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E.ON UK PLC

Directorsd report for the year ended 31

The directors present their report and the audited accounts of EON UK plc (t he Companyo) an
subsidiaries (together,it he Gr ¢Eu.p@®N oUKo) for the year ended 31 De

Principal activities, review of business and future developments

The Group's principal activities are electricity generation and distribution, retailing of gas and

electricity, and energy services. E. ON UKO&6s aim is to maintain its po
UK's electricity and gas markets and provide its customers with a secure, affordable and climate-
friendlysupply of energy. E. ON UK©®6s st rmaesitiomgo/sustam andh e UK
develop its generation and distribution asset businesses and to further build a competitive retalil

business.

The Group is fully committed to clean, low carbon energy generation. E.ON UK aims to make the
energy debate more real, more honest and more urgent through its Carbon, Cost and Consequences
energy manifesto. The Group faces the necessity of replacing a quarter of its power stations in the
next decade in a way that will reduce carbon emissions, ensure the lights stay on and homes stay

warm, and keep energy as affordable as possible for

On 1 January 2009, the Groupdi sposed of its trading busi felkows (fE.
subsidiary of E.ON AG, E. ON Energy Trading -®EprdfitfoEdisposabd&Ethg . The
E.ON Energy Trading business of £903 million recognised in 2009 and the prior year results of this

business have been classified within discontinued operations in the income statement. The Gr oup6s
generation fleet sells all of its output to EET SE, using a transfer pricing mechanism which transfers

significantly all of the associated commaodity price risk out of the Group. Similar | vy , t hd&etddr oup 6 s
business now buys its required supply of power and gas from EET SE under a market based transfer

pricing mechanism.

The underlying level of the business during the year was satisfactory given the difficult economic
conditions, with continuing operations being broadly similar to the prior year. The increase in profit
before tax from continuing activities to £748 million for the year, compared to a profit for the prior year
of £740 million, is largely driven by the improved performance of the Retail business and higher net
gains from derivatives, offset by reduced profits from the Generation business due to lower market

prices and the transfer of long-term gas contracts to EET SE.

The profit for the year of £1,458 million (2008: loss of £108 million) is primarily driven by the change in
the result from discontinued operations, relating to the E.ON Energy Trading business which was sold
in January 2009. The post-tax profit from discontinued operations was £903 million in 2009 compared
to a post-tax loss of £565 million in 2008.
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The Groupbs funding i s s ub s tlénmate ipadntlugdertakding, E®OY AG | oan s
andi ts other fellow subsi di ar i .eTke majoritygfehisfueding mafuteh e E. O
after one year. However, some of these facilities mature within one year and this contributes to the
Group continuing to hold net current liabilities at the year end. It is intended that these facilities will be

refinanced with further loan facilities or other financing provided directly or indirectly by E.ON AG.

On 14 January 2009, the Group announced its intention to create a joint venture with RWE Npower
with plans to build new nuclear power stations in the UK. The Group and RWE Npower each have a
50% stake in the joint venture. Subsequent to this announcement the joint venture, called Horizon
Nuclear Power, was successful in securing sites at Oldbury and Woylfa in the Nuclear

Decommissioning Authority auction. Development of both sites is being progressed.

During the first half of the year E.ON UK, together with its partners DONG Energy and Masdar,
agreed to proceed with building the first 630MW phase of the London Array offshore wind farm in the
Thames Estuary. E.ON UK also disposed of its 31% interest in Trakya Electric Uretin ve Ticaret A.S.

(ATrakya Electrico), which owns ang operates a 478

The Group is one of the UK6és |l eading electricity an

marketing electricity, gas and other services to domestic and business customers;

e asset management in electricity production, including renewables activities;

e network asset management in electricity distribution; and

e providing services to customers to get connected to energy supplies, heat their homes and

understand their energy use.

Retail

E.ON UK sells electricity, gas and other energy-related products to residential, business and industrial
customers throughout Great Britain. As of 31 December 2009, E.ON UK supplied approximately
7.9 million (2008: 8.1 million) customer accounts, of which 7.4 million (2008: 7.5 million) were
residential customer accounts and 0.5 million (2008: 0.6 million) were small and medium-sized
business and industrial customer accounts. During the year, there was a net decrease in the total
number of customer accounts of approximately 0.2 million. E.ON UK continues to focus on reducing
the costs of its retail business, through efficiency improvements, more economical procurement of

services and the utilisation of lower cost sales channels.

Residential Customers

The residential business had approximately 7.4 million customer accounts as of 31 December 2009.
Approximately 63% o f E. ON UK6s residenti al customer a¥%count ¢
are gas customers. Individual retail customers who buy more than one product (i.e. electricity, gas or

other energy-related products) are counted as having a separate account for each product, although

they may choose to receive a single bill for all E.ON UK provided services.
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In the residential customer sector, E.ON UK sold 20.5 TWh of electricity and 46.1 TWh of gas in 2009,
as compared with 22.2 TWh of electricity and 48.0 TWh of gas in 2008. The reduced volumes reflect
the impact of changes in customer behaviour, energy-efficiency measures, the impact of the
recession and the reduction in customer numbers. Prior year volumes have been restated to reflect
volumes at customer meter point rather than the initial estimate of volume delivered to the grid, as this

gives a more accurate measure.

E.ON UK targets residential customers through national marketing activities such as media
advertising (including print, television and radio), targeted direct mail, public relations and online
campaigns. E.ON UK seeks to create significant national brand awareness through high profile

sponsorships under its E.ON brand. This includes the sponsorship of the FA Cu p , Engl andds

historic football competition.

Electricity consumption across the industry in England, Scotland, and Wales was 315 billion kwh for
the full year 2009, compared with 332 billion kWh in 2008. Gas consumption (excluding power
stations) was 597 billion kWh compared with 645 billion kWh in 2008. The main reasons for the
reduction in consumption were the impact of changes in customer behaviour, energy-efficiency
measures and the impact of the recession. The overall weather effect in both years is similar.

2009 saw significant falls in wholesale gas and electricity prices, which led to price decreases across
all major competitors. In the first quarter all major suppliers, including E.ON UK, announced gas

and/or electricity decreases. E.ON UK also reduced its prices again in the third quarter.

Small and Medium-Si zed Business (ASMEO) and I ndustri al and (
In this sector, E.ON UK sold 23.1 TWh of electricity and 25.2 TWh of gas in 2009, as compared with
25.2 TWh of electricity and 28.1 TWh of gas in 2008. The lower SME volumes are mainly due to
changes in customer behaviour, energy-efficiency measures, the impact of the recession and the
reduction in customer numbers. The overall weather effect in both years is similar. Sales to 1&C
customers decreased significantly largely as a result of the continuing economic slowdown, although
this was partially offset by portfolio gains in the autumn. Prior year volumes have been restated to
reflect volumes at customer meter point rather than the initial estimate of volume delivered to the grid,

as this gives a more accurate measure.

Generation

E.ON UK focuses on maintaining a low cost, efficient and flexible electricity generation business in

order to compete effectively in the wholesale electricity market. As of 31 December 2009, E.ON UK

owned either wholly, or through joint ventures, power stations in the UK with an attributable registered

generating capacity of 10,330 MW, including 359 MW o f combined heat and powe
which is consistent with the prior year. E. ON UK©®6s
remained stable in 2009 at approximately 11% (2008: 10%).

3



E.ON UK PLC

Directors 6 repor t f or t he yvear ended 31 Decemb

E.ON UK generates electricity from a diverse portfolio of fuel sources. In 2009, approximately 38.8%
of E. ON UKdés =electricity output wa s% Hygas] df evich by c o
approximately 5.8% was from CHP schemes, with the remaining 0.7% being generated from wind and
oil-fired plants. This compares with approximately 49.4% fuelled by coal and approximately 49.0% by
gas, of which approximately 5.1% was from CHP schemes, with the remaining 1.6% being generated
from hydroelectric, wind and oil-fired plants in 2008. E.ON UK is continuing its effort to secure a
balanced and diverse portfolio of fuel sources, giving it the flexibility to respond to market conditions
and to minimise costs. E.ON UK also regularly monitors the economic status of its plant in order to

respond to changes in market conditions.

E.ON UK is progressing with significant investments to improve its generation capacity. This is partly
to replace capacity which will be taken out of production in coming years due to applicable
environmental regulations. In 2007, E.ON UK started construction of one of the largest gas fired CHP
stations in the UK at the Isle of Grain in Kent. The scheme is expected to generate 1,275 MW of

power and export up to 340 MW of heat and is planned to be commissioned in 2010.

E. ON Climate & Rendka@ables (AEC&R

The EC&R market unit was formed in January 2008, which brought together the climate and

renewables activities from across the E.ON AG Group. EC&R UK forms part of this market unit and
pulls together the renewables operational assets, development and construction, and renewables
trading activities in the UK. The activities of EC&R UK remain legally owned by E.ON UK and, in line
with the E.ON AG Group a separate segment is reported with comparatives.

EC&R UK is one of the leading developers and owner/operators of renewable electricity in the UK. It
has a portfolio of 20 operational onshore and offshore wind farms and a fully dedicated biomass
power station at Stevenés Croft in Scotland. Robin
Solway Firth, began exporting electricity to the mainland in September 2009 and will be fully
commi ssioned in 2010. This wild] i ncrease EC&R UKOGs

There are also approximately 3,000 MW of wind and biomass projects in the development phase.

During the first half of the year E.ON UK, together with its parthers DONG Energy and Masdar,
announced plans to invest A2 bil l i ofarmilondinirdy,d t he
located in the outer Thames estuary. The first phase will have a capacity of 630 MW and is
scheduled for completion at the end of 2012. When the second phase becomes operational, London
Array will have a total capacity of 1 GW. EC&R UK continues to support the delivery of renewables
through both wind and biomass and also other emerging technologies. The build of the Pelamis P2
wave energy machine is expected to be completed and installation will follow at the European

Marine Energy Centre in Orkney by the middle of 2010.
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As a part of its balanced approach, E.ON UK seeks to fulfil its renewables obligation through a
combination of its own generation, renewable energy purchased from other generators under
tradable Renewable Obligation Certificate contracts ( i R€dQand direct payment of any residual
obligation into the buy-out fund. For the period from 1 April 2008 to 31 March 2009, E.ON UK
achieved 69% of its renewables obligation through own generation and purchases, compared with
71% in the period from 1 April 2007 to 31 March 2008.

Central Networks

The electricity distribution business in the UK is effectively a natural monopoly within the area covered
by the existing network, due to the cost of providing an alternative distribution network. Accordingly, it
is highly regulated. However, new distribution licences are available for network developments,
including for those areas already covered by an existing distribution licence, and electricity distribution
could also face indirect competition from alternative energy sources such as gas and micro-

generation.

Within the UK there are 14licensed di stri buti on Boe)t,woea a&c ho pree sap orr ssi
di stribution services area. E. ON UKés Cent r ad Net w
licences through Central Networks East plc and Central Networks West plc. The combined service

area covers approximately 11,312 square miles, extending from the Welsh border in the West to the

Lincolnshire coast in the East and from Chesterfield in the North to the northern outskirts of Bristol in

the South and contains a resident population of about 10 million people.

The networks distribute electricity to approximately 5 million homes and businesses in the combined
service area and transport virtually all electricity supplied to consumers in the service area (whether
by E. ON UKOs r eby athel suppliers)i Separmste distribution licences are issued for the
operation of the two networks but the combined business is managed by a centralised management

team and uses the same methodology and staff to operate both networks.

Distribution charges are billed on the basis of published tariffs and adhere to Of gemé.
regulator) price control formulas. Distribution charges across the UK represent on average around

15% of a domestic electricity bill. During the period the Group operated under Distribution Price
Control Review 4 (ADPCR40) , which incorporates an

operating the network, as well as performance targets.

On 1 January 2009, the New Connections business, which provides in-area connections for all
customer types and employs approximately 800 staff, was transferred from Energy Services into

Central Networks.
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In 2009, Central Networks continued to improve performance in areas such as safety, network
performance, customer service, cost efficiency and sustainability. Lost time injuries for staff and
contractors reduced by 6%, despite a 34% increase in the workforce from the New Connections
transfer. Customer minutes lost, one of the key performance indicators for network performance,
reduced by 8% compared with 2008.

I n January 2010, Centr al Net wor ks accepted Of gemd:c
Control Review 5 (ADPCR50), which runs from April 2

be found on Of gwewvoffen.gov.ek She Fimal Proposals provided Central Networks
with a 24% increase in capital investment compared to DPCR4 to replace ageing assets, increased
operating cost allowances and significant incentives to improve performance in areas like network
performance but allowed only a 4.0% post-tax real return on assets compared to 4.8% in DPCR4. The
Final Proposals also included a £500 million Low Carbon Network Fund which aligns with Central
Net worksd own aims of starting tpportthdeerovevoeadow earbonel ect r

society.

Energy Services

During 2009, the Energy Services business included the Property Services, Meter Operations and
Sustainable Energy activities with the vision of providing customers with all the services they need to
get connected to energy supplies, heat their homes and understand their energy use. On 1 January
2009, the regulated New Connections business transferred from Energy Services to Central

Networks, with the aim of improving the competiveness of the remaining Energy Services businesses.

At the same time, the Sustainable Energy business was established within Energy Services to build
the decentralised energy systems of the future, and help customers deliver a lower carbon
environment. Sustainable Energy includes street lighting, connections, consultancy, community
energy and micro-generation activities, selling principally to housing developers, local authorities and

other public sector bodies.

Meter Operations, which remains within Energy Services, continues to be an important part of the
business as the Group works with the Government to achieve a nationwide rollout of SMART meters
over the next decade. Property Services comprises the CHN business acquired on 15 January 2008
and the Home Energy Services business, selling contracting services, especially gas central heating
and plumbing, to local authorities, social housing associations and domestic customers. 2009 was
principally a year of implementing the strategic direction set in 2008, including a substantial

improvement in the financial performance of the various Energy Services businesses.

