emoluments

Name Salary and fees Bonus and relocation QOther benefits excluding pension Pension contributions
2002 2001 2002 2001 2002 2001 2002 2001 2002 2001 2002 2001
E £ £ £ £ £ £ £ £ £ E £
Dr R Jeffrey 336,250 253,734 130,220 54,533 - 26,232 11,731 13,320 478,201 347,889 - 27,911
D Gilehrigt* 96,250 - 38,981 - 41,534 - 6,597 - 183,362 - 5,565 -
D Hawthorne*? 94,984 - 38,943 - - - 12,949 - 146,876 - 8,750 -
M Kirwan 188,126 184,000 72,5679 49,484 - - 20,195 21,007 280,900 254,451 26,526 25,844
K Lought 116,667 - 44,683 - 38,286 - 6,901 - 208,537 - 5,565 -
Sir R Biggam 52,500 30,000 - - - - - - 52,500 30,000 - -
Sir R HiYl 87,500 57,500 - - - - - - B7,500 57,500 - -
P Stevenson 30,000 30,000 - - - - - - 30,000 30,000 - -
Dr ! Walsh 25,000 25,000 - - - - - - 25,000 25,000 - -
C Spottiswoode?® 8,333 - - - - - - - 8,333 - - -
Total emoluments for
serving Directors at
31 March 2002 1,005,610 580,234 325,406 104,017 79820 26232 58,373 34,3971,469,209 744,880 46,406 53,855
Sir J Robb* 48,082 150,000 - - - - - - 48,082 150,000 - -
F Hollins*® 66,409 283,500 18,000 79,086 - - 3,456 14,576 87,8656 377,172 2,134 10,098
M Low - 13,719 - - - - - 946 - 14,8665 - 1,266
Total emoluments
(all Directors) 1,120,101 1,027,453 343,406 183,113 79,820 26,232 61,829 49,9191,605,156 1,286,717 48,540 65,219

Compensation for
loss of office:
P Hollins® 364,600 -

364,600

Notes
1 Appointed 1 September 2001.

2 Duncan Hawthorne's prorata salary from appointment is C$216,562 and has been converted inte £ sterling at the average exchange rate from 1 September 2001 to 31 March 2002

{£1=C$2.28).
3 Appointed 1 December 2001,
Retired 17 July 2001.

s

5 Mr Hoklins served on the Board from 9 February 1998 to 7 June 2001 when his service with the Company terminated. The compensatian for loss of office payment includes a payment

in lieu of 12 months contractual notice,

Payments to Sir Robin Biggam, Sir Robert Hill and Peter Stevenson reflect Chaimmanship of Board Commitlees or the British Energy Generation Group Pension Scheme.
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Financial statements
The Directors present their Annuat Report and the audited Group financial statements for the year ended
31 March 2002,

Principal activities and review of the business

The Group's principal activities are the generation and sale of electricity. The Operating Review and
Financial Review on pages 3 to 14 review the Group's business performance during the financial year
and its future prospects. The Group publishes a separate Health, Safety and Environment Report which
is available from the Company Secretary.

Share capital
Details of British Energy shares purchased by employee share trusts, which are sponsored by the
Company, are included in note 16.

Results and dividends

The consolidated results for the Group are set out in the Group Profit and Loss Account on page 26.
The Directors are recommending a final dividend of 5.3p, payable on 26 July 2002 to shareholders on
the register on 14 June 2002, making a total dividend for the year of 8p per ordinary share. The loss for
the year of £577m was transferred to reserves.

Substantial shareholtdings
As at 14 May 2002 the Company had been notified of the following interests in 3% or more of the tssued
ordinary share capital of the Company:

Fidelity International Lirmited 9.60%
Brandes Investment Partners LR 5.46%
Legal & General Investment Management Limited 3.30%

Research and development

During the year the Group spent £16m on research and development (2001: £17my}. This is primarily
scientific and engineering research activity which is directed towards securing further improvements
in the reliability, performance and safety of its generating business and related activities.

Directors

Information required under the provisions of the Companies Acts regarding the remuneration and share
options of Directors, the interests of the Directors and their families in the share capital of the Cempany
and Directors’ service contracts is detailed in the Remuneration Report on pages 19 to 22,

Policy on payment of creditors

The Company supports the Prompt Payers’ Code of the Confederation of British Industry. The Company’s
policy is to settle the terms of payment with suppliers when agreeing the terms of each transaction, to
ensure that supptiers are made aware of these terms and to abide by the agreed terms. The Company
had no trade creditors at 31 March 2002. Suppliers were paid on an average of 40 days for the financial
year (2001: 35 days). The supplier purchases exclude payments to BNFL, the Group's pringipal supplier,
which are made against an agreed contract profile.

European Economic and Monetary Union

Although the majority of British Energy's income and expenditure is denominated in sterling, it recognises
that European Economic and Mongtary Union (EMU) could have a significant impact on its commercial
activities in the long term. The Group has developed an appropriate strategy to deal with the impact of
EMU on its business in the short term. The Group has not entered into eurc-denominated transactions
to any significant extent to date.

Charitable and pelitical donations
The Group made charitable donations of £306,000 {2001: £156,000). No political donations were made.

Employees

The Group is committed to involving employees in the business through a policy of communication and
consultation. Arrangements have been established for the regular provision of information to all
employees through briefings, staff conferences and well-established formal consultation procedures,

The Group is committed to its equal opportunities policies, which includes promoting training and career
development for all employees. Full and fair consideration for all vacancies and opportunities will be
given to men and women, people with disabitities and those from ethnic minorities, regardless of marital
status, age, religion or sexual orientation. The policy is supported by a Code of Practice on harassment
which recognises that all employees have the right to be treated with dignity and respect.

Auditors
A resolution proposing the re-appointment of PricewaterhouseCoopers as auditors will be put to the
forthcoming AGM.

AGM

The Company's AGM will be held at the Glasgow Moat House Hotel, Congress Road, Glasgow G3 8QT
at 11.00 am on 16 July 2002. A letter from the Chairman detailing the business to be considered at
the meeting, together with a Notice of Meeting, accompanies this Annual Report.
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Statement of Directors’ responsibilities

Company law requires the Directors to prepare financial statements for each financial period which give
a true and fair view of the state of affairs of the Group and the Company, and of the results of the Group,
for that period. A statement by the Directors on Corporate Governance matters is set out in a separate
report on pages 16 to 18.

in preparing the financial statements, the Directors are required to:

- Select suitable accounting policies and then apply them consistently.

- Make judgements and estimates that are reasonable and prudent.

- State whether applicable accounting standards have been followed, subject to any material departures
discloged and explained in the financial statements; and

— Prepare the financial statements on the going concern hasis unless it is inappropriate to presume that
the Group will continue in business.

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

The Directors are responsible for the maintenance and integrity of the Company’s website. The
information published on the website has been prepared under United Kingdom Company Law and

may not be in accordance with the legal requirements of other countries from which the information

can be accessed,

This report was approved by the Board of Directors on 14 May 2002 and signed on tts behalf by:

(G

Robert Armour
Company Secretary

b
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We have audited the consolidated financial statements that comprise the Profit and Loss Account,
Balance Sheet, Cash Flow Statement, Statement of Total Recognised Gains and Losses and related notes,

Respective responsibilities of Directors and auditers

The Directors’ responsibilities for preparing the Annual Report and financial statements in accordance
with applicabte United Kingdom law and accounting standards are set out in the Statement of Directors’
Responsibilities. Our responsibitity is to audit the financial statements in accordance with relevant legal
and regulatory requirements, United Kingdom Auditing Standards issued by the Auditing Practices Board,
and the Listing Rules of the Financial Services Authority.

We report to you our opinion as to whether the financial statements give a true and fair view and are
properly prepared in accordance with the Companies Act 1985. We alse report to you if, in our opinion,
the Directors’ Report is not consistent with the financial statements, if the Company has not kept proper
accounting records, if we have not received all the information and explanations we require for our audit,
or if information specified by law or the Listing Rules regarding Directors’ remuneration and transactions
is not disclosed.

We read the other information contained in the Annual Report and Accounts and consider the implications
for our report if we become aware of any apparent misstatements or material inconsistencies with the
financial statements. The other information comprises only the Directors’ Report, the Chairman’s
Statement, the Operating and Financial Review and the Corporate Governance Statement,

We review whether the Corporate Governance statement reflects the Company's compliance with the
seven provisions of the Combined Code specified for our review by the Financial Services Authority, and
we report if it does not. We are not required to consider whether the Board's statements on internal
sontrol cover all risks and controls, or to form an opinion on the effectiveness of the Group's corporate
governance procedures or its risk and control procedures.

Basis of audit opinion

We conducted our audit in accordance with auditing standards issued by the Auditing Practices Board.
An audit includes examination, on a test basis, of evidence relevant to the amounts and disclosures in
the financial statements. It also includes an assessment of the significant estimates and judgements
made by the Directors in the preparation of the financial statements, and of whether the accounting
policies are appropriate to the Company’s circumstances, ¢consistently applied and adequately disclosed.

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

Opinion

In our opinion the financial statements give a true and fair view of the state of affairs of the Company
and the Group at 31 March 2002 and of the loss and cash flows of the Group for the year then ended
and have been properly prepared in accordance with the Companies Act 1985.