Other activities

The UK Services business provides a single shared service function delivering facilities management,

HR, procurement, insurance, property and finance support forallofthe Gr oupds UK operati or
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Discontinued operations

During 2008, the E.ON Energy Trading business engaged in asset-based energy trading in gas and
electricity markets to assist E.ON UK in commercial risk management and the optimisation of its gross

margin.

E.ON AG has established a new market unit to centralise all of its European trading operations. The
performance of the E.ON Energy Trading business was included in the results of the Group
throughout 2008. The management of the E.ON Energy Trading business migrated to Dusseldorf
during September 2008 and was legally transferred to EET SE on 1 January 2009.

The legal sale resulted in the financial disposal at fair value of some balance sheet items, contract
novations and new back to back arrangements replicating the economic benefit of the original trades
or contracts associated with the E.ON UK trading business. The profit before tax on disposal of the
E.ON Energy Trading business of £1,222 million and the prior year results of this business have been
classified within discontinued operations in the income statement. An additional £195 million pre-tax
gain on disposal relating to the new back to back arrangements has been deferred and will be

recognised in the income statement over the next three years as the contracts are settled.

Financial Review

Principal risks and uncertainties facing the Group are discussed further in the Financial Review on
page 11. The Financial Review also includes further analysis of key performance indicators for each

of the Gr oupegmentg p earnadt iamga!l ysi s of the Groupds financ

Results and dividends

The profit attributable to the equity shareholder and balance transferred to reserves for the financial
year to 31 December 2009 was £1,453 million (2008: loss of £112 million).

The directors do not recommend the payment of a final dividend (2008: £nil). An interim dividend of

£480 million was paid during the year (2008: £nil).

Directors

The following directors served on the Board during the year and after the year end:

Dr Paul Golby

Graham Bartlett

John Crackett

Brian Tear

Maria Antoniou

I nformation on direct or s 8tother®o nupreerinadseal statemenisv en i n No
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Directorso6 indemnities
The Group, which includes the Company, maintains liability insurance for directors and officers. This

is a qualifying indemnity provision for the purposes of the Companies Act 2006.

Employees

The Group, which includes the Company, provides an environment in which communication is open
and constructive. There are well established arrangements for communication and consultation with
employees and their representatives at local and company level which cover a wide range of business
and employment issues including those considered by the E.ON AG European Works Council, which

provides a forum for consultation on major issues affecting E.ON AG Group companies in Europe.

The Group is committed to offering equal opportunities to both current and prospective employees.
The Group continues to review and develop best practices and procedures to ensure that all
employees are treated fairly in all aspects of employment. It also strives for a diverse environment
that is supportive of all staff. Individual differences which do not relate to job performance such as
gender, marital status, sexual orientation, race, colour, ethnic origin, nationality, religion, age or

disability are respected.

The Group believes in ensuring that disabled people can compete fairly for job opportunities, training
and development, through the promotion and development of best practices. Links and contacts with
external disability networks and organisations are maintained to identify best practices in the
employment of people with disabilities and to provide work experience placements for disabled
people. In the event of existing employees becoming disabled, the Group will seek to maintain their
employment through training, redeployment and adjustments to the job role and workplace, where it is

reasonable and practicable to do so.

Training and development of staff remains a key priority in achieving the UK growth strategy and

ensuring that all employees perform at the highest level.

The Group believes it is important that employees understand the link between their own contribution
and the overall performance of the business. Therefore all eligible employees are able to participate in
the E.ON UK Share Incentive Plan. This is a share incentive plan that enables employees to develop
a greater involvement in E.ON AG, through share ownership. Share schemes of this kind help to
reinforce that link and give employees the opportunity to share in the success of the company they

work for.

The Group is committed to investing in the communities in which employees live and work. The Group
strives to play an active role in the community through supporting employees with volunteering and

fundraising opportunities.
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Contributions for political and charitable purposes
Donations to charitable organisations during the financial year by the Group amounted to £169,228

(2008: £141,459). Donations to charitable organisations during the financial year by the Company

amounted to £162,061 (2008: £141,459). 1t i s the Groupds policy not t

political party. However, the Group and the Company undertake activities, such as event sponsorship,
which are not designed to support or influence support for any particular political party; which are
covered under The Political Parties, Elections and Referendums Act 2000 and must be disclosed.
During the year, the Group and the Company sponsored an event at the Labour party conference.
The total cost required to be disclosed as political donations was £12,000 (2008: £10,000).

Policy on payment of creditors

Whereappropr i ate in relation to specific contracts, t

o settle the terms of payment with the supplier when agreeing the terms of each transaction;
e ensure that those suppliers are made aware of the terms of payment by inclusion of relevant
terms in the contracts; and

e pay in accordance with its contractual and other legal obligations.

The Group and the Company support the Better Payments Practice Code and have in place well
developed arrangements with a view to ensuring that this is observed in all other cases. Group
companies operating overseas are encouraged to adopt equivalent arrangements by applying local
best practices. The average number of days t
accordance with the requirements of the Companies Act 2006 is 21 days (2008: 12 days). The
average number of days taken to pay the Co mp a nrad@ suppliers calculated in accordance with

the requirements of the Companies Act 2006 is 21 days (2008: 15 days).

Going concern

Notwithstanding the fact that the Group and the Company have net current liabilities, the directors
have prepared the financial statements on the going concern basis. The directors have put in place
sufficient committed borrowing facilities such that the Group and the Company can meet their
obligations as they fall due for a period of
approval of these financial statements. Borrowing facilities for the Group are shown in Notes 20 and
21.

The directors have reviewed the Groupand t he & budgetaandycash flow forecasts for the
year ended 31 December 2010 and the outline projections for the two subsequent years. The
directors confirm that they have a reasonable expectation that the Group and the Company have
adequate resources to continue in operational existence for the foreseeable future. Accordingly, the

directors continue to adopt the going concern basis in preparing these financial statements.

aken

at

he
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Company report
The Company is required by the Companies Act 2006 to include a business review in this report. The
information that fulfils the requirements of the business review can be found in the following sections
which are incorporated in this report by reference:

e review of the business and expected future developments on pages 1 - 7

e financial review, including principal risks and uncertainties, on pages 11 - 25

The development, performance and position of the Company are included within the Gr o u finénsial
review of the Generation, EC&R UK and Other businesses. The profit of the Company for the
financial year to 31 December 2009 was £1,066 million (2008: loss of £241 million). The directors do
not recommend the payment of a final dividend (2008: £nil). An interim dividend of £480 million was
paid during the year (2008: £nil). The financial statements of the Company are included on pages 116
to 147.

Auditors

Each of the directors at the date when this report was approved confirms that:

e so far as each of the directors are aware, there is no relevant audit information of which the
Groupbs auditors are unaware; and

e each director has taken all steps that he or she ought to have taken as a director in order to
becomeawar e of any relevant audi t information and
aware of that information.

This confirmation is given and should be interpreted in accordance with the requirements of s418(2)
of the Companies Act 2006.

A resolution to reappoint the auditors, PricewaterhouseCoopers LLP, and to authorise the directors to

fix their remuneration will be proposed at the forthcoming Annual General Meeting.

On behalf of the Board

Brian Tear

Chief Financial Officer
E.ON UK plc

Registered No: 2366970
Westwood Way
Westwood Business Park
Coventry

CV4 8LG

26 April 2010
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Financial review for the year ended 31 December 2009

This review is designed to give further financial information concerning the E.ON UK results and

financial position for the year.

Overview

E.ON UK and its associated companies are involved in electricity generation and distribution, energy
services, and gas and electricity retail. As of 31 December 2009, E.ON UK owned or through joint
ventures had an attributable interest in 10,575 MW of generation capacity, including 359 MW of CHP
plants and 245 MW of operational wind capacity. E.ON UK served 7.9 million electricity and gas
customer accounts at 31 December 2009 and its Central Networks business served 5 million

customer connections. Energy Services provided boiler care for 95,000 customers.

Principal risks and uncertainties

In the normal course of business, the Group is subject to a number of risks that are inseparably linked
to the operation of its businesses. To manage these risks, the Group uses a comprehensive risk
management system that is embedded within the business and decision making process. The risk
management system is designed to enable management to recognise risks early and take the
necessary countermeasures. The process is continuously reviewed to ensure it remains effective and

efficient. The key business risks affecting the Group are set out below.

Market risks

Apart from electricity distribution, the markets within which the Group operates are subject to strong
competition from new market entrants and existing participants. In connection with the current
economic downturn, E.ON UK faces risks from declining demand, primarily from I&C customers who
are reducing their energy use and could reduce it further. EON UK uses a comprehensive sales

management system and intensive customer management to minimise these risks.

Requlatory risk

The political, legal and regulatory environments within which the Group operates is a source of
external risk. Changes to these environments can lead to considerable uncertainty. The Group
manages these risks by engaging in intensive and constructive dialogue with government agencies

and policy makers.

Commodity prices

Following the disposal of the E.ON Energy Trading business on 1 January 2009, the Group is no
longer exposed to significant commodity price risks on fuel purchased and power sold, which had
been managed through the use of commodity derivative financial instruments. All outstanding
commodity derivative financial instruments at the date of disposal were novated or matched with
equal and opposite contracts with EET SE. This means that the Group bears no commodity price risk
in relation to these contracts. From the date of disposal, the Group began to operate under a new
transfer pricing mechanism which affects primarily the Generation, EC&R UK and Retail businesses.
11
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Financial review for the year ended 31 December 2009 (continued)

Commodity prices (continued)

The Gr oup dien atd&EGERIUK fleet now sells all of its output to EET SE, using a transfer
pricing mechanism which transfers significantly all of the associated commodity price risk out of the
Group. Residual commodity price risks are managed through the use of derivative financial
instruments. The key risk under the new transfer pricing mechanism for the Group is the potential for
unscheduled power station outages, for which the Group would incur financial penalties. This risk is

di scussed separat erynanmmcedr O6Asset perf

The Groupbs Ret ai |-terh and shoreterrs derivatigesfinahc@lnngtruments to buy its
required supply of power and gas from EET SE. These instruments smooth fluctuations in the
wholesale cost of power and gas. The required supply is based on forecast demand and as a result

the key residual risk for the Retail business relates to fluctuations in demand. These fluctuations in

demand f all under two categories: O6Market risksé

Credit risk T_financial instruments

The Group is at risk if a counterparty is unable to meet its obligations, resulting in potential losses.
E.ON UK is subject to the E.ON AG Group finance policy which sets a credit limit for every financial
institution with which the Group does a significant amount of business. The creditworthiness of the
institutions with which the Group does significant business is established by the ratings they receive
from Moodyébés and 3Intaddiichaother cofinteRarty craiisrisk is subject to the E.ON
AG Group Credit Risk Management policy supported by individual business unit policies to establish
internal ratings for limit setting. Credit risk assessment involves quantitative and qualitative criteria

including ratings by independent rating agencies where these are available.

Credit risk T_trade receivables

E.ON UK is impacted by the current financial environment in addition to normal ongoing credit risk.

There is a risk that bad debt s .Werk is als® arcadditidnal rigk e

to the value of unbilled debt which could lead to impairment of financial receivables. There are a
number of initiatives underway to mitigate this risk. These include credit vetting, strategic customer

targeting and systems investment to manage outstanding customer debts.

Weather

Gas and electricity sales volumes are affected by temperature and other weather factors. The
demand for gas and electricity is seasonal with the Group generally experiencing higher demand
during the colder months of October through to March and lower demand during the warmer months
of April through to September. Revenues and results of the Group can therefore be adversely affected
by periods of unseasonably warm weather. To manage the risk, the Group has a flexible portfolio
making use of natural gas, fuel switching for generation, derivative financial instruments and demand

management.

12
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E.ON UK PLC

Financial review for the year ended 31 December 2009 (continued)

Asset performance

If power outages o r shutdowns involving the Group©6s el ectr

business and results of operations could be negatively affected.

In order to minimise the impact of reduced asset performance, the Group undertakes regular facility
and network maintenance and adopts good maintenance practice. The Group also has insurance

contracts in place to cover certain losses due to unforeseen power outages or shutdowns.

Key performance indicators (fFKPIsQ

Non-financial KPIs for each of the business units are shown below:

KPIs Results Commentary
2009 2008

UK Business

Safety LTIFR (The Lost 3.31 4.08 LTIFR has improved considerably during

Time Injury Frequency 2009 with targeted interventions having a

Rate is measured by the positive impact. Annual LTIFR was

number of lost time negatively impacted by the exceptionally

injuries per 1,000,000 bad weather in February 2009 which

hours worked) contributed to a significant number of
accidents.

Generation

Available generating 10,330 10,330 Generating capacity has remained the

capacity at year end same as 2008.

(MW)

Generation production 33 40 The decrease in production was primarily

during the year (TWh) due to a reduction in production in coal

stations, partially offset by an increase in
production in gas stations, driven by lower
wholesale power prices and lower demand
which made some generating assets less

economic to operate.

13
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Financial review for the year ended 31 December 2009 (continued)

KPIs Results Commentary
2009 2008

EC&R UK

Available generating 245 245 Generating capacity has remained the

capacity at year end same as 2008.

(Mw)

Generation production 762 656 The increase in production was due to the

during the year (GWh) full year benefit of 56 MW of extra capacity
added during 2008.

Central Networks

Volumes distributed 52.4 55.6 The volume of power distributed decreased

(TWh) by 5.7% in the year due to the effects of the
recession. This has resulted in reduced
demand from all customer types ranging
from small domestic to large industrial.

Customer minutes lost 132.4 143.1 Customer minutes lost has continued to

(minutes) improve.

Retail

Customer numbers 7.9 8.1 Customer numbers have not materially

(million) moved from 2008 levels.

Volumes of electricity 43.6 47.4 E.ON UK sold less electricity and gas to

sold (TWh) residential and SME customers mainly
because of changes in customer behaviour,

Volumes of gas sold 71.3 76.1 energy-efficiency measures and the impact

(TWh)

14

of the recession. Sales to I&C customers
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E.ON UK PLC

Financial review for the year ended 31 December 2009 (continued)

KPIs Results Commentary
2009 2008

Energy Services

Home Energy Services - 95 72 The number of customers increased due to
number of boiler service sales and marketing efforts.
and maintenance

customers (thousand)

Meter Operations (jobs 6.1 6.1 Meter Operations jobs completed have

completed per day) remained consistent with 2008 levels.

Key financial KPIs within the Group are considered to be revenue, adjusted EBIT and operating cash

flow. These are discussed below within the Group financial results section.

Group financial results
The profit before tax from continuing operations was £748 million compared with a £740 million profit

for the previous twelve months.

Revenue

Group revenue from continuing operations grew by £188 million during the year to £9,227 million, an
increase of 2%. The external increase in turnover has arisen primarily in the Retail, Generation and
EC&R UK businesses.

Revenue is further analysed below:

Year ended Year ended
31 December 31 December
2009 2008
£m £m

UK Operations
Generation 1,753 150
EC&R UK 210 56
Central Networks 503 488
Retail 6,624 6,524
Energy Services 110 147
All other segments 5 -
External segment revenue 9,205 7,365
Inter-segment revenue to discontinued operations - 1,674
Statutory reporting adjustment (see Note 2) 22 -
Revenue from continuing operations 9,227 9,039
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E.ON UK PLC

Financial review for the year ended 31 December 2009 (continued)

Revenue (continued)

External sales in the Generation and EC&R UK businesses grew substantially as their main source of
revenue was the E.ON Energy Trading business, which was disposed of by the Group on 1 January
2009. There is a corresponding decrease in inter-segment revenue to discontinued operations. The

increase in the Retail business was due to the full-year impact of retail price increases during 2008.

Operating costs

Details of the Groupb6s operating costs are set

from continuing operations are summarised below.

Year ended Year ended

31 December 31 December

2009 2008

£m £m

Power purchases and other costs of sales 7,122 6,616

Staff costs 544 553

Depreciation, including relevant impairments 295 278

Intangible asset amortisation, including relevant 67 76
impairments

Derivative losses 76 108

Other operating charges, including restructuring 779 843

costs
8,876 8,474

Power purchases and other costs of sales have increased from £6,616 million in 2008 to £7,122
million in 2009 due to an increase in fuel burn costs, offset by a reduction in the costs associated with
long-term gas contracts that have now been transferred to EET SE. E.ON UK generated 33 billion
kWh of electricity at its own power plants, about 19% less than in the prior year (40 billion kWh). The
reduction is mainly attributable to lower wholesale power prices and lower demand which made some

generation assets less economic to operate.

Staff costs, at £544 million, were 2% lower than in the previous year. A reduction in headcount has
meant that salary costs have been maintained at an equivalent level compared to last year. A change
in work mix in the distribution business has led to higher capitalised salaries compared to 2008,

resulting in the overall reduction in staff costs.

The depreciation charge increased from £278 million in 2008 to £295 million in 2009. The increase is
primarily due to increases in investment in infrastructure over the last year. The decrease in intangible
asset amortisation is primarily due to a £13 million impairment of goodwill in the prior year, relating to

the Energy Services business.

Derivative losses were lower in 2009 due to less volatility in forward gas and power prices.
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E.ON UK PLC

Financial review for the year ended 31 December 2009 (continued)

Operating costs (continued)

Other operating charges included the costs of running the UK businesses and supporting corporate

infrastructure. Other operating charges have decreased in 2009 compared to 2008, primarily due to

one-off costs of restructuring the Energy Services business in the prior year.

Operating income

Details of the Group 6 s operating income are set out in
from continuing operations are summarised below.

Year ended Year ended
31 December 31 December
2009 2008
£m £m
Derivative gains 273 197
Profit on disposal of investments 56 3
Gains on disposal of property, plant and equipment 8 68
Foreign exchange gains 56 8
Impairment reversal 9 -
Other income 92 57
494 333

Not e

Derivative gains were higher in 2009 compared to 2008 due to higher forward gas and power prices.

Profit on disposal of investments i s

di scussed

in a

separ ate

s eThd | on

gains on the disposal of property, plant and equipment are £8 million compared to £68 million in 2008.

The gain in 2008 is significantly higher than 2009 due to the gain on disposal of the Rheidol

hydroelectric plant. An impairment reversal was recognised in respect of CHP property, plant and

equipment.
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E.ON UK PLC

Financial review for the year ended 31 December 2009 (continued)

Adjusted EBIT

A more detailed analysis of the Gr oupd6s adjusted

reconciliation to profit before tax from continuing operations is set out below:

Earni hgxs @BEBIrEO0)l n:

Year ended Year ended
31 December 31 December
2009 2008
£m £m
(restated)

UK Operations
Generation 198 520
EC&R UK 87 60
Central Networks 363 360
Retail 80 (67)
Energy Services 4) (12)
All other segments (57) (69)
Group adjusted EBIT 667 792
Contract provisions, impairment and restructuring costs (92) (95)
Profit on disposal of investments/businesses 56 3
Net derivative gains 197 94
Other adjustments 16 104
Group operating profit 845 898
Net finance costs (99) (168)
Share of results of associates and joint ventures after tax 2 10
Profit before tax from continuing operations 748 740

Following the adoption in 2009 of IFRS 8 Operating Segments, the Group has changed the measure

of profit reported in these financial statements to align it with the adjusted EBIT profit measure

reported internally. The prior year comparatives have been restated.

Adjusted EBI T, For pDriNades of knteal mhanagenterd control and as an indicator of

a busi ne desnd earning® poger, is derived from the profit/loss from continuing operations

before interest and taxes and adjusted to exclude certain exceptional items. The adjustments include

derivative gains and losses, profit and losses on investment/business disposals and other income and

expenses of a non-recurring or rare nature.
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E.ON UK PLC

Financial review for the year ended 31 December 2009 (continued)

Group adjusted EBIT from continuing operations totalled £667 million for the year compared with
£792 million in the same period to 31 December 2008. Adjusted EBIT has fallen compared to the prior

year as set out below.

Generation adjusted EBIT was £198 million compared to £520 million in 2008, a decrease of £322
million. This primarily reflects lower market prices and the transfer of long-term gas contracts to EET
SE.

EC&R UK6s adjust ed & mlilidn ini2000 due tosnerdasetl mcorde received from
renewables obligations certificates and the full year impact of 56 MW extra generating capacity that
was added during 2008.

Centr al Net wor ksd adj u% to€3b3 railoh during 2009 despite éhd nebagive 1
impact of 5.7% fewer units distributed through the network. This is due to increased tariffs and cost

savings.
Retail6 @djusted EBIT was £80 million for 2009 compared to a loss of £67 million for 2008. The
i mprovement was | argely driven by the AC|I estnninUt i

addition to a recovery in margins.

Energy Ser vi ces domEl®? smliendo £4 reilon, prandrilyfdue to cost reductions.

Al ot her losesgadeedtfrond £69 million to £57 million primarily due to lower foreign
exchange losses. Al | otherl cegmenals®o include t he soperatihgs o f
businesses.

Contract provisions, impairment and restructuring costs

Included in operating costs in 2009 were contract provisions, impairment and restructuring costs
before tax of £91 million (2008: £95 million). During 2009, an impairment reversal of £9 million was
recognised by the Generation business in respect of CHP property, plant and equipment. A further
onerous contract provision of £75 million was recognised by the Generation business primarily with
respect to certain CHP contracts. Restructuring costs of £25 million relating to the Retail business
were also recorded. Contract provisions, impairment and restructuring costs are discussed further in
Note 4.

During 2008, certain CHP assets were impaired by £4 million and an onerous contract provision of
£32 million was recorded on CHP contracts. Following a change in the strategic direction of the
Energy Services business, restructuring and onerous contract costs of £34 million were recognised.
Gooduwill relating to the Energy Services segment was also impaired by £13 million. Restructuring

costs of £12 million were also recorded by the Retail business.
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E.ON UK PLC

Financial review for the year ended 31 December 2009 (continued)

Profit on disposal of investments/businesses

During the year, E.ON UK disposed of its 31% investment in Trakya Electric for proceeds of £31
million generating a profit on disposal of £56 million which includes the release of a deferred income

balance.

During 2008, E.ON UK disposed of 100% of its investment in Holford Gas Storage Limited. Proceeds
from the disposal and net assets at the date of disposal were nil. In addition, the Group disposed of
100% of the trade and assets of E.ON Engineering for £3 million. The net assets disposed of were

£0.4 million, resulting in a profit of £2.6 million.

Net derivative gains

Net derivative gains were £197 million in 2009 compared to £94 million in 2008. The increase is

primarily due to higher forward gas and power prices.

Other adjustments

Other adjustments include statutory reporting adjustments, including the reversal of push-down fair
value adjustments and differences in group accounting policies between E.ON AG and E.ON UK that
are only relevant for internal reporting. They also include various other income and expenses of a
non-recurring nature. Other adjustments in 2009 are significantly lower than the prior year primarily
due to the £65 million profit on disposal of Rheidol, a hydro-electric power station, which was

recognised in 2008.

Net finance costs

E. ON UK @imancehr ests decreased from £168 million to £99 million primarily due to lower
borrowing costs, as a result of the proceeds from the sale of the E.ON Energy Trading business,

higher capitalised interest amounts offset by an increase in the net pensions interest charge.

Share of results of associateséand joint venturesoprofit after tax

E. ON UKO&6s share of results of associ at es profinater
tax of £2 million, primarily due to losses arising from the start up of the new nuclear joint venture with
RWE Npower. Furt her mor evestkent@NrakyX Blestriciwas disposed of during 2009
and therefore the results for the year only

El e c trasultx 6 s
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E.ON UK PLC

Financial review for the year ended 31 December 2009 (continued)

Assets and liabilities

A summary of the Groupds balance sheet is shown bel
31 December 31 December
2009 2008
(restated)
£m £m
Non-current assets 10,173 10,168
Current assets 4,140 6,294
Total assets 14,313 16,462
Current liabilities 4,842 6,966
Non-current liabilities 5,057 5,185
Equity 4,414 4,311
Total liabilities and equity 14,313 16,462

The disposal of E.ON Energy Trading and the subsequent repayment of intercompany loans have
reduced the Groupds gross assets and liabilities,

assets and liabilities were matched with equal and opposite contracts, which are presented gross.

Other movements in non-current assets include capital expenditure of £867 million on generating
assets and distribution networks. This is offset by disposals of intangibles with a net book value of
£246 million.

Trade receivables have reduced by £741 million primarily attributable to the Retail business from
improved cash collection, lower retail prices and lower sales volumes. This is offset by a £258 million

increase in other receivables, primarily relating to prepayments.

The Groupbs tot al borrowi ngs h amidon g 20phto £2j825anillionl v r e d
in 2009 primarily due to the £813 million cash proceeds received from the disposal of the E.ON

Energy Trading business.

Actuarial losses resulted in a pension liability of £663 million at the end of 2009 compared to an asset
of £472 million in 2008.

In equity, the Group6 profit for the year of £1,458 million was mostly offset by actuarial losses of £872

million and a £480 million dividend that was paid in 2009, resulting in a small increase in net equity for

the year.
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E.ON UK PLC

Financial review for the year ended 31 December 2009 (continued)

Cash flows

A summary of cashHlew statencent s 8hown below:

Year ended Year ended

31 December 31 December

2009 2008

£m £m

Net cash inflow from operating activities 1,473 921
Net cash used in investing activities (79) (1,142)
Net cash (outflow)/inflow from financing activities (1,452) 262
Net movement in cash and cash equivalents (58) 41

Net cash inflow from operating activities was £1,473 million for 2009 compared to £921 million for the
prior year. Operating cash flow performance during the year was particularly strong. Strong working
capital inflows have been seen as a result of operational improvements within Retail, alongside a
positive impact from declining wholesale prices, resulting from the time lag between payments for
commodity purchases and collecting cash from customers. Operating cash inflow also includes £100

million inflow following the close out of a cross currency swap.

E.ON UK invested £927 million in 2009 in property, plant and equipment (2008: £1,223 million). This
expenditure is mainly related to the construction of the Grain gas-fired CHP power station, the London
Array and Robin Rigg wind farms and the investments in the distribution network. Investing cash flow
in 2009 also includes £813 million inflow of sale proceeds following the disposal of the E.ON Energy

Trading business and £31 million from the disposal of investments, including Trakya Electric.

Net cash outflow from financing activities were £1,452 million compared to an inflow of £262 million in

2008 primarily due to repayment of borrowings and £480 million dividend payments.

Treasury management
E.ON UK, in common with other major E.ON AG subsidiaries, must comply with E.ON AG financial
management and treasury policies and procedures but must also have its own local operational

treasury team which services the treasury requirements of the business.

E.ON AG has a central department that is responsible for financing and treasury strategy, policies and
procedure throughout the E.ON AG Group. Major strategic financings and corporate finance actions
are planned and executed by the corporate finance team at E.ON AG. There is also a treasury team
which co-ordinates currency and interest risk management as well as cash management for the whole
E.ON AG Group.

E.ON UK also operates its own specific treasury procedures within the overall E.ON AG treasury
framework. The E.ON AG treasury team liaise closely with E.ON UK to ensure that liquidity and risk

management needs are met within the requirements of the E.ON AG policies and procedures.
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E.ON UK PLC

Financial review for the year ended 31 December 2009 (continued)

E.ON AG's central financing strateqgy

E.ON AG's financing policy is to centralise external financing at the E.ON AG holding company level
and to reduce external debt in subsidiaries wherever possible. E.ON AG has the strongest credit
rating in the E.ON AG Group and this allows more beneficial terms for external finance to be
negotiated. E.ON AG then funds its subsidiaries with inter-company finance. This finance may be in

the form of equity or debt, as appropriate.