PricewaterhouseCoopers
Chartered Accountants and Registered Auditors
Edinburgh

14 May 2002
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2001
Exceptional 2002 Business Excentional 2004
2002 items Business  performance items Total
Total (Nots 1) psrformance (restated) (Note 1) {restated)
Notes £m £m £m £m £m £m
Turnover: Group and share of
joint venture 2,259 - 2,259 2,293 - 2,283
Less: Share of turnover in
joint venture (210) - (210) (169 - (1€9)
Turnover
Continuing activities 2,049 - 2,049 1,954 - 1,854
Discontinued activities - - - 170 - 170
Turnover 3 2,049 - 2,04% 2,124 - 2,124
Operating costs 4 (2,330) (512)| (1,818) (1,898 54 (1,844)
Group operating {loss)/profit
Continuing activities {281) {512) 231 230 54 284
Discontinued activities - - - (4} - 4
Group operating (loss)/profit {281) (512) 231 226 54 280
Share of operating profit of
joint venture 5 37 - 37 13 {7) 3]
Operating {loss)/profit
Group and share of joint venture (244) (512) 268 239 47 286
Profit/(loss) on sale of
investments 6 4 4 - - (5) (5)
Financing {charges)/credits:
- revalorisation 9 (187) (27) (160) (173 5 (168}
— interest payable and similar
charges g (66} - {66) {56 - {58)
{Loss}/profit on ordinary
activities before taxation {493) {535) 42 10 47 57
Taxation on (loss)/profit on
ordinary activities 10 4 56 (52) (29 (18} (47)
Share of taxation for joint
venture 10 (29) - (29) f4)} 3 (1)
{Loss)/profit on ordinary
activities after taxation (518) {479) {39) (23 32 e
Minority interest (9 -
{Loss)/profit attributable to
shareholders (527) 9
Dividends:
- annual 12 (48) (48)
- non-equity 12 (2) (2)
Loss for the financial year 29 (577) {41}
(Loss)/earnings per share (p):
- basic 13 {88.5) (8.4) (4.2 1.2
Dividends per share {p}:
- annual 12 8.0 8.0
- non-egquity 12 23 29

Other gains and losses for the years are set out in the Statement of Total Recognised Gains and Losses
on page 28. Notes 1 to 35 form part of these financial statements.
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Group Company
2002 2001 2002 2001
{restated)
Notes £m £m £m £im
Fixed assets
Tangible assets 15 4,714 5,045 39 43
Investment in joint venture:
- ghare of gross assets 544 ' 457 r ?H Z
— share of gross liabilities {457 (411) - -
16 87 48 - -
(Other investments 16 108 154 19 35
4,909 5,245 58 78
Current assets
Becommissioning fund 17 411 397 - -
Stocks 18 514 560 - -
Debtors: amounts falling due within one year - P 7 K 824
Dettors: amaunts falling due after more than one year l; 320} 28 - -
19 732 355 2,517 2,824
Investments - liquid funds 33 209 227 179 227

1,866 1,539 2,696 3,051
Creditors: amounts falling due within one year

— borrowings 21 {153 {40 {116 (6
- other 20 (8221 (645) 49 (64

(975) (685) {165} (70)
Net current assets 891 854 2,531 2,981
Total assets less current liabilities 5,800 6,009 2,589 3,059
Creditors: amounts falling due after more than
ohe year
- borrowings 21 {915) (917) (298) (408)
— other 20 (1,858} (1,890) - -
Provisicns for liabilities and charges 23 (2,400) (2,124) - -
Net assets 627 1,168 2,291 2,651
Capital and reserves
Called up equity share capital 28 277 277 277 277
Share premium 76 76 76 76
Capital redemption reserve 350 350 350 350
Profit and loss account 29 (213) 372 1,495 1,855
Equity shareholders’ funds 30 490 1,075 2,198 2,558
Non-equity shareholders' funds 28 23 23 23 23
Minority interests 44 - ~- -
Capital employed 627 1,168 2,291 2,651

The financial statements were approved by the Board of Directors on 14 May 2002 and signed on its
behalf by:

Rdoin Ll

Robin Jeffrey Keith Lough
Chairman Finance Director Lﬂ]

Notes 1 to 35 form part of these financial statements.
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2002 2001
Notes £m £m
Net cash inflow from operating activities 31 380 277
Interest paid (62) {65}
Interest received 13 10
Fees paid (2) (7)
Dividends paid on non-equity shares {2) (2)
Returns on investments and servicing of finance (53) (64)
Taxation received/(paid) 4 (37)
Payments to acquire tangible fixed assets (225) (133)
Payments to acquire financial investments - (1)
Receipts from sale of financial investments 38 7
Capital expenditure and financial investment (187) (127)
Receipts from sale of Swalec - 210
Investment in North America (129) (31)
Acquisitions and disposals (129} 179
Equity dividends paid (46} (29)
Decrease/(increase) in term deposits i8 (190)
Management of liquid resources 33 18 (120)
Minority funding of Bruce Power 4 -
New loans, net of repayment of amounts borrowed 9 {9)
Financing 13 (9}
Movement in cash 33 - -
Notes 1 to 35 form part of these financial statements.
2002 2001
[restated)
£m
(Loss)/profit for the financial year {527) 28
Translation differences on foreign currency net investments (8) 6
Total recognised (tosses)/gains for the year (535) 35
Prigr year adjustment in respect of accounting policy changes:
- deferred tax (130) -
Total recognised (losses)/gains since last report (665) 35
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1. BASIS OF PREPARATION
To assist shareholders to compare the underlying financial performance of the Group, “business
performance” profit and loss account figures are shown which exclude exceptional items.

2. ACCOUNTING POLICIES

(i) Basis of accounting

The financial statements are prepared under the historical cost convention and in accordance with
applicable accounting standards. The Group has changed its accounting policy for deferred tax (2 (xiv)
below} in accerdance with the provisions of FRS19. The income recognised by the Group in respect of
the longterm rate of return of the decommissioning fund is unrealised and its recognition is a departure
from one of the accounting principles set out in Schedule 4 of the Companies Act 1985. An explanation
of this departure is given in note 2 (xvi) below.

The preparation of accounts in conformity with generally accepted accounting principles requires
management to make estimates and assumptions that affect the reported amounts of assets and
liabilities at the date of the accounts and the reported amounts of revenues and expenses during the
reporting period. Actual results can differ from those estimates.

In agcordance with FRS18 the Directors have reviewed the Group's agcounting policies and confirm that
they continue to be the most appropriate. A number of the policies require the Group to use a variety
of estimation technigues. Significant factors considered when assessing the carrying value of assets
include future prices, expected annual output, remaining station lives and discount rate. Estimates of
output, costs and timing of associated cash flows are key factors used to apply the stated policies for
long-term nuclear liabilities and decommissioning.

(i} Basis of consolidation
The Group financial statements consolidate the financial statements of British Energy and all its
subsidiary undertakings. Inter-company profits, transactions and balances are eliminated on consolidation.

(iii} Turnover

Turnover represents amounts receivable for sales of electricity, and sales of other related goods, net of
value added tax. Sales are recognised on an accruals basis, with reference te meter readings. Turnover
includes estimates of selling prices for electricity generated in the year.

(iv) Fuel costs — nuclear front end

Advanced Gas-Cooled Reactors (“AGR™)

front end fuel costs consist of the ¢osts of procurement of uranium, conversion and enrichment services
and fuel element fabrication. Fabrication costs comprise fixed and variable elements. The fixed element
is charged to the profit and loss account as incurred and the variable element, other than for unburnt fuet
at shutdown, is charged to the profit and loss account in proportion to the amount of fuel burnt.

Pressurised Water Reactor (“PWR")
All front end fuel costs are variable and, other than for unburnt fuel at shutdowr, are charged to the profit
and loss account in proportion to the amount of fuel burnt.

Bruce
Front end fuel costs are recognised when fuel is loaded into the reactor. The reactors are continually
reloaded and as such this method closely reflects fuel burnt.

{v) Fuel costs ~ nuclear tack end

AGR

Spent fuel extracted from the reactors is sent for reprocessing and/or long-term storage and eventual
disposal of resulting waste products. Back end fuel costs comprise the estimated cost of this process
at current prices discounted back to current value in respect of both the amount of irradiated fuel burnt
during the year and an appropriate proportion of unburnt fuel which will remain in the reactors at the end
of their lives. All back end fuel costs, other than for unburnt fuel at shutdown, are charged to the profit
and loss account in proportion to the amount of fuel burnt.

PWR

Back end fuel costs are based on wet storage in station ponds followed by dry storage and subsequent
direct disposal of fuel. Back end fuel costs comprise the estimated cost of this process at current prices
discounted back to current value. All back end fugl costs, other than for unburnt fuel at shutdown, are
charged to the profit and loss account in proportion to the amount of fue! burnt.

Bruce
Under the terms of the Bruce lease the responsibility for spent fuel, waste and decommissioning
remains with Qntario Power Generation Inc.

(vi) Unburnt fuel at shutdown

Due to the nature of the nuclear fuel process there will be some unburnt fuel in the reactors at station
closure. The front end and back end costs of this fuel in the UK are charged to the profit and loss
account over the estimated useful life of each nuclear station on a straight line basis.

(vii] Fuel costs — coal
Fuel ¢costs for coal are determined on a weighted average cost basis.

{viii} Research and development
Research and development expenditure is charged to the profit and logs account as incurred.

(ix} Pensions and other post retirement benefits

The Group continues to provide for UK pension costs in accordance with SSAP24. Contributions to the
Group’s defined benefit pension schemes are assessed by qualified actuaries and are charged to the
profit and loss account so as to spread the cost of pensions over employees’ working lives with the Group.
The capital cost of ex gratia and supplementary pensions is charged to the profit and loss account, to the
extent that the arrangerments are not covered by the surplus in schemes, in the accounting period in which
they are granted. Differences between the amounts funded and the amounts charged to the profit and
loss account are in¢luded in the balance sheet,

In Canada, the charges for pensions angd other post retirement benefits are determined annually by
actuaries on the basis of management estimates. These costs consist of current service costs, interest
and adjustments arising from plan amendments, changes in assumptions, and experience gains or
losses, which are amortised on a straight-line basis over the expected average remaining service life of
the employees covered by the plan. Costs are recorded in the year in which employees render services.
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2, ACCOUNTING POLICIES {CONTINUED)

(x) Foreign currencies

Transactions in foreign currencies are recorded at the rate of exchange at the date of the transaction
or, if hedged forward, at the rate of exchange under the related forward currency contract. Assets and
liabilities denominated in foreign currencies are translated into sterting at the rate of exchange rufing
at the date of the batance sheet. All differences are taken to the profit and loss account.

Differences on foreign exchange arising from the retranslaticn of the opening net investment in, and
results of, subsidiary and associated undertakings and joint ventures are taken to reserves and, where
appropriate, are matched with differences arising on the translation of related foreign currency borrowings.
Any differences are reported in the Statement of Total Recoghised Gains and Losses.

[xi} Tangible fixed assets and depreciation, including decommissioning costs

Fixed assets comprise assets acquired or constructed by the Group. Expenditure of a capital nature
incurred to improve operational performance, to improve safety or in order to meet increased regulatory
standards is also capitalised. Interest on major capital projects is included in the cost of the fixed asset
from the date of cash settlement until the date of commissioning. Other expanditure, including that
ingurred on preliminary studies and on the initiation of new technologies not yet adopted, is charged

to the profit and loss account as incurred.

Fixed assets (other than assets in the course of construction) are stated in the balance sheet at cost
tess accumulated depreciation. Accumulated depreciation includes additional charges made where
necessary to reflect impairment in value. Impairment is assessed based on the present value of
estimated future cash flows and net realisable value compared with net book value. Assets in the
course of construction are stated at cost and not depreciated until brought into commission.

The charge for depreciation of fixed assets is based on the straight-line method so as to write off the
costs of assets, after taking into account exceptional provisions for diminution in value, over their
estimated useful lives.

The asset lives adopted are subject to regular review and for the year ended 31 March 2002 were:

AGR power stations 25-35 years
PWR power station 40 years
Bruce power station assets 18 years
Coal power station 20 years
Other buildings 40 years
Other assets b years

The estimated costs for decommissioning the Group's nuclear power stations are capitalised as part of
the cost of construction and are depreciated over the same lives as the stations. These estimated costs
are discounted having regard to the timescale whereby work will take place over many years after station
closure. The estimated costs include the demolition and site clearance of the stations’ radioactive
facilities and the management of waste.

(xii) Fixed asset investments

Investments in subsidiaries are stated at the nominal value of shares allotted. Fixed asset investments
are stated at cost less amortisation or provisions for diminution in value. The Group’s investment in joint
venture is stated at cost plus the Group’s share of retained earnings. The carrying value of all fixed asset
investments is regularly assessed for impairment and provision made, if appropriate.

Own shares purchased in respect of the employee share option and Sharesave option schemes are held
at cost less charges to write down the shares to the option exercise prices over the minimum lives of the
options. The Group has taken advantage of the exemption under UITFA7 in respect of Save As You Earn
Share Schemes.

(xiii) Stocks of fuel, stores and spares

Stocks of fuel, stores and spares are valued at the lower of cost and net realisable value. The nuclear
fuel stock is reduced by the provision for unburnt fuel at shutdown (note 2 (vi)). Strategic spares are
amortised over the life of the asset to which they relate.

(xiv) Deferred taxation

The Group makes full provision for deferred tax on all ternporary timing differences which arise between
its taxable profits and resuits as stated in the financial statements. The full amount of the provision is
discounted using a discount rate similar to the current post tax rates of return on UK treasury gilts. The
impact of the change in accounting policy is to increase the deferred tax provision and reduce profit and
loss account reserves by £130m at 31 March 2001. The deferred tax charge in the profit and loss
account for the year ended 31 March 2001 was increased by £20m and has been restated accordingly.

{xv) Nuclear liabilities
In matching the costs of generating electricity against the income from sales, accruals are made in
respe¢t of the following:

(a) Fuel costs - back end

The treatment of back end fuel costs in the profit and loss account has been dealt with in (v) and {vi} on
page 23. These accruals cover reprocessing and storage of spent nuclear fuel and the longterm storage,
treatment and eventual disposal of nuclear waste. They are based, as appropriate, on gontractual
arrangements or the latest technical asseasments of the processes and methods likely to be used to
deal with these obligations under the current regulatory regime. Where accruals are based on contractual
arrangements they are included within creditors. Other accruals are based on long-term cost forecasts
which are reviewed regularly and adjusted where necessary, and are included within provisions.
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{b) Decommissioning of nuclear power stations

The financial statements include provision for the full cost of decommissioning the Group's nuclear power
stations. Provision is made on the basis of the latest technical assessments of the processes and
methods likely to be used for decommissioning under the current reguiatory regime.

The provision established at the commencement of a power station’s operating life is capitalised as part
of the costs of the station.

Accruals and provisions for back end fuel costs and decemmissioning are stated in the balance sheet
at current price levels, discounted at a long-term real rate of interest of 3% per annum to take account
of the timing of payments. Each year the financing charges in the profit and loss account include the
revalorisation of liabilities required to discharge one year's discount from provisions made in prior years
and restate these provisions to current price leveis,

{xvi} Decommissioning fund

The Group makes contributions inte an independently administered fund to cover ali costs of
decommissioning its UK nuclear power stations, except defuelling costs. The Group's annual
contributions to the fund are assessed by qualified actuaries, taking into account the amount and timing
of expected decommissioning costs and the periods until station closures. The value of the asset in the
balance sheet represents the contributions made by the Group, together with an estimated actuarially
determined longterm rate of return on the fund. The change in value arising from applying the estimated
fong-term rate of return is taken to the profit and loss account and disclosed as part of revalorisation.

The revalorisation of the decommissioning fund, which has been taken through the profit and loss
account, is not a realised profit for the purposes of the Companies Act 1985 because the income is
unrealised unti! the Group receives the related cash from the fund to reimburse decommissioning
expenditure. The inclusion of this profit in the profit and loss account is a departure from the
requirements of the Companies Act 19285. Revalorisation of the accrued decommissioning provision

is charged to the profit and loss account each year and accordingly, in the opinion of the Directors,

it is necessary to in¢lude the estimated annual long-term rate of return of the fund in the Group's profit
and loss account in order for the financial statements 1o give a true and fair view.

The effect of the departure is to increase the loss before tax by £4m (2001: increase in profit £20m), to
increase the reported profit before exceptional items for the year by £23m (2001: £20m) and net assets
by £82m (2001: £86m). There are no tax consequences of this departure.

In the event that the net realisable value as indicated by the market value of the fund is lower than
the vatue determined under the accounting policy set out above, the lower value is included in the
Group accounts.

{(xvii} Liquid funds

Cash which is placed on term deposits which mature more than one day after the end of the financial
year or invested in commercial paper is ¢lassified under current asset investments in the balance
sheet and the movement in liquid funds is disclosed under management of liquid resources in the
cash flow statement.

(xviii) Financial instruments and derivatives

Financial instruments and derivatives are used to hedge interest rate, foreign exchange and trading risks.
Profits and losses on financial instruments and derivatives are reported in the profit and loss account

in the period in which underlying hedging transactions are completed. In the event that a financial
instrument no longer forms part of the Group’s physical trading portfolic the value of the instrument

is estimated using discounted future cash flows, and provisions made if required. Short-term debtors
and cregditors have been excluded from the disclosures made under FRSA3 - ‘Derivatives and other
financial instruments’.

(xix) Goodwill

Goodwill arising on acquisitions represents the excess of the fair value of the consideration at acquisition
compared to the fair value of the identifiable net assets acquired. Goodwill is capitalised as an intangible
asset on the balance sheet and amortised on a straight-line basis over its estimated useful life.

(xx) Joint ventures

The Group's share of the results of joint ventures is included in the consolidated financial statements
based on the latest audited accounts of the joint ventures, except where the accounting reference date
is hot coterminocus with the parent company, in which case management accounts are used.