The E.ON UK treasury team employs a continuous forecasting and monitoring process to ensure that
the Group complies with all its banking and other covenants, and also the regulatory constraints that
apply to the financing of the UK business. E.ON UK treasury works in close liaison with the various
operating businesses within the Group, when considering hedging requirements related to their
activities. A group-wide cash forecasting and currency exposure reporting process exists which
ensures regular reporting into UK treasury of future positions, both short and medium term.
Information is submitted to E.ON AG for incorporation into E.ON AG Group forecasting processes on

a weekly, monthly and quarterly basis.

E.ON UK does not enter into speculative treasury arrangements. Accordingly, all transactions in
financial instruments are matched to an underlying business requirement, such as committed
purchases or forecast debt requirements. Treasury activities are reviewed by internal audit on a

regular basis.

The year end position described in more detail belo
in terms of its objectives, policies and strategies.

Foreign exchange risk management

E.ON UK primarily trades in Sterling but its principal currency exposures are to the Euro and Danish
Krone. E. ON UK operates within the frameworKk
management. E.ON UK has local policies dealing with transaction exposures (typically cash flows

arising on construction and maintenance which impact the cash flow and income statement) and

translation exposures (the value of foreign currency liabilities and assets in the balance sheet). E.ON

UKés policy is to hedge all contractually committed

arises. E.ON UK will also hedge less certain cash flows if this is appropriate.

E. ON UK6és policy towards transl at respwhereprgctcable, withs
the intention of protecting the Sterling net asset value. These hedges are normally achieved through a

combination of borrowing in local currency, forward currency contracts and foreign currency swaps.

Detail s of teigreexclBange eqntéasts ahdoswaps are set out in Notes 22 and 23 to the

accounts.
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E.ON UK PLC

Financial review for the year ended 31 December 2009 (continued)

Interest rate risk management

E.ON UK operates within the E.ON AG framework for interest rate risk management. The Group has
a significant portfolio of debt and is exposed to movements in interest rates. These interest rate

exposures are managed primarily through the use of a mixture of fixed and floating rate borrowings.

Credit risk management

E.ON UK is subject to the E.ON AG Group finance policy which sets a credit limit for every financial
institution with which the Group does a significant amount of business. The creditworthiness of the
institutions with which the Group does significant business is established by the ratings they receive
from Moodyds and 0%Btaddiiahaother cofinteBarty credit risk is subject to the E.ON
AG Group Credit Risk Management policy supported by individual business unit policies to establish
internal ratings for limit setting. Credit risk assessment involves quantitative and qualitative criteria

including ratings by independent rating agencies where these are available.

Liquidity planning, trends and risks

E.ON UK has sufficient committed borrowing facilities to meet planned liquidity needs, through
facilities provided by its ultimate parent company E.ON AG. Movements in energy prices have some
impact on operating cash flows but this effect is mitigated by the use of long-term and short-term
derivative financial instruments. As electricity generation and distribution is a capital intensive
business, planned capital spending remains at significant levels. The level of operating cash is
affected by the performance of the business, and market prices and margins amongst other things.

Some of these factors are outside the Group's control.

Credit rating
E. ON UK é&em dreditraiing has remained the same throughout the year, rated at A by Standard

& Poordés and A3 by Moodyobs.

Borrowings and facilities

Details of the Groupds borrowing f athe hccauritseAt 3lar e s e
December 2009, the Group had total borrowings of £2,825 million (2008: £3,832 million) including

£2,397 million of long-term loans and £428 million of short-term loans and overdrafts.

At 31 December 2009, the Group had £29 million of cash and short-term investments (2008: £87
million). E. ON UKbés policy is to repay debt where
on short-term deposit with E.ON AG or approved banks and financial institutions. Strict limits
governing the maximum exposure to these banks and financial institutions are applied. These limits

are co-ordinated across the E.ON AG Group.
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E.ON UK PLC

Financial review for the year ended 31 December 2009 (continued)

Borrowings and facilities (continued)

The Groupds net borrowing position at 31 Dec®mber

million at 31 December 2008. The weighted average interest rate for the year, when compared to

average net borrowings, was 4.2% compared with 5.9% in the previous year.

The gearing for the Group was 44% at 31 December 2009 (43% at 31 December 2008). This is
calculated as net debt (including the pension scheme asset/liability) as a percentage of net assets

excluding net debt and the pension scheme asset/liability.

Taxation

The tax charge from continuing operations amounted to £193 million for the year compared with a
£283 million charge for the same period to 31 December 2008. The effective rate on continuing
operations was 26% compared with 38% in the year to 31 December 2008. The main reasons for the
effective rate not being 28% (2008: 28.5%) in the period are adjustments to current and deferred tax
provisions in respect of prior year items, non deductible expenses and non taxable income. The prior

year adjustment relates to a reduction in liabilities as a result of settlements agreed with HMR&C.

Discontinued operations

The E.ON Energy Trading business was sold to a fellow group undertaking on 1 January 2009. The
pre-tax profit on disposal of the E.ON Energy Trading business of £1,222 million and the prior year
results of this business have been classified within discontinued operations in the income statement.
An additional £195 million pre-tax gain on disposal relating to the new back to back transfer pricing
arrangements has been deferred and will be recognised in the income statement over the next three

years as the contracts are settled.
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E.ON UK PLC

Statement of directorsé responsi bil

The directors are responsible for preparing the Annual Report and the financial statements in
accordance with applicable law and regulations.

Company law requires the directors to prepare financial statements for each financial year. Under that
law the directors have prepared Group financial statements in accordance with International Financial
Reporting Standards (fiIFRSsg as adopted by the European Union and the parent company financial
statements in accordance with applicable law and United Kingdom Accounting Standards (United
Kingdom Generally Accepted Accounting Practice). Under company law the directors must not
approve the financial statements unless they are satisfied that they give a true and fair view of the
state of affairs of the Group and the Company and of the profit or loss of the Group and the Company

for that period.

In preparing these financial statements the directors are required to:

e select suitable accounting policies and then apply them consistently;

e make judgements and accounting estimates that are reasonable and prudent;

e state that the Group financial statements comply with IFRSs as adopted by the European Union,
and with regard to the parent company financial statements, that applicable UK Accounting
Standards have been followed, subject to any material departures disclosed and explained in the
financial statements; and

e prepare the financial statements on the going concern basis unless it is inappropriate to presume
that the company will continue in business.

The directors are responsible for keeping adequate accounting records that are sufficient to show and
explain the Companyd6s transactions and disclose wi!f
position of the Group and the Company and enable them to ensure that the financial statements
comply with the Companies Act 2006 and, as regards the Group financial statements, Article 4 of the
IAS Regulation. They are also responsible for safeguarding the assets of the Group and the Company
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 Group web site,

www.eon-uk.com.

Legislation in the United Kingdom governing the preparation and dissemination of the financial
statements may differ from legislation in other jurisdictions.
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E.ON UK PLC

Statement of directorsoé responsibiliti

Directorsé6é responsibility statement

Each of the directors, whose names are listed in the Di r e c rtepont cordfirm that, to the best of each

personébés knowledge and belief:

e the financial statements, which have been prepared in accordance with IFRSs as adopted by the
EU, give a true and fair view of the assets, liabilities, financial position and profit of the Group and
the Company; and

e the Di rreporttand Bin@ncial review in the Annual Report include a fair review of the
development and performance of the business and position of the Group, together with a
description of the principal risks and uncertainties that it faces.

On behalf of the Board

Brian Tear
Director

26 April 2010
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|l ndependent audi torsd report to the memb

We have audited the group financial statements of E.ON UK plc for the year ended 31 December
2009 which comprise the Group Income Statement, the Group Statement of Comprehensive Income,
the Group Balance Sheet, the Group Statement of Changes in Equity, the Group Cash Flow
Statement and the related Notes. The financial reporting framework that has been applied in their
preparation is applicable law and International Financial Reporting Standards (IFRSs) as adopted by
the European Union.

Respective responsibilities of directors and auditors

As explained more fully in the statement of directors' responsibilities set out on pages 26 and 27, the
directors are responsible for the preparation of the group financial statements and for being satisfied
that they give a true and fair view. Our responsibility is to audit the group financial statements in
accordance with applicable law and International Standards on Auditing (UK and Ireland). Those

standards require us to comply with the Auditing Practices Board's Ethical Standards for Auditors.

This report, including the opinions, has been prepared for and only for the company's members as a
body in accordance with Chapter 3 of Part 16 of the Companies Act 2006 and for no other purpose.
We do not, in giving these opinions, accept or assume responsibility for any other purpose or to any
other person to whom this report is shown or into whose hands it may come save where expressly

agreed by our prior consent in writing.

Scope of the audit of the group financial statements

An audit involves obtaining evidence about the amounts and disclosures in the group financial
statements sufficient to give reasonable assurance that the group financial statements are free from
material misstatement, whether caused by fraud or error. This includes an assessment of: whether
the accounting policies are appropriate to the group's circumstances and have been consistently
applied and adequately disclosed; the reasonableness of significant accounting estimates made by

the directors; and the overall presentation of the group financial statements.

Opinion on group financial statements

In our opinion the group financial statements:

e giveatrueandfarvi ew of the state of the groupbs affairs
and cash flows for the year then ended,;

e have been properly prepared in accordance with IFRSs as adopted by the European Union; and

e have been prepared in accordance with the requirements of the Companies Act 2006 and Article
4 of the IAS Regulation.

Opinion on other matters prescribed by the Companies Act 2006
I n our opinion the i nf orrepartforthe financial yar foi whichtthegroupi r ect c

financial statements are prepared is consistent with the group financial statements.
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|l ndependent audi t membér ofiE©ON UK dic (dootinuedh) e

Matters on which we are required to report by exception

We have nothing to report in respect of the following:

Under the Companies Act 2006 we are required to report to you if, in our opinion:

e certain disclosures of directorsd remuneration sp

e we have not received all the information and explanations we require for our audit.

Other matter
We have reported separately on the parent company financial statements of E.ON UK plc for the year
ended 31 December 2009.

gt

Charles Joseland (Senior Statutory Auditor)
For and on behalf of PricewaterhouseCoopers LLP
Chartered Accountants and Statutory Auditors

London

L# April 2010
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E.ON UK PLC

GROUP INCOME STATEMENT

for the year ended 31 December 2009

Year ended Year ended
31 December 31 December
Note 2009 2008
£m £m
Revenue 2 9,227 9,039
Qpergting costs excluding. contract provisions, 3 (8,785) (8,379)
impairment and restructuring costs
Contract provisions, impairment and restructuring costs 4 (91) (95)
Total operating costs (8,876) (8,474)
Other operating income 3 494 333
Operating profit 845 898
Net finance costs 7 (99) (168)
Sftrer(zal; pbés s har eandjbint \estusestprofin t € 12 > 10
Profit before tax from continuing operations 748 740
Taxation 8 (193) (283)
Profit for the year from continuing operations 555 457
Profit/(loss) for the year from discontinued operations 9 903 (565)
Profit/(loss) for year 1,458 (108)
Profit/(loss) attributable to:
Minority interest 32 5 4
Equity shareholder 30 1,453 (112)
1,458 (108)

The accounting policies and the Notes on pages 36 to 115 form part of these financial statements.
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E.ON UK PLC

GROUP STATEMENT OF COMPREHENSIVE INCOME

for the year ended 31 December 2009

Year ended Year ended

31 December 31 December

Note 2009 2008

£m £m

Profit/(loss) for the year 1,458 (108)

Actuarial (losses)/ gains on pension scheme 30 (1,211) 545

arrangements

Tax credit/(charge) on actuarial losses/gains 30 339 (152)

Cash flow hedge gains 31 7 11

Tax charge on cash flow hedges 31 (2) 3)

Available for sale financial assets 31 (2) 1

Transaction with minority shareholder 30 (2) 2

Total comprehensive income for the year 587 296
Total comprehensive income attributable to:

Minority interest 32 5 4

Equity shareholder 582 292

587 296

The accounting policies and the Notes on pages 36 to 115 form part of these financial statements.
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E.ON UK PLC

GROUP BALANCE SHEET
as at 31 December 2009

31 December

31 December

2009 2008
Note (restated)
£m £m
Non-current assets
Intangible assets 10 2,670 2,964
Property, plant and equipment 11 6,425 5,817
Interests in associates and joint ventures 12 26 3
Available for sale investments 14 17 19
2
Financial receivables 15 129 166
Pension asset 24 - 472
10,173 10,168
Current assets
Inventories 16 279 257
Trade and other receivables 17 1,680 2,163
2
Cash and cash equivalents 18 29 87
4,140 6,059
Assets of disposal group classified as
held-for-sale 9 i 235
4,140 6,294
Total assets 14,313 16,462

Restatements are explained in the relevant Notes.
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E.ON UK PLC

GROUP BALANCE SHEET
as at 31 December 2009 (continued)

31 December 31 December
2009 2008
Note (restated)
£m £m
Current liabilities
Borrowings 20 428 567
Commodity and other derivative financial instruments 22 2,114 3,930
Trade and other payables 19 1,646 1,579
Current tax liabilities 418 396
Provisions 25 236 360
4,842 6,832
Liabilities of disposal group classified as held-for-sale 9 - 134
4,842 6,966
Non-current liabilities
Borrowings 21 2,397 3,265
Commodity and other derivative financial instruments 22 824 980
Trade and other payables 19 88 -
Provisions 25 288 220
Deferred tax liability 26 797 720
Pension liability 24 663 -
5,057 5,185
Total liabilities 9,899 12,151
Sharehol dersé equity
Ordinary shares 28 1,325 1,325
Share premium 29 97 97
Retained earnings 30 2,401 2,302
Other reserves 31 588 585
Total shareholder equity 4,411 4,309
Minority interest in equity 32 3 2
Total equity 4,414 4,311
Total liabilities and equity 14,313 16,462

The financial statements on pages 30 to 115 were approved by the Board on 26 April 2010 and signed
on its behalf by:

Brian Tear
Director

26 April 2010

The accounting policies and the Notes on pages 36 to 115 form part of these financial statements.
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E.ON UK PLC

GROUP STATEMENT OF CHANGES IN EQUITY

for the year ended 31 December 2009

Attributable to equity shareholder Minority Total
interest equity
Note  Ordinary Share  Retained Other Total
shares  premium  earnings  reserves
£m £m £m £m £m £m £m
Balance at 1 January 2008 1,325 97 2,019 576 4,017 ) 4,015
Comprehensive income for the year ended 31 December 2008
(Loss)/profit - - (112) - (112) 4 (108)
Other comprehensive income for the year
Cash flow hedges, net of 31 i ) ) 9 9 i 9
tax
Actuarial gains, netof tax 30 - - 393 - 393 - 393
Transaction with minority 30 ) ) 2 ) 2 ) 2
shareholder
Total other
comprehensive income ) ) 395 9 404 ) 404
Total comprehensive
income for the year j ) 283 9 292 4 296
Transactions with owners during the year ended 31 December 2008
Dividends to minorities 32 - - - - - ) (2)
Transaction with minority
shareholder 32 j ) ) j j 2 2
Total transactions with i ) ) i i i i
owners during the year
Balance at 1 January 2009 1,325 97 2,302 585 4,309 2 4,311
Comprehensive income for the year ended 31 December 2009
Profit - - 1,453 - 1,453 5 1,458
Other comprehensive income for the year
Cash flow hedges, net of 31 ) ) ) 5 5 ) 5
tax
Disposal of available for
sale investment 3l i ) ) 2) 2) i 2)
tA{;lc):(tuarlal losses, net of 30 ) ) (872) ) (872) ) 872)
Transaction with minority
shareholder 30 j ) (2) j (2) j (2)
Total other . - (874) 3 (871) - @)
comprehensive income
_Total comprehensive ) . 579 3 582 5 587
income for the year
Transactions with owners during the year ended 31 December 2009
Dividends to equity
shareholder 30 - - (480) - (480) - (480)
Dividends to minorities 32 - - - - - 2) 2
Transaction with minority
shareholder 32 . ) ) i i 2 (2)
Total transactions with
owners during the year i ) (480) i (480) “) (484)
Balance at 31 December 2009 1,325 97 2,401 588 4,411 3 4,414

The accounting policies and the Notes on pages 36 to 115 form part of these financial statements.
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E.ON UK PLC

GROUP CASH FLOW STATEMENT

for the year ended 31 December 2009

Year ended Year ended
31 December 31 December
Note 2009 2008
£m £m

Cash flows from operating activities
Cash generated from operations 33 1,622 1,143
Interest received 15 10
Interest paid (96) (184)
Tax paid (76) (70)
Dividends received from associates 12 8 22
Net cash generated from operating activities 1,473 921

Cash flows from investing activities
:?#;ﬁg?&i (;fsg(ra?é)erty, plant and equipment and (927) (1,223)
Acquisitions (net of cash acquired) - (50)
Investment in joint venture (30) -
Purchase of other financial assets (34) (412)
Finance lease principal receipts 37 23
Receipts from other financial assets 18 57

Proceeds from sale of property, plant and equipment

and intangible assets 13 83
Proceeds from sale of discontinued operation 9 813 -
Other disposals - 6
Proceeds from sale of investments 5 31 3
Net cash used in investing activities (79) (1,142)

Cash flows from financing activities
Proceeds from issue of new borrowings 590 2,311
Repayment of borrowings (1,560) (2,029)
Finance lease principal payments - (18)
Dividends paid to minority interests 32 (2) 2)
Dividends paid to equity shareholder 30 (480) -
Net cash (used in)/generated from financing activities (1,452) 262
Net (decrease)/increase in cash and cash equivalents (58) 41
Cash and cash equivalents at 1 January 87 46
Cash and cash equivalents at 31 December 18 29 87

The accounting policies and the Notes on pages 36 to 115 form part of these financial statements.
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E.ON UK PLC

Notes to the financial statements
for the year ended 31 December 2009

1 Accounting policies

Basis of preparation of accounts
The financial statements have been prepared in accordance with International Financial Reporting
Standar ds (did FRtSedd kmys t he
I nterpretations Committee (Al FRI Co0)

companies reporting under IFRS, except for the accounting policy for customer contributions (see

interpret

property, plant and equipment below) where an alternative treatment has been adopted in order to
present, in the opinion of the directors, a true and fair view. The financial statements are prepared
under the historical cost convention, except for derivative financial instruments, available for sale
investments, assets and liabilities held-for-sale, share-based payment provisions and liabilities of the
Groupdbs pension schemes that have been measure
The preparation of financial statements in conformity with IFRSs as adopted by the EU requires the
use of certain critical accounting estimates. It also requires management to exercise its judgement in
the process of applying the Gr o u pcéosinting policies. The areas involving a higher degree of
judgement or complexity, or areas where assumptions and estimates are significant to the financial
statements are disclosed separately below.

The I nternational Accounting Standards Board
interpretations that have been transferred by the EU into European law and whose application is
mandatory in the reporting period from 1 January 2009 through 31 December 2009 or which are being
voluntarily applied by E.ON:

Effective for
periods beginning
on or after

International Financial Reporting Standards (IFRS/IAS)
International Financial Reporting Interpretations Committee Interpretations (IFRIC)

IFRS 7 (amended)
IFRS 8

IFRS 1 (amended) and
27 (amended)

IFRS 2 (amended)
IAS 1 (revised)
IAS 23 (revised)

IAS 32 (amended) and IAS 1
(amended)

IFRIC 9 (amended) and IAS
39 (amended)

IAS

Improvements to IFRSs 2008
Improvements to IFRSs 2009

Financial Instruments - Disclosures
Operating Segments

Cost of an Investment in a Subsidiary, Jointly
Controlled Entity or Associate

Share-Based Payment
Presentation of Financial Statements
Borrowing Costs

Puttable Financial Instruments and Obligations Arising
on Liquidation

Embedded Derivatives

Various amendments to IFRS

Amendment to IFRS 8 on segment assets
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1 January 2009
1 January 2009

1 January 2009

1 January 2009
1 January 2010
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E.ON UK PLC

Notes to the financial statements
for the year ended 31 December 2009 (continued)

1 Accounting policies (continued)

The adoption of IAS 1 (revised 2007) has led to the inclusion of a Group Statement of Comprehensive
Income and a Group Statement of Changes in Equity in place of a Group Statement of Total

Recognised Income and Expense.

Improvements to IFRSs 2008 amend the classification of derivative assets and liabilities as current or
non-current. Derivative financial instruments are now classified as current if they mature in the next 12
months, or if they are held for speculative trading purposes. Otherwise they are classified as non-current.
In prior years they were always classified as current unless they formed part of a hedging relationship
Comparative information for 2008 and 2007 has been restated in Note 22.

The adoption of IFRS 8 and the subsequent amendment to IFRS 8 has not changed the operating
segments that have previously been reported in these financial statements. However, it has resulted
in a different measure of segment assets and results being reported to align it with those measures
reported internally to management. Segment liabilities and assets are no longer reported as these are
not reported to the chief operating decision maker. Comparative figures have been restated.

At the date of authorisation of these financial statements, the following Standards and Interpretations
which have not been applied in these financial statements were in issue but not yet entered into force,
either because their effective date is subsequent to the date of the financial statements or because
they had not yet been adopted by the EU. The directors anticipate that the adoption of the following
Standards and Interpretations in the future will have no material impact on the financial statements:

International Financial Reporting Standards (IFRS/IAS) and Effective for
International Financial Reporting Interpretations Committee Interpretations (IFRIC) ~ Periods beginning
on or after
IFRS 1 (revised 2008) Presentation of Financial Statements 1 January 2010
IFRS 1 (revised 2009 & 2010) *Presentation of Financial Statements 1 January 2010
IFRS 2 (amended 2009) Share-based Payment 1 January 2010
IAS 24 *Related Party Disclosures 1 January 2011
IAS 32 (amended) Classification of Rights Issues 1 February 2010
IAS 39 Financial Instruments: Recognition and Measurement 1 July 2009
IFRIC 12 Service Concession Agreements 1 April 2009
IFRIC 14 (amended) *Prepayments of a Minimum Funding Requirement 1 January 2011
IFRIC 15 Agreements for the Construction of Real Estate 1 January 2010
IFRIC 16 Hedges of a Net Investment in a Foreign Operation 1 July 2009
IFRIC 17 Distributions of Non-cash Assets to Owners 1 November 2009
IFRIC 19 *Extinguishing Financial Liabilities with Equity 1 July 2010
Instruments
Improvements to IFRSs 2009 Various amendments to IFRSs 1 January 2010

*Not currently adopted into European law by the EU
37



E.ON UK PLC

Notes to the financial statements
for the year ended 31 December 2009 (continued)

1 Accounting policies (continued)

The potential effects to the financial statement arising from the following standards and interpretations

are currently being assessed:

International Financial Reporting Standards (IFRS/IAS) and Effeptive for. '
International Financial Reporting Interpretations Committee (IFRIC) gfrsl?;fir?gegfrt]grmg
IFRS 3 (revised) Business Combinations 1 July 2009

IFRS 9 *Financial Instruments 1 January 2013
IAS 27 Consolidated and Separate Financial Statements 1 July 2009

IFRIC 18 Transfers of Assets from Customers 1 November 2009

*Not currently adopted into European law by the EU

Going concern

Notwithstanding the fact that the Group has net current liabilities, the directors have prepared the
financial statements on the going concern basis. The directors have put in place sufficient committed
borrowing facilities such that the Group and the Company can meet their obligations as they fall due

for a period of at | east t welve months from the

statements. Borrowing facilities are shown in Notes 20 and 21.

Judgement in applying accounting policies and key sources of estimation uncertainty

The preparation of financial statements in conformity with generally accepted accounting principles

requires management to make estimates and assumptions which affect the reported amounts of assets

and liabilities, the disclosure of contingent assets and liabilities at the date of the financial statements,

and the reported amounts of revenues and expenses during the reporting year. These judgements are

based on manageme nt 6 s best knowledge of the relevant facts

experience, but actual results may differ from the amounts included in the financial statements.

Areas of judgement in application of accounting policies that have a significant risk of causing a material

adjustment to the carrying amounts of assets and liabilities within the next financial year are as follows:

Impairment of goodwill and indefinite lived intangible assets

The Group performs impairment tests for goodwill and indefinite lived intangible assets at least on an
annual basis, or more frequently if events or changes in circumstances indicate that these assets may
be impaired. This requires an estimation of the value-in-use of the cash generating units to which
goodwill and indefinite lived intangibles are allocated. When determining the value-in-use, the Group
utilises appropriate valuation techniques, for whic

medium term plan.
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E.ON UK PLC

Notes to the financial statements
for the year ended 31 December 2009 (continued)

1 Accounting policies (continued)

Estimating the value-in-use requires the Group to make an estimation of the expected future cash flows
from the cash generating unit, discounted by an appropriate weighted average cost of capital.
Esti mated cash fl ows ar e tangplandingaata fdr theenexGthree ygars and
projections for the following years are based on an expected growth rate based on industry and internal
projections. Further detail on the assumptions used in determining value-in-use calculations is provided
in Note 10.

Revenue recognition i _unread gas and electricity meters

Revenue for energy supply activities includes an assessment of energy supplied to customers between
the date of the last meter reading and the year end. Unread gas and electricity is estimated using
historical consumption patterns taking into account the industry reconciliation process for total gas and
total electricity usage by supplier. The industry reconciliation process is required as differences arise
between the estimated quantity of gas and electricity the Group deems to have supplied and billed
customers, and the estimated quantity the industry system operator deems the individual suppliers,

including the Group, to have supplied to customers.

Determination of fair values of derivatives

Derivative contracts are carried in the Group Balance Sheet at fair value, with changes in fair value
recorded in the Group Income Statement or Group Statement of Comprehensive Income. As quoted
market prices for certain derivatives used by the Group are not readily available, the fair values of these
derivatives have been calculated using common market valuation methodologies and value influencing
market data at the relevant balance sheet date. For certain long-term physical commodity contracts,
forward looking market data is unavailable. In this case the Group uses other valuation techniques,

incorporating estimated cash flows based on the most relevant market data available.
The use of valuation models requires the Group to make assumptions and estimates regarding the
volatility of commodity prices and other indices at the balance sheet date and actual results could differ

significantly due to fluctuations in value influencing market data. Further detail is provided in Note 22.

Pensions and other post-retirement benefits

The Group operates three defined benefit pension schemes, the main scheme being the E.ON UK
Group of the Electricity Supply Pension Scheme. The cost of providing benefits under the defined
benefit schemes is determined separately for each scheme under the projected unit credit actuarial
valuation method. The key assumptions wused for
estimate of the variables that will determine the ultimate cost of providing post-employment benefits, on

which further detail is provided in Note 24.
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E.ON UK PLC

Notes to the financial statements
for the year ended 31 December 2009 (continued)

1 Accounting policies (continued)

|l mpairment of the Groupbs CHP property, pl ant

Key assumptions used in determining the value-in-use of CHP plants, by reference to expected future

operating cash flows, for the purposes of impairment review were:

e Revenues are based on the expected price to be received under the various CHP contracts with
customers on an individual site by site basis. These prices are based on the signed contracts for
the provision of CHP services.

e  Gas purchase price is based on the Group's year end expectation of forward prices.

e Cash flows used in the value-in-use calculation have been discounted at the Group's weighted

average cost of capital.

Impairment of trade receivables

Valuation allowances against trade receivables are provided for identifiable individual risks where the
loss is probable. The estimates and assumptions used to determine the level of provisions are
reviewed periodically. Although the provisions recognised are considered appropriate, the use of
different assumptions or changes in economic conditions could lead to changes in the provisions and

therefore impact profit or loss for the year.