(xxi} Operating fease

The Group has entered into an operating lease with Ontario Power Generation (OPG) to rent the Bruce
nuclear plant in Ontario, Canada until 2018. Under the terms of the agreement a significant initial
payment was made. This consideration plus related transaction costs attributed to the operating lease
prepayment is being amortised on a straight-line basis over the expected period of the lease. Qther costs
of the Bruce lease are charged to the profit and loss account in accordance with the rental schedule
which is included in the lease agreement,
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3. TURNOVER, OPERATING PROFIT AND NET ASSETS

{a) Turnover
2002 2001

Twh TWh
Output
United Kingdom 74.7 70.5
Canada 20.5 -
95.2 70.5
m £m
Continuing activities
United Kingdom
Wholesale generation 1,162 1,593
Direct supply 522 343
Miscellaneous income 17 18
1,701 1,954
Canada 348 -
2,049 1,954
Discontinued activities - 170
Turnover 2,049 2,124

Following the introduction of NETA on 27 March 2001 the Group sells its output in England and Wales
through bilateral contracts and related instruments rather than into the Pool. As a result of the changed
contractual relationships with its customers the Group no longer has to sell and repurchase its output
from the Pocl in respect of its supply sales. Wholesale generation sales and energy costs {note 4) have
therefore decreased in the year ended 31 March 2002,

Turnover in Canada represents the sales by Bruce Power following its acquisition on 12 May 20Q01.
Turnover from discontinued activities in 2001 relates to sales by Swalac which was sold on 7 August 2000.

The turnover, operating profits and net assets of the Group’s joint venture, AmerGen, relate entirely to
activities in the United States of America.

() Operating profit
A geographical analysis of operating profit before exceptional items is as follows:

2002 2001
£m £m
United Kingdom 18% 226
Canada 42 -
231 226
All exceptional items relate to the UK.
(¢) Net assets
A geographical analysis of the Group's net assets is as follows:
2002 2001
(restated)
£m £m
United Kingdom 388 1,150
Canada 158 -
United States 81 18

627 1,168
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4. OPERATING COSTS
2002 2001

2002  Exceptional Busineas Business Exceptional 2001

Total tems  performance  performance items Total

£m £m £m £m £m £m

Fuel 490 - 490 425 (24) 401
Materials and services 753 209 544 493 - 493
Staff costs 332 3 328 210 (44) 166
Depreciation 585 300 285 277 - 277
2,159 512 1,647 1,405 (68) 1,337

Energy supply costs 171 - 171 493 14 507
2,330 512 1,818 1,898 54) 1,844

Following the fall in electricity selling prices, particularly since the introduction of NETA, the Directors
have reviewed the economic values and net realisable values of the Group's power stations and
compared them to their book value. As a result of this review the value of Eggborough Power Station
has been written down by £300m.

The Group has certain pre-NETA contracts which are excluded from its wholesale and direct supply
portfolios. As a result of the terms inherent in these contracts and the Directors' view of future market
prices the contracts are considered to be onerous and a provision has been made to reflect the future
discounted losses that are expected under the terms of thase contracts. In addition the fall in electricity
prices over the year has resulted in the Group increasing its provision for the contract with Teesside
Power. An exceptional charge of £209m has been made in the year to make further provision for these
long-term trading contracts.

There are exceptional staff costs of £3m (2001: £8m) in respect of shares issued to the British Energy
Qualifying Employee Share Trust (‘the QUEST') during 1997 /1998, The difference between the Sharesave
Scheme option prices and the subscription price paid for the Company's shares by the QUEST is being
charged to the profit and loss account over the mintmum lives of the options.
Buring 2000/2001 the agcounting lives of Heysham 1 and Hartlepool power stations were increased by
five years from 25 years to 30 years. As a result of these life extensions there were one-off exceptional
credits in that year of £24m to fuel costs and £5m to revalorisation (note 9),
During April 2001 the House of Lords issued a ruling in favour of the National Grid Group in respect
of the use of ESPS surplus to offset the costs of early retirement resulting from recrganisation or
redundancy. On the basis of the House of Lords decision a provision of £52m was released as an
exceptional credit to staff costs in the year ended 31 March 2001.
Included within operating costs in 2001 are £174m of costs relating to Swalec prior to its disposal.

2002 2001

£m

£m
QOperating costs are stated after ¢charging:
- research and development 186 17
- operating lease costs ~ Bruce as -
£000 £00G
Auditors’ remuneration:
- statutory audit — Company: £45,000 (20Q01: £40,000) 358 266
- other services 1,825 1,606

It is the Group's policy to engage PricewaterhouseCoopers on assignments where their expertise and
experience with the Group are important, or where they win work on a competitive basis. The non-audit
work consisted of tax services £1,242,000, due diligence £189,000 and other audit and regulatory
related services £387,000.

5. SHARE OF OPERATING PROFIT OF JOINT VENTURE — EXCEPTIONAL ITEM
British Energy’s joint venture, AmerGen, incurred severance costs at its three US nug¢lear power stations
during the year ended 31 March 2001. British Energy’s share of these costs totalled £7m.

&. PROFIT/(LOSS) ON SALE OF INVESTMENTS

The disposal of the Group’s interest in Humber Power Limited resulted in an exceptional profit of £4m.
In 2000/2001 the disposal of Swalec together with the write off of British Energy’s investment in Home
Directory Limited resuited in an exceptional loss of £56m.
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7. EMPLOYEE INFORMATION
(a) Staff costs

2002

2004

STATEMENTS P o
CONTINUED Salaries 314 200
Social security costs 26 18
Pension costs (note 27) 11 -
Amortisation of share option costs (note 16) 9 4
Amounts capitalised (32) (12)
Business performance staff costs 328 210
Exceptional items (note 4) 3 (44)
Total staff costs 331 166
{b) Employee numbers
2002 2001
Number Number
Average number of employees during the year 7,670 5,310
Average number of full-time equivalent employees by category during the year were:
Number Number
United Kingdom
Power stations:
— nuclear 3,499 3,683
- coal-fired 251 252
Engineering, technical and corporate support 1,170 1,252
Retail markets - 37
North America 2,733 41
7,653 5,265
8. SUMMARY OF DIRECTORS' EMOLUMENTS
2002 2001
£'000 £600
Total emoluments, including pension contributions
As Directors 221 293
For management services:
— salaries and other benefits 1,041 811
- performance related bonuses 343 183
— pension contributions 48 65
1,653 1,352
- compensation for Yoss of office 365 285
2,018 1,637

Full details of the remuneration and share interests of the Directors are set out in the Remuneration Report.
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9. FINANCING CHARGES/{CREDITS)

2002 2001
£ £m
Revalorisation of nuclear liabilities {note 24):
- changes in price levels 65 81
— discharge of one vear's discount 110 110
175 191
Revalorisation of other provisions 12 4
Revalorisation of decommissioning fund (note 17) {23) (20)
Share of revalorisation of joint venture {4) {2)
Revalorisation charge before exceptional items 160 173
Exceptional item {see below) 27 (5)
Revalorisation charge 187 168
Interest
Interest on loans repayabie within five years:
- bank 27 19
- other 27 17
Interest on loans repayable in five years or more:
—bank 20 22
- other 8 8
Interest receivable {16) [1y)]
Interest payable and similar charges 66 56

At 31 March 2002 the market value of the decommissioning fund (£411m} was lower than the value
(£438m) that wouid have been derived from revalorising the cost of investment. As a result, an
exceptional charge of £27m has been recognised to restate the decommissioning fund receivable
to market value.

The exceptional revalorisation credit of £5m in 2001 results from the extension of the accounting lives
at Heysham 1 and Hartlepool power stations.

10. TAXATION ON (LOSS)/PRQFIT ON ORDINARY ACTIVITIES

2002 2001

(restated)

£m

UK corporation tax — pricr year _{11) 2
Deferred taxation ¢n business performance profit before tax 34 12
Excepticnal deferred tax (credit)/charge (56 18
Unwinding of discount 14 15
Deferred tax charge for the year (note 26} (8) 45
Foreign tax - current year 15 -
(4) 47

A recongiliation of the effective tax rate for the current year tax charge, which solely comprises foreigh tax
is set out below.

2002

Tax tetms
£m Percentage

Tax credit on loss at standard rate of 30% (148) 30%
Deferred tax:
— current year movement pre-discounting 8 (2%)
- impact of discounting 55 (11%)
- expenses not deductible for tax purposes 108 (22%)
- higher tax rates on overseas earnings 3 (1%)
- minority interests (3) 1%
- impact of joint venture (8) 2%
15 (3%)

Following the introduction of FRS19 the Group discounts its deferred tax ligbility. This has resulted in a
prior year charge of £20m to the previously disclosed deferred tax charge in the profit and loss account
in the year ended 31 March 2001. The unwinding of one year's discount is included in the tax charge for
the year.

The Group's joint venture, AmeriGen, is not a tax paying entity. The share of taxation for joint venture
represents the Group's liability for its share of AmerGen’s taxable profits.

11. LOSS OF THE COMPANY

The loss of the Group includes a loss of £310m (2001: loss of £40m) attributable to the Company. The
profit and loss account reserve of the Company includes an amount of £491m (2001: £727m) which is
currently not distributable. As permitted under Section 230 of the Companies Act 1985 the Company has
not published a separate profit and loss account.
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12. DIVIDENDS
2002 2001 2002 2001
p per shara p per share £m £m
Annual dividend per ordinary share:
— interim paid 2.7 2.7 16 16
~ final proposed 8.3 5.3 32 32
Total annual 8.0 8.0 48 48
Non-equity dividend 2.3 2.9 2 2

The British Energy Employee Share Trust and the QUEST have elected to waive their entitiement to
receive dividends for the year.