Income taxes

Significant judgementi s required i n determining the Groupods

transactions and calculations for which the ultimate tax determination is uncertain. The Group
recognises liabilities for anticipated tax issues based on estimates of whether additional taxes will be
due. Where the final tax outcome of these matters is different from the amounts that were initially
recorded, such differences will impact the current and deferred income tax assets and liabilities in the

period in which such determination is made.

Areas of judgement that have the most significant effect on the amounts recognised in the financial

statements are:

Commodity contracts

Certain commodity contracts that the Group has entered into are not accounted for as derivatives under

IAS 39 as they are deemed to be entered into and continue to be held for the purpose or receipt of a

nonf i nanci al item in accordance with managements®o

or usage requirements (the Aown use exemptiono).
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E.ON UK PLC

Notes to the financial statements
for the year ended 31 December 2009 (continued)

1 Accounting policies (continued)

Emissions trading scheme

The Group has been subject to the European Emissions Trading Scheme since 1 January 2005. IFRIC
3, Emission Rights was withdrawn by the IASB in June 2005 and has not yet been replaced by definitive
guidance. The Group has adopted an accounting policy which recognises a shortfall in emissions rights
within provisions. Expenses incurred for the consumption of emission rights and the recognition of a
corresponding provision are reported in cost of goods sold. Forward contracts for sales and purchases

of allowances are measured at fair value.

Basis of consolidation

The consolidated accounts include the financial statements of the Company and entities controlled by
the Company (its subsidiaries), toget her with the Groupébdés share
associated undertakings using the equity method of accounting. Control is achieved where the
Company has the power to govern the financial and operating policies of an investee entity so as to
obtain benefits from its activities. The results of subsidiaries sold or acquired are included in the Group
Income Statement up to, or from, the date on which control passes. Where necessary, adjustments are
made to the financial statements of subsidiaries to bring the accounting policies into line with those used
by the Group. Inter-company transactions, balances and unrealised gains on transactions between
companies within the Group are eliminated. Unrealised losses are also eliminated but considered an

impairment indicator of the asset transferred.

The purchase method of accounting is used to account for the acquisition of subsidiaries by the Group.
The cost of an acquisition is measured as the fair value of the assets given, equity instruments issued
and liabilities incurred or assumed at the date of exchange, plus costs directly attributable to the
acquisition. Identifiable assets acquired and liabilities and contingent liabilities assumed in a business

combination are measured initially at their fair values at the acquisition date, irrespective of the extent of

any minority interest. The excess of the cost of acquisition over the fair value of the Gr oup és shar e

identifiable net assets acquired is recorded as goodwill. If the cost of acquisition is less than the fair
value of the net assets of the subsidiary acquired, the difference is recognised directly in the Group

Income Statement.

Associates

An associate is an entity over which the Group has significant influence but which is neither a subsidiary
nor an interest in a joint venture. Significant influence is achieved when the Group has the power to
participate in the financial and operating policy decisions of the entity but does not control or jointly

control these decisions. Significant influence is generally presumed to exist if the Group directly or

indirectly holds at | east 20%, but | ess than 50 %,
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E.ON UK PLC

Notes to the financial statements
for the year ended 31 December 2009 (continued)

1 Accounting policies (continued)

The Group's share of profits and losses of associated undertakings are included in the Group Income
Statement using the equity method of accounting. The results of associates sold or acquired are
included in the Group Income Statement up to, or from, the date on which significant influence passed.
These amounts are taken from the latest audited financial statements of the relevant undertakings,
except where the accounting reference date of the undertaking is not coterminous with the parent

company, where management accounts are used.

The accounting reference dates of associated undertakings are set out in Note 12. Where the
accounting policies of associated undertakings do not conform to those of the Group, adjustments are

made on consolidation where the amounts involved are material to the Group.

Joint ventures

A jointly controlled entity is a joint venture which involves the establishment of an entity to engage in

economic activity, which the Group controls jointly with its fellow venturers. The Gr oupds i nter
jointly controlled entities are accounted for using the equity method of accounting. Unrealised gains

and losses arising from transactions with joint venture companies are eliminated within the

consolidation process on a pro-rata basis if and to the extent these are material.

A jointly controlled operation is a joint venture which involves the use of assets and other resources of

the venturers to engage in economic activity rather than the establishment of an entity. The Gr oup6és
interests in jointly controlled operations are accounted for by proportionate consolidation. The Group
combines its share of the joint venturesd individu:

cash fowsonaline-by-l i ne basis with similar items in the Grou

The Group recognises the portion of gains or losses on the sale of assets by the Group to the joint
venture that is attributable to the other venturers. The Group does not recognise its share of profits or
|l osses from the joint venture that result from the
until it re-sells the assets to an independent party. However, a loss on the transaction is recognised
immediately if the loss provides evidence of a reduction in the net realisable value of current assets,

or an impairment of non-current assets.

Transactions with minority shareholders

The Group applies a policy of treating transactions with minority interests as transactions with equity
owners of the Group. For purchases from minority interests, the difference between any consideration
paid and the relevant share acquired of the carrying value of net assets of the subsidiary is recorded in

equity. Gains or losses on disposals to minority interests are also recorded in equity.
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E.ON UK PLC

Notes to the financial statements
for the year ended 31 December 2009 (continued)

1 Accounting policies (continued)

Revenue
Revenue comprises revenue from the distribution of electricity; revenue from the sale of electricity and
gas to industrial and commercial and domestic customers; revenue from electricity generation; and

revenue from providing energy services to customers. Revenue excludes Value Added Tax.

Revenue from the sale of electricity and gas to 1&C and domestic customers is recognised when earned
on the basis of a contractual agreement with the customer. It reflects the value of the volume supplied,
including an estimated value of the volume supplied to customers, between the date of their last meter

reading and the year end.

Revenue relating to the distribution of electricity represents the value of charges for electricity distributed
during the year including estimates of the sales value of units distributed to customers between the date

of the last meter reading and the year end.

Revenue from the generation of electricity from renewable sources represents the value of the sale of
electricity from wind farms and related renewables credits and is recognised when the power is
supplied. Revenue from other generation sources represents capacity fees received for making plant
available to customers, plus exercise fees received when plant is used to generate power. Capacity fees
are recognised over the period for which plant is made available for use. Exercise fees are charged on a

cost-plus basis and recognised as costs are incurred.

Revenue from providing energy services to customers is recognised as the work is performed and the

services provided to the customer.

Segmental reporting

For management purposes, the Group is organised into six operating divisions i Generation, EC&R UK,
E.ON Energy Trading (disposed of during 2009), Central Networks, Retail and Energy Services all of
which are based inthe UK. Under | FRS 8 O0Operating Segmentso

in Note 2 as operating segments.

Operating segments are reported in a manner consistent with the internal reporting provided to the chief
operating decision-maker. The chief operating decision-maker, who is responsible for allocating
resources and assessing performance of the operating segments, has been identified as the E.ON UK
Executive Board (AEUEBO)
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E.ON UK PLC

Notes to the financial statements
for the year ended 31 December 2009 (continued)

1 Accounting policies (continued)

Provisions

Provisions are recognised in the Group Balance Sheet when the Group has a present obligation (legal
or constructive) as a result of a past event, it is probable that an outflow of resources embodying
economic benefits will be required to settle the obligation and a reliable estimate can be made of the

amount of the obligation.

The amount recognised as a provision is the best estimate of the expenditure required to settle the
present obligation at the balance sheet date. If the effect is material, provisions are determined by
discounting the expected future cash flows at a pre-tax rate that reflects current market assessments

of the time value of money and, where appropriate, the risks specific to the liability.

A provision for restructuring is recognised when the Group has approved a detailed and formal
restructuring plan, and the restructuring has either commenced or has been announced to those

affected by it.

The fair value of a liability arising from the decommissioning of an asset is recognised in the period in
which it is incurred and a reasonable estimate of the fair value can be made. When the provision is
recorded, the Group capitalises the costs of the provision by increasing the carrying amount of the
property, plant and equipment. In subsequent periods, the provision is accreted to its present value
and the carrying amount of the asset is depreciated over its useful life. Changes to estimates arise,
particularly when there are deviations from original cost estimates or changes to the payment
schedule or the level of relevant obligation. The provision must be adjusted in the case of both
negative and positive changes to estimates. Such an adjustment is usually effected through a

corresponding adjustment to property, plant and equipment and is not recognised in income.

Present obligations arising under onerous contracts are recognised and measured as provisions. An
onerous contract is considered to exist where the Group has a contract under which the unavoidable
costs of meeting the obligations under contract exceed the economic benefits expected to be received

under it.

Future operating costs are not provided for.
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E.ON UK PLC

Notes to the financial statements
for the year ended 31 December 2009 (continued)

1 Accounting policies (continued)

Foreign exchange

ltems included in the financi al information héor ea
currency of the primary economic environment in which the entity operates (functional currency). The
Groupods consolidated financi al i nformation i s pr

presentational currency.

Assets and liabilities expressed in foreign currencies, including those of subsidiaries and associated

undertakings, are translated to Sterling at rates of exchange ruling at the end of the financial year.

The results of foreign subsidiaries and associated undertakings are translated to Sterling using

average exchange rates.

Transactions denominated in foreign currencies are translated to Sterling at the exchange rate ruling

on the transaction date.

Differences on exchange arising from the retranslation of the opening net investment in, and results
of, subsidiaries and associated undertakings are taken to reserves and, where the net investments
are hedged, are matched with differences arising on the translation of related foreign currency
borrowings and forward exchange contracts. Any differences arising are reported in the Group
Statement of Comprehensive Income. All other realised foreign exchange differences are taken to the

Group Income Statement within operating costs and operating income in the year in which they arise.

Deferred income
Amounts received in advance in respect of the provision of services under warranty arrangements are
taken to deferred income and recognised in operating income on a straight line basis over the period

to which the warranty cover relates.
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E.ON UK PLC

Notes to the financial statements
for the year ended 31 December 2009 (continued)

1 Accounting policies (continued)

Financial instruments

Non-derivative financial assets and liabilities

Non-derivative financial instruments are recognised at fair value on the date when acquired.
Unconsolidated equity investments and securities are measured at fair value plus directly attributable
transaction costs. E.ON UK classifies financial assets as held for trading, available for sale, or as
loans and receivables. Management determines the classification of the financial assets at initial

recognition.

Securities classified as available for sale are carried at fair value on a continuing basis, with any
resulting unrealised gains and losses, net of related deferred taxes, reported as a separate
component within equity until realised. Realised gains and losses are recorded based on the specific
identification method. Unrealised losses previously recognised in equity are recognised in financial
results in the case of substantial impairment. Reversals of impairment losses relating to equity

instruments are recognised exclusively in equity.

Loans and receivables (including trade receivables) are primary financial assets with fixed or

determinable payments that are not traded in an active market. Loans and receivables are reported

on the Group Balance Sheetunder fiTrade and other receivabl es.

fair value plus transaction costs. They are subsequently measured at amortised cost, using the
effective interest method. Valuation allowances are provided for identifiable individual risks. If the loss
of a certain part of the receivables is probable, valuation allowances are provided to cover the

expected | oss. Reversals of | osses are recogni

Financial liabilities (including trade payables and borrowings) within the scope of IAS 39 are
measured at amortised cost, using the effective interest method. Initial measurement takes place at
fair value plus transaction costs. In subsequent periods, the amortisation and accretion of any

premium or discount is included in finance costs/income.

Derivative financial instruments and hedging transactions

Derivative financial instruments and separated embedded derivatives are measured at fair value as of
the trade date at initial recognition and in subsequent periods. IAS 39 requires that they be classified
as held for trading as long as they are not a component of a hedge accounting relationship. Gains and

losses from changes in fair value are immediately recognised in net income.

Instruments commonly used are foreign currency forwards, interest-rate swaps and cross-currency
swaps. In commodities, the instruments used include physically and financially settled forwards and

swaps based on the prices of electricity, gas, coal, oil and emission rights.
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E.ON UK PLC

Notes to the financial statements
for the year ended 31 December 2009 (continued)

1 Accounting policies (continued)

IAS 39 sets requirements for the designation and documentation of hedging relationships, the
hedging strategy, as well as ongoing retrospective and prospective measurement of effectiveness in
order to qualify for hedge accounting. The Group does not exclude any component of derivative gains
and losses from the measurement of hedge effectiveness. Hedge accounting is considered to be
appropriate if the assessment of hedge effectiveness indicates that the change in fair value of the
designated hedging instrument is 80% to 125% effective at offsetting the change in fair value due to

the hedged risk of the hedged item or transaction.

For qualifying fair value hedges, the change in the fair value of the derivative and the change in the

fair value of the hedged item that is due to the hedged risk(s) are recognised in income. If a derivative

instrument qualifies as a cash flow hedge, t he

loss is recognised in equity (as a component of other reserves) and reclassified into income in the
period or periods during which the transaction being hedged affects income. The hedging result is
reclassified into income immediately if it becomes probable that the hedged underlying transaction will
no longer occur. For hedging instruments used to establish cash flow hedges, the change in fair value
of the ineffective portion is recognised immediately in income. To hedge the currency risk arising from
t he Groupobs net i nvest ment i n wélloas adn-gamivativep fmancal
instruments are used. Gains or losses due to changes in fair value and from foreign currency

translation are recognised separately within equity as currency translation adjustments.

Changes in fair value of derivative instruments that must be recognised in income are classified as
other operating income or expenses. Gains and losses from interest-rate derivatives are netted for
each contract and included in interest income. Certain realised amounts are, if related to the sale of

products or services, included in revenues or cost of materials.