13. EARNINGS PER SHARE

The basic total earnings per share and basic busingss performance earnings per share for the year have
been calculated on the basis of the Joss on ordinary activities after taxation, minority interests and non-
equity dividends of £629m (2001: profit £7m) for the total figures and a loss of £50m (2001: loss of
£25m) for the business performance figures; and by reference to a weighted average of 598 million
ordinary shares (2001: 5F1 miflion ordinary shares).

A reconciliation of total earnings per share to business performance earnings per share {which exclude
exceptional items) is set out below.

2002 2001

Loas Basic  Frofit/(loss) Basic

attributable to loss per attribytable to eamings

shareholders share shareholders per share

£m p/share £im p/ share

Total {529) (88.5) 7 1.2
Adjusted for exceptional itams:

- gperating costs/(credits) 512 85.7 (54} {9.1)

— share of joint venture - - T 1.2

— {profit)/toss on disposal (4} (0.7) 5 0.8

— revalorisation 27 4.5 (5) (0.8)

Taxation on exceptional items (56) (9.4} 15 2.5

Business performance (50) (8.4) (25) 4.2

14, INVESTMENT N BRUCE POWER

On 12 May 2001 British Energy’s Canadian 82.4% subsidiary, Bruce Power, compteted a deal to lease
the two Bruce nuclear power stations in Canada from Ontario Power Generation (OPG). The lease is
expected to run until 2018, with an option for extension up to a further 25 years. Bruce Power made
an initial investment including transaction and other costs of £168m (C$367m), net of deferred
consideration of £108m (C$225m), which resulted in the following initial fair valuation of assets and
liabilities. These fair values are subject to further review and may change.

£m
QOperating lease prepayment 184
Fixed assets 29
Stock 20
Pension surplus 59
Debtors &80
Retirement benefit obligations {52}
Creditors {6)
Deferred tax liability (18)
Total consideration 276

In addition, Bruce Power will make annual lease payments to OPG comprising fixed and variable elements.
Spent fuel, waste and decommissioning liabilities are covered by agreements between Bruce Power and
OPG whereby OPG has ultimate responsibility for dealing with each of these activities. The fixed rental
obligation payable during the year ending 31 March 2003 is £28m.
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15. TANGIBLE FIXED ASSETS

Group
Other Other plant
Power fand and and
stations buildings eguipment Total
£m £m £m £m
Cost
As at 1 April 2001 10,583 47 364 10,994
Acquisition of Bruce Power 25 -~ 4 29
Additions 185 -~ 40 225
As at 31 March 2002 10,793 47 408 11,248
Depreciation
As at 1 April 2001 5,719 24 208 5,949
Exceptional asset write down 300 -~ - 300
Charge for the year 256 ~ 29 285
As at 31 March 2002 6,275 23 235 6,534
Net book value
As at 31 March 2002 4,518 23 173 4,714
As at 31 March 2001 4,864 23 158 5,045

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

2002 2001

£m £m

Cost 2,223 2,223
Net book value 1,120 1,163

During the year the Directors reviewed the economic valugs and net realisable values of the Group's
power stations and compared them to their net book values. A discount rate of 8% was applied to the
econemic value review. As a result of this review the value of Eggborough Power Station has been written
down by £300m.

Company
Plant and
equipment
£m
Cost
As at 1 April 2001 141
Additions 9
As at 31 March 2002 150
Depreciation
As at 1 April 2001 a8
Charge for the year 13
As at 31 March 2002 111
Net book value
As at 31 March 2002 39

As at 31 March 2001 43
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16. FIXED ASSET INVESTMENTS

Group
AmerGean Loans to Own Other
joint venture Nirex shares investments Total
£m £m £m £m £m

Cost
As at 1 April 2001 46 37 192 20 295
Disposals ~ - (52) (16} (68)
Share of retained profits 41 - - - 41
As at 31 March 2002 87 37 140 4 268
Provision for diminution in value
As at 1 April 2001 - a7 58 - a5
Charge/(credit) for the vear:
— operating costs - - ) - 9
- exceptional items - - 3 - 3
- disposals - - (34} - (34)
As at 31 March 2002 - 37 36 - 73
Net book value
As at 31 March 2002 87 - 104 4 195
As at 31 March 2001 45 - 134 20 200

An analysis of British Energy’s share of the aggregate net assets of the AmerGen joint venture is set
out balow.

2002 2001

£m £m

Negative goodwill (14) (18}
Tangible assets 107 80
Stocks 52 29
Cash 2 22
Decommissioning fund 378 344
Debtors 19 20
Creditors (67} {19}
Decommissioning liabilities (340) (315)
Loan notes 50 (77)
Net assets 87 46

Negative goodwill relates to AmerGen’s acquisition of Oyster Creek nuclear power station in August 2000.

Loans have been made to United Kingdom Nirex Limited to fund development expenditure for building an
intermediate level nuclear waste repository. These loans have been fully provided for in the Group’s
financial statements.

At 31 March 2002 British Energy Employee Share Trust held 21,507,127 ordinary shares at an average
cost of £4.68 for a total consideration of £101m. These shares are held at cost less charges to write
down the shares to the exercise price of the share options over the minimum life of the options.

At 31 March 2002 the QUEST held 5,311,420 ordinary shares at a cost of £5.32 per share [£28m) and
19,165,471 A’ shares at a cost of 60p per share (£11m), These shares are held at cost less charges to
write down the shares to the exercise price over the minimum life of the options.

The market value of shares held by the employee trusts at 31 March 2002 was £58m {2001: £117m).
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Company
Subsidiary Qther
undertakings investments Total
£m £m
Cost
As at 1 April 2001 19 16 a5
Disposals - (16) (16)
As at 31 March 2002 19 - 19
There are no provisions for diminution in value of any of the Comparny’s fixed asset investments.
Details of British Energy’s principal subsidiary undertakings and other holdings of more than 10% are
as follows:
Country of Group Comparny
registration Class of sharg- share- Principal
and operation share holding helding activity
% %
Subsidiary undertakings
British Energy Generation
(UK) Limited UK Ordinary 100 100 Generation and
sale of electricity
British Energy Generation Limited UK Ordinary 100 - Generation and
sale of electricity
British Energy Power & Energy
Trading Limited UK Ordinary 100 100 Energy trading
Eggborough Power Limited UK Ordinary 100 - Generation and
sale of electricity
Lochside Insurance Limited Guernsey Ordinary 100 100 Insurance
British Energy US Holdings inc us Ordinary 100 - Holding Company
Bruce Power LP Canada Limited 82.4 - Generation and
Partnership sale of electricity
Other holdings of more than 10%
AmerGen Energy LLC us Crdinary 50 - Generation and
sale of electricity
United Kingdom Nirex Limited UK Ordinary 10.8 - Disposat of

nu¢lear waste

Included in the Group accounts are the assets of British Energy Employee Share Trust and the assets

of British Energy Qualifying Employee Share Trust, which are trusts set up to hold shares purchased on
behalf of the Group’s employees under the Employee Share Scheme and the British Energy Sharesave

Scheme respectively.

The accounting reference dates of AmerGen Energy LLC and Bruce Power LP are hoth 31 December.

17. DECOMMISSIONING FUND

Group
£m

As at 1 April 2001 397
Regular contributions 18
Revalorisation (note 9) 23

438
Less exceptional item to write down to market value {27)
As at 31 March 2002 411

The decommissioning fund asset in the balance sheet normally represents the contributions made by the
Group, together with an estimated actuarially determined long-term post-tax real rate of return on the
fund of 3.5% per annum. The change in value arising from applying the estimated long-term rate of return
is taken to the profit and loss account as a revalorisation credit. The decommissioning fund asset is
receivable after more than one year. At 31 March 2002 the market value of the decommissioning fund’s
investments was £411m (market vaiue 2001: £399m). As a result of the market value being lower than
the balance sheet carrying value an exceptional charge of £27m has been recognised in the actounts.
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18, STOCKS
Graup

2002 2001
£m £m
Unburnt nuclear fuel in reacters 451 463
Provision for unburnt fuel at station closure (266) (254)
Net unburnt nuclear fuel in reactors 185 209
QOther nuclear fuel 182 185
Coal stocks 15 20
Stores 162 146
514 560

19. DEBTORS

Group Compary

2002 2001 2002 2001
£m £m £m £m
Trade debtors 294 239 5 1
Other debtors 158 38 76 77
Operating lease prepayment 176 - - -
Prepayments 104 78 3 10
Amounts due from subsidiary undertakings - - 2,433 2,736
732 355 2,517 2,824

Included within the Cempany’s amount due from subsidiary undertakings is £67m (2001: £64m) which

was denominated in foreign currencies and translated at the year-end exchange rate.

£320m of Group debtors fall due in mare than one year (2001: £28m).

20. CREDITORS

Group Company
2002 2601 2002 2001
£m £m £m £m
Amounts falling due within one year
Nuclear liabilities {note 24) 224 298 - -
Trade creditors 285 112 - -
Retentions 4 4 - _
Other taxes and social security 21 25 - -
Other creditors 72 - - -
Accruals 182 172 15 30
Proposed dividends 34 34 34 34
822 845 49 64
Other creditors: amounts falling due after more than
one year
Nuclear liabilities {note 24} 1,858 1,820
21. BORROWINGS
The Group's borrowings at 31 March 2002 were as follows:
Group Company
2002 2001 2002 2001
£m im £m £m
Short term — US dollar ;] 8 6 6
Long term — Canadian doliar 42 - - -
Long term OPG loan — Canadian dollar 104 - - -
Long term project finance loan — sterling 508 543 - -
Bonds - sterling 408 408 408 408
1,068 o957 414 414

During the year the Group arranged an unsecured term loan agreement in respect of the Group's

investment in Bruce Power. The Ioan is for a term of seven years and bears interest at Canadian dollar
LIBOR plus 0.75%, partly fixed through an interest rate agreement.

Under the terms of the agreement with OPG in retation to Bruce Power, C$225m of consideration has
been deferred as a loan repayable in two equal instalments in 2005 and 2007. The loan bears interest

at 10.5% until May 2003, increasing to 14% thereafter. The loan was fair valued at acquisition to
C$237m and the interest rate for the period to May 2003 has been fair valued at 7.5% per annum.

The long-term project finance loan is secured on the assets of Eggborough Power Limited. The lenders
have no recourse to the rest of the British Energy group under the loan agreements. The final instalment
of loan principal will be repaid in 2011. The loan currently bears interest at LIBOR plus 1%.
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The remainder of the Group's borrowings are unsecured. The shortterm borrowing is at a variable rate
indexed to US doltar LIBOR with a margin of 40 basis points. The interest rate coupens on the bonds are
as follows:

2002
Coupon rate Principal
% £m
Bond 2003 5.949 11¢
Bond 2006 6.077 163
Bong 2016 6.202 135
408
The interest rate risk profile of the Group's borrowings is as follows:
Weighted
Weighted average 2002
average period for
interest Which the Fleating Fixed 2001
rate rate is fixed rate rate Total Total
% Years £m £m £m £m
Canadian dollar 6.20 1.1 42 104 146 -
Sterling 6.37 6.9 - 916 916 951
US dollar 2.4, - 5] ~ 6 6
At 31 March 2002 48 1,020 1,068 g57

At 31 March 2002, the effect of the Group’s interest rate contracts is to classify £508m (2001: £540m)
of borrowings as fixed rate in the above table.

Fair values
The fair values of the Group's borrowings at 31 March 2002 are as follows:
2002 2001

Book value Falr valus Book value Fair value
£m £m £m £m
Short term — US dollar 6 6 5] 6
Long term ~ Canadian dollar 42 42 - -
Long term OPG loan — Canadian dollar 104 104 - -
Long term project finance loan - sterling 508 508 543 543
Bonds — sterling 408 388 408 398
1,068 1,048 957 847

The fair values of long-term bonds reflect their market value as at 31 March 2002, The fair value of the
QPG loan was determined after the Bruce transaction completed and is not materially different from book
value at 31 March 2002. The fair values of other debt and term deposits approximate to their carrying
values because of the floating rate nature of these instruments.

Maturity of borrowings

2002 2001

£m £m

Less than one year 153 40
Between one and two years a1 148
Between two and five years 410 296
Over five years 464 473
1,068 257

Borrowing fagilities
At 31 March 2002 the Group had the following borrowing facitities, excluding the QPG loan and bonds.

Drawn Undrawn Total Expiry

im £m m date

Working capital facility — Canadian dollars - 44 44 2002
Bilateral bank facilities 6 259 265 2003
Revolving credit facility - 350 350 2005
Term loan facility -~ Canadian dollars 42 - 42 2008
Project finance facility 508 - 508 2011

556 653 1,209
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22. FINANCIAL INSTRUMENTS AND DERIVATIVES
Derivative financial instruments

A summary of derivative financial instruments at 31 March 2002 is set out below.

2002 2001
Contract Contract
principal Carrying Falr principal Carrying Fair
amounts value value amounts value value
£m £m £m £m £m £m
Foreign exchange forward tontracts 5 - 1 176 - 3
Interest rate contracts 518 - (29) 540 - (33)

The principal currency of the forward exchange contracts is US dollars. The principal value of the

contracts held in this currency is $8m (2001: $60m). Other forward exchange contracts in 2000/2001
were held in Canadian dollars ($292m), Dutch guilders {(NG13m) and Deutschmarks (DM13m). The
Group’s outstanding forward exchange contracts mature in April 2002.

The Group uses interest rate contracts to manage exposures to interest rate fluctuations.
A summary table of the net losses on derivative instruments is set out in the table below:

2002 2002 2001 2001
Unrecognised Deferred  Unrecognised Deferred
£m £m £m im
Net losses on derivative instruments at 1 April 2001 (30) (20) {7) {20}
Net losses arising in previous period included in current
period profit and loss account - 5 - 6
Net losses arising before 1 April 2001 not included in
current period profit and loss account (30) (15) (7} {14}
Net gains/{losses) arising in current period not included in
current period profit and loss account 2 5 {23) {6)
Net losses on hedges at 31 March 2002 (28) (10) (30} (20)
Of which:
Net losses expected to be included in 2002/2003
profit and loss account (2) ()
Net losses expected to be included in profit and loss
accounts beyond 2002/2003 (28) {6}
23. PROVISIONS FOR LIABILITIES AND CHARGES
Group
2002 2001
(restated)
£m £m
Nuglear liabilities {(note 24) 1,637 1,540
QOther provisions {note 25) 349 180
Deferred taxation (note 26) 414 404
2,400 2,124
24, NUCLEAR LIABILITIES
Back end Back end
fuel costs fue! costs Decorm- 2002 2001
contracted  uncontracted missioning Total Tota!
£m £m £m £m £m
As at 1 April 2001 2,188 653 887 3,728 3,770
Life extension adjustment - - - - (28)
Charged/(credited) to profit and loss account:
— operating costs 133 15 - 148 132
- revalorisation {note 9) 93 34 48 175 191
— exceptional items - - - - (18)
Payments in the year (332) - - (332) (319)
As at 31 March 2002 2,082 702 935 3,719 3,728
The year-end balances of nuclear liabilities are included in the balance sheet as follows:
2002 2001
£m £m
Creditors:
- amounts falling due within one year 224 298
— amounts falling due after more than one year 1,858 1,850
Provisions for liabilities and charges 1,637 1,540
3,719 3,728




43

British Energy plc Annual Report and Accounts 01/02

Fuel costs ~ back end

Accruals for AGR fuel services relating to spent AGR fuel are based on the terms of contracts with BNFL,
most of which include fixed prices subject to indexation, or the Group's estimates where no contracts
exist. Provisions for services relating to the disposal of nuclear waste and the storage and disposal

of PWR spent fuel are based on cost estimates derived from the latest technical assessments.

Decommissioning

The costs of decommissioning the power stations have been estimated on the basis of technical
assessments of the processes and methods likely to be used for decommissioning under the current
regulatory regime. The estimates are designed to reflect the costs of making the sites of the power
stations available for akternative use in agcordance with the Group’s decommissioning strategy.

Projected payment details

Based on current estimates of station lives and lifetime output projecticns, the following table shows,
in current prices, the likely undiscounted payments, the equivalent sums discounted at 3% per annum
to the balance sheet date and the amounts accrued to date.

Back end Back end Group Group

fuel costs fuel costs Decorn- 2002 2001

contracted  uncontracted missiohing Total Total

£bn £bn £bn £bn £bn

Undiscounted 5.0 4.3 4.8 14.1 14.2
Discounted 3.2 1.1 0.9 5.2 5.3
Accrued to date 2.1 0.7 0.9 3.7 3.7

The differences between the undiscounted and discounted amounts reflect the fact that the costs
concerned will not fall due for payment for a number of years. The differences between the discounted
amgunts and those accrued to date will be charged to the profit and 10ss account gver the remaining
station lives since they relate to future use of fuel.

Under the terms of the contracts with BNFL referred to above and in accordance with the projected
pattern of payments for decommissioning and other liabilities, taking account of the decommissioning
fund arrangements described in note 2 (xvi), the undiscounted payments in current prices are expected
to become payable as follows:

Back end Back end Group Group
fuel costs fuel costs Decorn- 2002 2001
contragted  uncontragted missioning Total Total
£m £m £m £m £m
Within five years 1,119 99 A0 1,308 1,466
6-10 years 1,017 211 183 1,411 1,384
11-25 years 1,696 608 379 2,683 2,768
26-50 years 688 444 56 1,188 1,217
51 years and over 514 2,922 - 3,436 3,394
5,034 4,284 708 10,026 10,229

25. OTHER PROVISIONS

Onerous

trading 2002
contracts  Restructuring Total
£m £m £m
As at 1 April 2001 156 24 180
Provided in year 209 - 209
Revalorisation 12 - 12
Utilised in the year (33) (19) (52)
As at 31 March 2002 344 5 349

The onerous trading contract provision is in respect of onerous contracts which are now excluded from
the wholesale and direct supply portfolios. Under the terms of these contracts the Group is required to
make difference payments based on contract prices compared with market prices over periods of up to
11 years. Contract prices are expected to significantly exceed the future market prices and provision for
these onerous contracts has therefore been made. The fall in market prices also resulted in the Group
increasing its provision in respect of its long-term contract with Teesside Power. The amounts provided
for the onerous contract are expected to be utilised as follows:

£
Less than one year 42
Between one and two years 46
Between two and five years 150
Over five years 106

344
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26. DEFERRED TAXATION

2002 2001

{restated)

£m

Accelerated capital allowances 1,020 1,037
Other long:term timing differences (63) (109
Short-term timing differences 41 (9)
Corporation tax losses {(189) (82)
ACT recoverable offset (76) (76)
Undiscounted provision for deferred tax 733 761
Discounted (319) (357)
Discounted provision for deferred tax 414 404
aroup

2002

£m

As at 1 April 2001 274
Prior year adjustment 130
As at 1 April 2001 (restated) 404
Provision set up on acquisition of Bruce Power assets (note 14) 18
Credit on exceptiona! items (56)
Charge for the year on business performance profit (note 10) 48
As at 31 March 2002 a14

The Company does not have a deferred tax liability at 31 March 2002 (2001; £nil).