Unrealised gains and losses resulting from the initial measurement of derivative financial instruments
at the inception of the contract are not recognised in income. They are instead deferred and
recognised in income systematically over the term of the derivative. An exception to the accrual
principle applies if unrealised gains and losses from the initial measurement are verified by quoted
market prices, observable prices of other current market transactions or other observable data

supporting the valuation technique. In this case the gains and losses are recognised in income.

Derivatives embedded within other financial instruments or host contracts are treated as separate
derivatives when their risks and characteristics are not closely related to those of host contracts and

the host contracts are not carried at fair value in their entirety.

ef f

ons

See Note 22 for additional i nformation regarding t
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E.ON UK PLC

Notes to the financial statements
for the year ended 31 December 2009 (continued)

1 Accounting policies (continued)

IFRS 7 requires certain financial instruments to be classified using the following fair value hierarchy

that reflects the significance of the inputs used in making fair value measurements:

e  Quoted prices in active markets for identical assets or liabilities (level 1)

e Inputs other than quoted prices included in level 1 that are observable for the asset or liability,
either directly or indirectly (level 2)

e Inputs for the asset or liability that are not based on observable market data (level 3)

This analysis is provided in Note 23.

Intangible fixed assets

Goodwill

Goodwill arising on consolidation represents the excess of the fair value of the consideration given
over the Groupds share of t h e sfamdiliabilitigsaof aneacqoired t he i
subsidiary, associate or joint venture. Purchased goodwill is capitalised in the Group Balance Sheet
and allocated to the cash generating unit or group of cash generating units that are expected to
benefit from the business combination in which the goodwill arose. Goodwill is reviewed for
impairment on at least an annual basis and whenever there is an indicator of impairment. If an
indication of impairment exists, the recoverable amount of the asset is estimated in order to determine
the extent of the impairment loss (if any). Where the asset does not generate cash flows that are
independent from other assets, the Group estimates the recoverable amount of the cash generating

unit to which the asset belongs.

Goodwillrelatin g t o associates is included within 6l nvest me
arising on overseas acquisitions is regarded as a foreign currency asset and is retranslated at each

period end at the closing rate of exchange.

Software
Acquired computer software licences are capitalised on the basis of the costs incurred to acquire and
bring to use the specific software. These costs are amortised over their estimated useful lives (three

to five years).

Costs associated with developing or maintaining computer software programmes are recognised as
an expense as incurred. Costs that are directly associated with the development of identifiable and
unique software products controlled by the Group, and that will probably generate economic benefits
exceeding costs beyond one year, are recognised as intangible assets. Costs include the software
development employee costs and an appropriate portion of relevant overheads. Computer software
development costs recognised as assets are amortised over their estimated useful lives (three to five

years).
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1 Accounting policies (continued)

Customer lists

Customer lists are stated at cost less accumulated amortisation and impairment losses. Amortisation
is charged to the Group Income Statement on a straight line basis over the estimated useful lives of
intangible assets from the date they are available for use. The estimated useful life of customer lists
depends on the nature of the business and ranges from 7 to 10 years.

Other intangible assets

Emission rights held under national and international emissions rights systems are reported as
intangible assets. Emission rights are capitalised at their acquisition costs when issued for the
respective reporting period as (partial) fulfilment of the notice of allocation from the responsible
national authorities, or purchased from third parties. The consumption of emission rights is recognised
at average cost based on emissions made. A shortfall in emission rights is recognised within other
provisions at cost. The expenses incurred for the consumption of emission rights and the recognition

of a corresponding provision are reported under power purchases and other cost of sales.

Emission rights generally have maturities of less than one year and are therefore not amortised. Other
intangible assets also include the benefits of land options and development contracts, and capitalised
development costs. They will be amortised over the useful economic life of the schemes to which they
relate (5 to 25 years).

Research and development

Under IFRS, research and development costs must be allocated to a research phase and a
development phase. While expenditure on research is expensed as incurred, development costs must
be capitalised as an intangible asset if all the general criteria for recognition specified in IAS 38, as
well as certain other specific prerequisites, have been fulfiled. The Group capitalises internally

generated software as an intangible asset where it meets all the recognition criteria.

Property, plant and equipment

Property, plant and equipment is stated at original cost, net of customer contributions, less
accumulated depreciation and any provision for impairment. Cost includes the original purchase price
of the asset and the costs attributable to bringing the asset to its working condition for its intended
use. Subsequent costs arising from additional or replacement capital expenditure are only recognised
as part of the cost of the related asset if it is probable that the Group will receive a future economic
benefit and the cost can be determined reliably. Impairment losses and any subsequent reversals are

recognised in the period in which they are identified.
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1 Accounting policies (continued)

This accounting treatment represents a departure from the Companies Act 2006 which requires
property, plant and equipment to be included at their purchase price or production cost and therefore
any contribution would be presented as deferred income. However, it is the opinion of the directors
that the treatment adopted is necessary to give a true and fair view as the contributions relate directly
to the cost of assets used in the distribution net
network assets are credited to the Group Income Statement over the life of the distribution network

assets to which they relate by virtue of a reduction in the depreciation charge.

In the case of assets constructed by the Group, directly related overheads and commissioning costs
are included in cost. Major assets in the course of construction are included in property, plant and
equipment on the basis of expenditure incurred at the balance sheet date. Where borrowings are
used to finance the construction of a major capital project with a long period of development, interest
payable is capitalised as part of the cost of the asset and written off over the economic useful life of
the asset. Where specific borrowings are used, the amount capitalised is based on actual interest
payable.

Where general borrowings are used, the amount capitalised is based on the weighted average cost of
capital of the Group, not exceeding the actual expenditure incurred during the relevant period of

construction.

Depreciation

Provision for depreciation of generating and other assets is made so as to write off the cost (less
residual value) of property plant and equipment, on a straight line basis except in cases where a
different method is deemed more suitable. Assets are depreciated over their estimated useful lives or, in
the case of leased assets, over the lease term if shorter. Estimated useful lives and residual values are

reviewed annually. No depreciation is provided on freehold land or assets in the course of construction.

The estimated useful lives for the principal categories of property plant and equipment are:

Asset Life in years
Generating assets 25-45
Distribution and transmission networks 40-70
Other operating and short-term assets 3-40
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Overhaul of generation plant

Major periodic overhaul costs on generation plant are capitalised as part of generating assets and
depreciated on a straight line basis over their estimated useful life, typically the period until the next
major overhaul. That period is usually four years. Repairs and maintenance that do not constitute

significant replacement capital expenditure are expensed as incurred.

Impairment

Impairments of assets are calculated as the difference between the carrying value of the asset and its
recoverable amount, if lower. Where an asset does not generate cash flows that are independent
from other assets, the Group estimates the recoverable amount of the cash generating unit to which

the asset belongs.

Recoverable amount is defined as the higher of fair value less costs to sell and estimated value-in-
use at the date the impairment review is undertaken. Value-in-use represents the present value of
expected future cash flows, discounted using a pre-tax discount rate that reflects current market
assessments of the time value of money and the risks specific to the asset for which the estimates of
future cash flows have not been adjusted. Impairments are recognised in the Group Income

Statement and, where material, are disclosed separately.

Non-current assets held-for-sale

Non-current assets (and disposal groups) are classified as assets held-for-sale when their carrying
amount is to be recovered principally through a sale transaction and a sale is considered highly
probable. They are stated at the lower of carrying amount and fair value less costs to sell if their carrying

amount is to be recovered principally through a sale transaction rather than through continuing use.

Discontinued operations
A discontinued operation is a component of an entity that has either been disposed of, or satisfies the
criteria to be classified as held-for-sale, and represents a separate major line of business or

geographical area of operations or is a subsidiary acquired exclusively with a view to disposal.

Leases

Leases are classified as finance leases whenever the terms of the lease transfer substantially all the
risks and rewards of ownership of the asset to the lessee. All other leases are classified as operating
leases. Assets held under finance leases are recognised at their value at the inception of the lease or
the present value of minimum lease payments if lower. A corresponding liability is recognised as a

finance lease obligation.
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Assets leased under finance leases where the Group is the lessor are derecognised at the date that
the asset is delivered. A lease receivable is recognised at the present value of minimum lease
payments. Lease receipts are apportioned between finance income and the reduction of the lease
receivable so as to achieve a constant rate of return on the lease receivable. When assets are leased
out under an operating lease, the asset is included in the balance sheet based on the nature of the
asset. Accordingly, generating assets leased out under operating leases are included within property,

plant and equipment.

Rents payable under operating leases are charged to the Group Income Statement evenly over the
term of the lease. Income from operating leases is included within other operating income in the
Group Income Statement. Income is recognised on a straight line basis except where income receipts

vary with output or other factors. Any variable element is recognised as earned.

Inventories

Inventories are stated at the lower of cost and net realisable value. In general, inventories are
recognised in the Group Income Statement on a weighted average cost basis. The Companies Act
2006 requires inventories to be categorised between raw materials, work in progress and finished
goods. Fuel stocks and engineering stores are considered to be raw materials under this definition.

Cash and cash equivalents
Cash and cash equivalents include cash at bank and in hand, deposits with a maturity of three
months or less and other short-term liquid investments that are readily convertible to known amounts

of cash. Bank overdrafts are excluded and are presented as part of borrowings.

Taxation

The tax expense for the year represents the sum of the current tax and deferred tax. The tax charge
for the year is based on the taxable profits or losses on ordinary activities for the year. Deferred tax is
provided in full, using the liability method, on temporary differences between the financial statement
carrying amounts of existing assets and liabilities and their respective tax bases. Deferred tax
liabilities are generally recognised for all taxable temporary differences and deferred tax assets are
recognised to the extent that it is probable that taxable profits will be available against which
deductible temporary differences can be utilised. Such assets and liabilities are not recognised if the
temporary difference arises from goodwill or from the initial recognition (other than in a business
combination) of other assets and liabilities in a transaction at the time of the transactions that affects
neither the tax profit nor the accounting profit. Deferred tax assets and liabilities are offset when there
exists a legal and enforceable right to offset and they relate to income taxes levied by the same
taxation authority and the Group intends to settle its current tax assets and liabilities on a net basis.
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Deferred tax is calculated using the enacted or substantially enacted tax rates that are expected to
apply in the period in which the temporary difference is expected to be recovered or settled. The
effect on deferred tax assets and liabilities of a change in tax rates is recognised in income for the
period that includes the enactment date. Deferred tax is charged or credited in the Group Income
Statement, except when it relates to items charged or credited directly to equity, in which case the

deferred tax is dealt with in equity.

Exceptional items

As permitted by IAS 1 (Revised), Presentation of Financial Statements, certain items are presented

separately. The items that the Group separately presents as exceptional are items which are of a non-

recurring nature and, in the judgement of the Directors, need to be disclosed separately by virtue of

their nature, size or incidence in order to obtain
underlying business performance. Items which may be considered exceptional in nature include

disposals of businesses and investments, business restructurings, onerous contract provisions, asset

impairments and derivative gains and losses.

Pensions

The Group provides pension benefits through both defined benefit and defined contribution schemes.
The liability recognised in the Group Balance Sheet in respect of defined benefit pension plans is the
present value of the defined benefit obligation at the balance sheet date less the fair value of plan
assets, adjusted for past service costs. The defined benefit obligation is calculated annually by

independent actuaries using the projected unit credit method.

Defined benefit pension scheme costs are attributed to the Group Income Statement over the period
of service of the employee. Past service costs are recognised immediately to the extent that the
benefits are already vested, otherwise are amortised on a straight line basis over the vesting period.
Current and past service costs are charged to staff costs within operating costs. The net pensions
interest (interest cost less expected return on assets) is charged to finance costs. Actuarial gains and
losses are recognised in full on the Group Balance Sheet and pass through retained earnings.
Actuarial gains and losses are also recognised through the Group Statement of Comprehensive
Income as incurred. Details of actuarial valuations, including the frequency and methodology, are set
out in Note 24.

Payments to defined contribution schemes are charged against profits as incurred. The Group has no
further payment obligations once contributions have been paid. Contributions are recognised in the
Group Income Statement as staff costs when they are due and prepaid contributions are recognised

as an asset to the extent that a cash refund or a reduction in the future payments is available.
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Equity
| FRS defines equity as the residual interest in t
Therefore, equity is the net amount of all recognised assets and liabilities.

Share-based payments

Certain directors and senior management personnel participate in cash settled share-based payment

schemes administered by the ultimate parent company, E.ON AG. Two schemes are currently in

operation i the E.ON Stock Appreciation Rights Scheme and the E.ON Share Performance Plan.