27. POST RETIREMENT BENEFIT OBLIGATIONS

British Energy operates two separate pension arrangements in the UK within the Electricity Supply
Pension Scheme (ESPS), the British Energy Generation Group (BEGG) for the majority of employees and
the British Energy Combined Group (BECG) for the employees at Eggborough Power Station. The ESPS is
a defined benefit scheme, which is externally funded and subject to triennial actuarial valuation. Each
pension group that participates in the ESPS is financially independent from the other groups.

The most recent valuations of the BEGG and BECG were garried out at 31 March 2001. The valuations
for accounting purposes have been carried out by an independent actuary using the projected unit
methed. The principal assumptions adopted for both these accounting valuations were that, over the long
term, the investment rate of return would be 6% per annum for benefits already accrued, and 6.5% for
the return achieved on future contributions, The rate of salary increase would be A% per annum and the
rate of pension increase would be 2.5% per annum. Assets were taken at market value, At the date of
the valuation, the combined market value of assets of both schemes was £1,944m. This represents
119% of the benefits that had accrued to members after allowing for expected future increases in
earnings.

British Energy contributes 10% to the BEGG and 12% to the BECG with contributing members contributing
5% and 6% to the respective plans. Any deficiency disclosed in the BEGG or BECG following an actuarial
valuation has to be made good by British Energy.

In addition, Bruce Power Inc. provides pensions, group life insurance and health care benefits for retirees
in Canada. Pensions are provided through the Bruce Power Pensicn Plan, which is a defined benefit
scheme and is externally funded and subject to triennial actuarial valuations. Members of the plan
contribute on average 5% of their salaries to the scheme. Bruce Power contributes the balance of the
cost of providing the pension.

Bruce Power also operates a supplemental retirement pension plan which provides additional pensions
to some retirees. This plan is not funded. Retiree group life insurance and health care benefits are also
not prefunded. The Canadian benefit plans have been valued by an independent actuary as at 12 May
2001 using assumptions similar to the above, but appropriate to Canadian economic congditions.

The Group's pensicn ¢osts for the year to 31 March 2002 were £11m net of surplus amortisation (2001.:
£nil). At that date there was a prepayment of £50m {2001: £34m) in the UK and a net asset for pension
benefits in Canada of £41m.

The Group has not implemented FRS17 *Retirement benefits’ in the accounts to 31 March 2002. The
disclosures required under the transitional arrangements for UK and Canadian plans within FRS17 are,
however, set out below.

£m

The fair value of plan assets at 31 March 2002 2,264
The present value of plan liabilities at 31 March 2002 {2,195)
Net pension asset 69
Other non-pension post retirement benefits {64)
5

Related deferred tax liability (2)

Net asset for post retirement benefits net of tax 3
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The assets in the plans, together with the expected long-term rate of return, were:

Value at

Rate of 31 March

return 2002

% £m

Equities 81 1,503
Bonds 5.5 563
Property 6.7 175
Other 4.9 23

Th<=;c weighted assumptions which were used to arrive at the present value of aggregate liabilities were
as follows:

%
Annual infiation rate 2.75
Annual rate of salary increase 4.10
Annual rate of pension increase 2.75
Annual discount rate for scheme liahilities 6.20
Annual rate of health care cost increases 4,510 8.0

(according to benefit)

28. CALLED UP SHARE CAPITAL

2002 2001
£m £m
Authorised
991.,679,020 ordinary shares of 44%,p each 443 443
720,339,029 *A’' shares of 60p each 432 432
COne special rights redeemable preference share of £1 - -
875 875
Allotted, called up and fully paid
620,362,444 ordinary shares of 44%;p each 277 277
80,908,247 ‘A’ shares of 60p each a8 48
74,741,066 deferred ‘A’ shares of 60p each 45 45
One special rights redeemable preference share of £1 - -
370 370

{a) Special rights redeemable preferences share of £1

The special rights redeemable preference share is redeemable at par at any time after 30 September
2006 at the option of the Secretary of State, after consulting the Company. This share, which may only
be held by a Minister of the Crown or other person acting on behalf of HM Government, does not carry
any rights to vote at general meetings, but entitles the holder to attend and speak at such meetings. The
special share confers no right to participate in the capital or profits of the Company beyond its nominal
value. Certain matters, in particular, the alteration of specific sections of the Articles of Association of
the Company (including the Article relating to limitations that prevent a person having the right to have
an interest in 15% or more of the voting share capital), require the prior written consent of the holder

of the special share.

(b) ‘A’ shares and deferred shares
The *A’ shares are traded on the London Stock Exchange and at 31 March 2002 had a market value of
51p (20041: 55p). The deferred shares have a £nil fair value at 31 March 2002 (2001: £nil).

The ‘A" shares and deferred shares do not carry any rights to receive notice of, attend, speak or vote at
any general meeting, unfess in the case of ‘A’ shares the meeting is due to consider a resolution for the
winding up of the Company, or the continuing dividend remains unpaid six months or more after it fell
due. On a winding up of the Company, the ‘A’ shares have preferential rights over the ordinary shares in
respect of the distribution of capital. The ‘A’ shares confer no rights to participate in the capital or profits
of the Company beyond their nominal value. The deferred shares do not confer any rights to participate in
the capital or profits of the Company, including on a winding up of the Company.
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28, CALLED UP SHARE CAPITAL (CONTINUED)
NOTES TO THE FINANCIAL {6) Share option schemes.
STATEMENTS Details of share option schemes are set out on page 19 of the Remuneration Report. Options cutstanding
CONTINUED at 31 March 2002, together with their exercise prices and earliest dates of exercise, are as follows:
Exerg:fes?:;: Exercise Number of ardinary shares
£ date 2002 2001
British Energy Sharesave Scheme 1.60 2001 21,562 8,852,909
1.95 2000 - 800
1.95 2002 859,398 927,146
4.44 2001 6,593 269,422
J 4.44 2003 199,089 263,641
4.39 2002 191,805 324,161
4,39 2004 142,757 227,155
1.36 2003 5,983,562 6,423,796
1.36 2005 4,547,742 4,751,285
2.61 2004 1,644,154 -
2.61 2006 2,105,241 -
2.29 2009 1,761,994 -
2.29 2007 1,856,523 -
Employee Share Scheme 2.60 2000 6,644,826 7,553,209
4.08 2000 530,572 582,172
5.08 2001 4,045,603 4,298,414
5.29 2002 4,169,000 4,472,000
Senior Management Share Scheme 2.60 2000 1,477,875 1,811,726
3.95 2000 22,264 22,264
4,72 2001 - 114,406
5.08 2001 660,531 801,230
8.67 2002 19,865 19,865
5.29 2002 688,582 923,713
3.57 2002 33,952 33,952
2.41 2003 1,992,092 2,450,097
2.49 2003 100,401 100,401
3.18 2004 125,786 -
29. PROFIT AND LOSS ACCOUNT
Group Company
2002 2001 2002 2001
(restated)
£m £m Em £m
As at 1 April 2001 372 517 1,855 1,945
Loss for the year {577) (21) {360) {90}
Foreign currency translation adjustments (8) 6 - -
Prior year adjustment - (130) - -
As at 31 March 2002 (213) 372 1,495 1,855

The profit and loss account of the Group at 31 March 2002 includes £82m of unrealised profits (see
note 2 {xvi)) (2001: £86m),

The profit and loss account of the Company at 31 March 2002 includes £424m of undistributable profits
(see note 11) (2001: £727m).

30. RECONCILIATION OF MOVEMENT IN EQUITY SHAREHOLDERS' FUNDS

Group

2002 2001

{restated)

£m £m

As at 1 April 2001 1,075 1,220
Prior year adjustment - (130)
(Loss)/profit for the financial year (527) 29
Ordinary dividend (48) (48)
Fareign currency translation adjustments (8) 6
Non-equity dividend {2) (2)

As at 31 March 2002 430 1,075
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31. RECONCILIATION OF OPERATING PROFIT TO OPERATING NET CASH FLOWS

Group
2002 2001
£m £m
QOperating {loss)/profit including exceptional items {281) 280
Exceptional items 512 (54)
Business performance operating profit 231 226
Depreciation charges 285 277
Nuclear liabilities charged to operating costs 156 132
Nuclear liabilities discharged (332) (319)
Other provisions discharged (43) (3N
Regular contributions to decommissioning fund {18) {17)
Decrease in stocks 66 27
{Increase)/decrease in debtors {117) a7
Increase/{decrease} in creditors 152 (107)
Net cash inflow from operating activities 380 277
Payments to acquire tangible fixed assets {225) (133}
Net cash inflow from operating activities net of capital expenditure 155 144
32, RECONCILIATION OF NET CASH FLOW TO MOVEMENT IN DEBT
2002
£m
Decrease in liquid resources (18)
Increase in debt {111)
Increase in net debt in the year (129)
Net debt at 1 April 2001 (730)
Net debt at 31 March 2002 (859)
33. ANALYSIS OF NET DEBT
Debt due in Oebt due
Term less than after more
deposits one ygar than one year Net debt
£m £m £m £m
Net debt at 1 April 2001 227 {40} (917} {730)
Cash flows (18) (113) 2 (129)
Net debt at 31 March 2002 209 (153) {915) (859)

Cash not immediately required for business purposes is invested in fixed rate term deposits and
commercial paper. At 31 March 2002, these instruments were due to mature within one month and
earned interest at an average rate of 3.8% in the UK and 1.9% in Canada.

34, CONTINGENT LIABILITIES

The Group is involved in a dispute with its two major customers in Scotland with regard to the application
of the Nuclear Energy Agreement in Scotland following the introduction of NETA in England and Wales.
The dispute is due to be heard in the Court of Session in August 2002, The Directors are confident that
the Group has a strong case, but nonetheless, the final outcome of the case may result in a financial
outcome which differs from that included in these accounts.

The Group is involved in a number of other ¢laims and disputes arising in the ordinary course of
business which are not expected to have a material effect on the Group's financial position.

The Company gives certain indemnities and guaranteeas in respect of its subsidiary undertakings in the
ordinary course of business. These indemnities and guarantees are not considered to be material and
no losses are anticipated to arise.

35. FINANCIAL COMMITMENTS

2002 2001
£m £m
Capital expenditure contracted but not provided 93 39

In addition to the reprocessing commitments there are commitments for fuel purchases totalling £903m,
at current prices, over the next 10 years.
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2002 2001 2000 1999 1998
{restated)
£m £m £m £m £m

Business Performance Results
{excluding exceptional items)
Turnaver 2,049 2,124 2,058 2,067 1,854
Operating profit 231 226 428 473 437
Profit before tax 42 10 241 298 191
(Loss)/earnings (39) (23) 161 201 126
Operating cash flow (net of capital expenditure) 155 144 313 479 461
Results
(including exceptional items)
Turnover 2,049 2,124 2,058 2,067 1,954
Operating (loss)/profit (281) 280 412 481 522
{Loss)/profit before tax (493) 57 225 276 276
Earnings (527) 29 150 186 185
Qrdinary dividends (48) (48) (48) (110) (102)
Supplementary dividends - - - - {69)
Balance Sheet
Net assets 627 1,168 1,313 1,684 1,607
Net current assets 891 854 73 1,042 665
Nuclear liabilities {discounted) 3,719 3,728 3,770 3,762 3,720
Capital expenditure (225) (133) (137) (78) (81)
Net (deht)/funds {859) (730) (936) 176 10
Ratios
Dividends per ordinary share (p/share} 8.0 8.0 8.0 16.0 14.7
Special supplementary dividend {p/share) - - - - 10.0
(Loss)/earnings per share (p/share)} (88.5) 1.2 23.2 27.1 26.6
Business performance {loss)/earnings per share
{p/share} (8.4} 4.2) 24.9 29.3 18.1
Dividend cover (based on business performance) - - 3.3 1.8 1.2
The figures for 1998 to 2000 have not been restated for the introduction of FRS19 on deferred tax.
AmerGen 1,7,12, 33,38 Dividend 2,13,23
Auditors 16, 23, 25,33 Eggborough 1,3
BNFL 2,43 Employees 2,6,23,34
Board and Committees 16, 17 Energy Review 2,9
Bruce Power 1,6,12,36  Environment 2,89
Capital expenditure 2,4,30 Nuclear Energy Agreement 3,11, 14, 47
Charitable donations 23 Nuclear liabilities and waste 9,13, 40
Climate change 2,9  Prices 1,3,11,12
Corporate Governance 16 Renewabies 6, 10
Costs 1,4,11,33 Safety 1,4,56,8
Customers 3 Strategy 1,10
Decommisstoning Fund 12,13,39  Taxation 12, 35, 44
Directors 2,15,16,17,12-22,34  WANO 1, 4,6
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AGR (advanced gas-cooled reactor)
The second generation of gas-cooled nuclear
reactor built in the UK.

Balancing error

A balancing error occurs where an electricity
generator’s output does not match its net
contracted sales under NETA.

Balancing market

The market operating under NETA which is
designed to match electricity supply with
demand.

Base load generation

Mode of operation of a power station at a
constant high level of output for a sustained
period of time to assist in meeting minimum
national demand.

BNFL
British Nuclear Fuels plc.

Bruce

The Bruce A and B nuclear power stations in
Ontario, Canada which were leased by Bruce
Power in 2001.

BWR (boiling water reactor)
A reactor type similar in design to a PWR.

CANDU
Canadian Deuterium Uranium Reactor, a type
of pressurised heavy water reactor.

CCGT (combined cycle gas turbine}

A type of generating plant in which exhaust
gases, typically from the combustion of natural
gas, are used to drive a turbine directly and then
routed through a boiler to produce steam to
drive a second turbine.

Decommissioning

The process whereby a nuclear power station
is shut down at the end of its economic life
and eventually dismantled, and the site made
available for other purposes.

Decommissioning Fund

An independently administered fund into which
the Group makes contributions to cover all costs
of decommissioning nuclear power stations,
except defuelling costs.

Exelon
An American utility and our 50/50 joint venture
partner in AmerGen.

FGD {Flue Gas Desuiphurisation)
Equipment fitted to coalfired power stations to
reduce sulphur emissions.

GW (gigawatt): GWh (gigawatt-hour)

One gigawatt equals 1,000 MW: one gigawatt-
hour represents one hour of electricity
consumed at a constant rate of 1 GW.

INES

International Nuclear Event Scale. The standard
scale measuring the significance of nuclear
safety events.

kW (kilowatt): kWh (kilowatt-hour)

A kilowatt is a unit of power, representing the
rate at which energy is used or produced: one
kilowatt-hour is a unit of energy and represents
one hour of electricity consumption at a
constant rate of 1 kKW.

LLW, ILW, HLW {Low, Intermediate,

High Level Waste)

Radioactive waste is ciassified as low,
intermediate or high level waste according to

its heat generating capacity and radioactivity.
LLW comprises slightly radioactive materials,
such as discarded protective clothing and

used wrapping materials. ILW comprises more
radicactive materials, including sludges and
resins from the cleaning of fuel storage pond
water, fuel cladding and other materials arising
from the reprocessing of spent fuel, and some
radicactive components arising from the
decommissioning of plant. HLW comprises
nuclear waste products separated out from
uranium and plutonium during the reprocessing
of spent nuclear fuel.

Load factor

The electricity produced by a power station
expressed as a percentage of the electricity it
could have produced if operating at maximum
output in a fixed time period, usually one year.

MW (megawatt): MWh (megawatt-hour}

One megawatt equals 1,000 kW: one megawatt-
hour represents one hour of electricity
consumption at a constant rate of 1 MW.

OFGEM
The Dffice of Gas and Electricity Markets.

NETA

The new electricity trading arrangements for
England and Wales which were introduced
on 27 March 2001.

NII
Nuclear Installations Inspectorate.

On-load refuelling
Refuelling operations conducted while the
reactor is operating and pressurised.

OPG

Ontario Power Generation Ing. The largest
generator of electricity in Ontario and the
previous operator of Bruce,

Qutage (planned and unplanned)

A pericd during which a reactor is shut down.
The pericdic shutdown of a reactor including
for maintenance, inspection and testing or,

in some cases, for refuelling is known as a
planned outage. In the UK, some planned
outages are known as statutory outages and
are required by the conditions attached to

the nuclear site licence needed to operate the
station. Unscheduled shutdown of a reactor for
a period is known as an unplanned outage.

PWR (pressurised water reactor)

The most recent type of nuclear reactor to be

constructed in the UK which uses pressurised
water as both the coclant and the moderator.

Revalorisation

Revalorisation arises because nuclear
liabilities are stated in the balance sheet

at current price levels, discounted at 3% per
year from the eventual payment dates. The
revalorisation charge is the adjustment that
results from restating these liabilities to take
into account the effect of inflation in the year
and to remove the effect of one year's discount
as the eventual dates of payment become one
year closer. A similar revalorisation credit arises
from restatement of the decommissioning

fund assets.

SSE
Scottish and Southern Energy ple.

TMI

Three Mile Island 1 Nuclear Power Station.
A 720 MW PWR in Pennsylvania, owned by
AmerGen.

TW {terawatt); TWh (terawatt-hour)

One terawatt equals 1,000 GW: one terawatt-
hour represents one hour of electricity
consumption at a constant rate of 1 TW.

WANO

The World Association of Nuclear Cperators.

A nuclear industry organisation which encourages
peer review and collects and shares operating
data worldwide which is then used to benchmark
performance.
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