The Group accounts for these schemésasied pagmedanvce
liability is measured initially and at each reporting date, based on fair value, by applying the Monte

Carlo option pricing model, taking into account rights granted and service rendered to date. Costs are

recognised in the Group Income Statement over the expected vesting period.
Dividend distribution

Divdend distribution to the Companyds shareholder is

statements in the period in which the dividends are approved.
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2 Segmental reporting
Year ended EC&R Central Energy  All other
31 December 2009 Generation UK  Networks Retail Services segments Total
£m £m £m £m £m £m £m

Revenue
External revenue” 1,753 210 503 6,624 110 5 9,205
Inter-segment revenue - - 132 34 121 - 287
Total segment revenue 1,753 210 635 6,658 231 5 9,492
Result
Segment result™ 198 87 363 80 (4) (57) 667
Contract provisions, impairment

: (91)
and restructuring costs
Profit on disposal of investments 56
Net derivative gains 197
Other adjustments 16
Operating profit 845
Finance income 34
Finance costs (133)
Groupds share
a s s o c iarafoiats 6 (5) 1 - - - 6 2
venturesdprofit after tax
Profit before tax 748
Tax charge (293)
Profit for the year from continuing operations 555
Other segment items
Capital expenditure 362 161 318 - 43 31 915
Intangible expenditure - - - 3 3 - 6
Depreciation 175 16 106 - 18 3 318
Amortisation of intangible . . ) 74 1 4 79
assets
Goodwill 56 54 327 2,899 22 (370) 2,988
Joint venture/associate 26 . ) ) ) ) 26
investments
+ All material revenue arises in the UK based on the point of delivery of goods and services. All material assets are located within the UK.
++ See explanations of these performance measures below

See Note 4 for impairments by segment.
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Year ended EC&R Central Energy  All other
31 December 2008 Generation UK  Networks Retail Services segments Total
£m £m £m £m £m £m £m

Revenue
External revenue” 150 56 488 6,524 147 - 7,365
Inter-segment revenue - - 138 23 339 - 500
Inter-sggment revenue to 1,505 169 . ) ) ) 1,674
discontinued operations
Total segment revenue 1,655 225 626 6,547 486 - 9,539
Result
Segment result™ 520 60 360 (67) (12) (69) 792
Contract provisions, impairment

. (95)
and restructuring costs
Profit on disposal of investments 3
Net derivative gains 94
Other adjustments 104
Operating profit 898
Finance income 40
Finance costs (208)
Groupds shar
a s s o c iarafoiats 6 - 2 - - - 8 10
ventureso profit after tax
Profit before tax 740
Tax charge (283)
Profit for the year from continuing operations 457
Other segment items
Capital expenditure™ 542 189 347 1 54 9 1,142
Intangible expenditure™" 7 16 - 13 30 11 77
Depreciation 165 11 104 - 13 5 298
Amortisation of intangible 4 ) ) 89 1 ) 94
assets
Goodwill 56 54 327 2,899 22 (254) 3,104
Joint venture/associate
: - 2 - - - - 2
investments
+ All material revenue arises in the UK based on the point of delivery of goods and services. All material assets were located within the UK.
++ See explanations of these performance measures below
+++ Including acquisitions

See Note 4 for impairments by segment.
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Reported segments

Management has determined the operating segments based on the reports reviewed by the EUEB that
are used to make strategic decisions. For management purposes, the Group is organised into five
(2008: six) main operating segments 1 Generation, EC&R UK, Central Networks, Retail and Energy
Services (additionally in 2008: E.ON Energy Trading). The main factors defining them as separate
operating segments are different products and services, different customer bases and different
regulatory environments. Other segments primarily include the support functions for the main operating
segments. The Energy Services segment has been reported to provide information to users even
though it does not meet the quantitative thresholds. The segments derive their revenue from the

following sources:

Segment Main source of revenue
Generation Sale of energy on wholesale markets
EC&R UK Sale of energy produced from renewable sources
Central Networks Regulated electricity distribution
Retalil Sale of energy to consumers
Energy Services Installation and maintenance of energy and heating systems
All other segments Support functions for other segments and ancillary services
E.ON Energy Trading Trading of energy and derivative products on wholesale markets

Under IFRS 5, segments or material business units that have been sold or are held-for-sale must be
reported as discontinued operations. In 2008 and 2009, this includes the results and gain on disposal
respectively of E.ON Energy Trading, which was held-for-sale in 2008 and was legally disposed of to a

fellow group undertaking on 1 January 2009. Information on discontinued operations is given in Note 9.

Performance measures

The EUEB assesses the performance of the operating segments based on a measure of adjusted EBIT.
This measurement basis is derived from the profit/loss from continuing operations before interest and
taxes and adjusted to exclude certain exceptional items. The adjustments include derivative gains and
losses, gains and losses on investment/business disposals and other income and expenses of a non-

recurring or rare nature.

Revenues

Sales betweensegment s are carried out at armbés | ength.
the EUEB is measured in a manner consistent with that in the Group Income Statement. During 2009,
the Generation and EC&R UK segments recognised sales of £1,800 million (2008: £nil) to a major

customer, EET SE, who represents morethan 10%of t he Groupbs revenues
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2 Segmental reporting (continued)

Reconciliations to financial statements
The following adjustments are required to reconcile the Groupés segment result to t h
reported in these financial statements:
e Contract provisions, impairment and restructuring costs i see Note 4 for further details.
e Profit on disposals of investments/businesses i see Note 5 for further details.
e Derivative gains and losses - these include marking to market of derivatives used to protect the
Gr o ugpérating businesses from price fluctuations.
e Other adjustments-t he Group6s management reporting is also
ultimate parent undertaking, E.ON AG. Therefore, other adjustments include the effects of certain
fair value and other adjustments that are only applicable at the E.ON AG consolidated level. They

also include certain other income and expenses that are non-recurring.

Reportable segmentsé figures are reconciled to the f

2009 (Em) Revenue Intangible Depreciation Amortisation  Goodwill
expenditure

Total per reportable 9,492 6 318 79 2,988

segments

Eliminations (287) - - - -

Reversal of group 22 - (23) (15) (508)

reporting adjustments

Total per financial 9,227 6 295 64 2,480

statements

2008 (Em) Revenue Intangible Depreciation Amortisation  Goodwill
expenditure

Total per reportable 9,539 77 298 94 3,104

segments

Eliminations (500) - - - -

Reversal of group - - (24) (31) (627)

reporting adjustments

Discontinued operation - 611 - - -

Total per financial 9,039 688 274 63 2,477

statements

No segmented information on liabilities, assets, interest income, interest expense and income tax is

provided since these are not reported to the EUEB.
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3 Operating costs and other operating income

Operating costs were as follows:

Year ended Continuing Continuing Discontinued Discontinued Total Total
31 December: operations operations operations operations
2009 2008 2009 2008 2009 2008
£m £m £m £m £m £m
Power purchases and
other costs of sales 7,122 6,616 - 2,065 7,122 8,681
Staff costs (Note 6) 544 553 - 26 544 579

Depreciation, including
relevant impairments 295 278 - - 295 278

Intangible asset
amortisation, including
relevant impairments 67 76 - - 67 76

Derivative losses 76 108 - 1,076 76 1,184

Other operating
charges, including
restructuring costs 772 843 - 33 772 876

Operating costs, after

contract provisions,

impairment and

restructuring costs 8,876 8,474 - 3,200 8,876 11,674

Operating costs, before

contract provisions,

impairment and

restructuring costs 8,785 8,379 - 3,200 8,785 11,579

Contract provisions,

impairment and

restructuring costs

(Note 4) 91 95 - - 91 95

Foreign exchange losses of £3 million were recognised in the Group Income Statement (2008: £13

million loss).
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3 Operating costs and other operating income (continued)
Year ended Year ended
31 December 31 December
Operating costs also include: 2009 2008
£m £m
Repairs and maintenance costs 121 117
Research and development costs 10 14
Operating lease charges 34 40
Loss on disposal of property, plant and equipment 3 1
Loss on disposal of intangible fixed assets 9 -
Auditor s & remuner ation for:
Audit services: Audit of the Company and consolidated 1.0 1.0
accounts
Ot her services: Audit osf the 0.7 0.6
pursuant to legislation
Other services pursuant to legislation 0.1 0.3
Tax services - 0.5
All other services 0.2 0.2

The above figures all relate to continuing operations.

Other operating income

The largest component of other operating income in 2009 was derivative gains of £273 million (£273
million relating to continuing operations and £nil relating to discontinued operations). Other operating
income from continuing operations also includes profit on disposal of investments of £56 million and
gains on disposal of property, plant and equipment of £8 million were also recognised. Foreign
exchange gains of £56 million were recognised during 2009 (£56 million relating to continuing
operations and £nil relating to discontinued operations). An impairment reversal of £9 million relating to

continuing operations was also recognised (see Note 4).

The largest component of other operating income in 2008 was derivative gains of £288 million (£E197
million relating to continuing operations and £91 million relating to discontinued operations). Other
operating income from continuing operations also includes profit on disposal of businesses of £3 million
and gains on disposal of property, plant and equipment of £68 million were also recognised. Foreign
exchange gains of £8 million were recognised during 2008 (£nil relating to continuing operations and £8

million relating to discontinued operations).
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4 Contract provisions, impairment and restructuring costs

Contract provisions, impairment and restructuring costs comprise:

Year ended Year ended

31 December 31 December

2009 2008

£m £m

Contract provisions, impairment and restructuring costs 100 95
Reversal of impairment 9) -
Net costs before taxation 91 95
Taxation (25) 27)
Net costs after taxation 66 68

During 2009, an impairment reversal of £9 million was recognised in respect of CHP property, plant
and equipment (see Note 11). The reversal arose as a result of improvements in expected future cash
inflows due to higher forecast sales than previously anticipated. A further onerous contract provision
of £75 million was recognised primarily with respect to certain CHP contracts. The onerous contract
provision arose as a result of rising wholesale gas prices resulting in increased costs on CHP
contracts that receive a relatively fixed price per unit of output. Consequently, in some cases the
current estimate of unavoidable costs of meeting the obligations under the contacts exceeds the
economic benefits expected to be received under it. CHP plants are within the Generation segment.
Restructuring costs of £25 million relating to the Retail business were also recorded. A tax credit of
£25 million arose as a result of all these charges. The above charges relate solely to continuing
operations.

During 2008, CHP property, plant and equipment was impaired by £4 million (see Note 11) and a
further onerous contract of £32 million was recognised with respect to the CHP contracts. The
impairment and onerous contract arose as a result of rising wholesale gas prices resulting in
increased costs on CHP contracts that receive a relatively fixed price per unit of output.
Consequently, in some cases the current estimate of unavoidable costs of meeting the obligations
under the contacts exceeds the economic benefits expected to be received under it. CHP plants are
within the Generation segment. Goodwill was impaired by £13 million (see Note 10) and restructuring
and onerous contract costs of £34 million were recognised following a strategic review of the business
activities of the Energy Services segment. Restructuring costs of £12 million relating to the Retall
business were also recorded. A tax credit of £27 million arose as a result of all these charges. The

above charges relate solely to continuing operations.
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5 Profits less losses on disposal of investments/businesses (including provisions)

Profits less losses on disposal of investments/businesses (including provisions) comprise:

Year ended Year ended
31 December 31 December
2009 2008
£m £m
Profits less losses on disposal of investments/businesses 56 5
(including provisions) before taxation
Tax on profits less losses on disposal of investments/ - -
businesses (including provisions)
Profits less losses on disposal of investments/
. ; . g . 56 5
businesses (including provisions) after taxation
Gain on disposals recognised in the income statement 56 3
Gain on partial disposal recognised directly in equity - 2
Total gains on disposal of investments 56 5

During the year, E.ON UK disposed of its 31% investment in Trakya Electric for proceeds of £31
million generating a profit on disposal of £56 million which includes the release of a deferred income

balance.

During 2008, E.ON UK disposed of 100% of its investment in Holford Gas Storage Limited. Proceeds
from the disposal and net assets at the date of disposal were £nil. In addition, the Group disposed of
100% of the trade and assets of E.ON Engineering for £3 million. The net assets disposed of were
£0.4 million, resulting in profit of £2.6 million. Also, E.ON UK disposed of a 40% share of E.ON
Masdar London Array Limited (formerly E.ON Climate & Renewables UK London Array Limited) for

total proceeds of £5 million. Net assets disposed totalled £3 million, resulting in a profit of £2 million.
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6 Employee information, including directorsd6 remunerat:i

The average number of persons employed by the Group, including directors was:

2009 2008
Generation 1,292 1,437
EC&R UK 167 171
Central Networks 3,469 2,535
Retail 8,123 8,004
Energy Services 2,619 4,246
All other segments 1,363 1,126
Continuing operations 17,033 17,519
Discontinued operations - 228
Total 17,033 17,747

The salaries and related costs of employees, including directors, were:

Year ended 31 Continuing Continuing  Discontinued Discontinued Total Total
December: operations operations operations operations
2009 2008 2009 2008 2009 2008
£m £m £m £m £m £m
Wages and salaries 509 498 - 20 509 518
Social security costs 49 52 - 2 49 54
Pension costs 1 defined
benefit plans (Note 24) ar 58 ) 4 ar 62
Pension costs 1 defined 3 ) ) ) 3 )
contribution plans
Share-based payments 1 1 - - 1 1
609 609 - 26 609 635
Capitalised in property, ) )
plant and equipment (65) (56) (65) (56)
Ch dini
arged in Income 544 553 - 26 544 579

statement as staff costs

The staff costs above include restructuring costs i see Note 4 for further details.
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6 Empl oyee information,

The key management compensation costs were:

i ncl uc¢onnrgedyi r ect or so

Year ended Year ended

31 December 31 December

2009 2008

£ £

Salaries and short-term employee benefits 4,817,540 5,893,243
Post-employment benefits 1,057,630 1,111,510
Termination benefits - 496,501
Share-based payments 985,395 517,163
6,860,565 8,018,417

Key management of the Group consists of directors of the Company and its principal trading

subsidiaries. All key management compensation costs relate solely to continuing operations. For details

of t he hi ghest pai d di r ectoorpdgs 129 efnthe nGComparty ifimancial s e e
statements.
7 Finance income and costs
Year ended Year ended
31 December 31 December
2009 2008
£m £m
(restated)
Interest receivable
From fellow E.ON group undertakings 3 5
Interest on finance lease receivables 17 17
Gains on interest rate swaps 14 18
Finance income 34 40
Interest payable
Loans from fellow E.ON group undertakings (118) (195)
Net pensions interest (Note 24) (18) 3)
Other loans (16) (13)
Unwinding of discount in provisions (Note 25) (20) (20)
Capitalised interest 39 23
Finance costs (133) (208)
Net finance costs (99) (168)

Finance income and costs all relate to continuing operations.
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8 Taxation

Year ended Year ended
31 December 31 December
2009 2008
£m £m
Current tax:

UK corporation tax at 28% (2008: 28.5%) 219 241
Overseas tax 6 19
Over provision in prior year (227) (21)
Total current tax charge 98 239
Less current tax on discontinued operations (85) (108)
Current tax on continuing operations 13 131

Deferred tax:
Origination and reversal of temporary timing differences 324 (211)
Impact of change in rate - 3
Under provision in prior year 90 53
Total deferred tax charge/(credit) (Note 26) 414 (155)
Less deferred tax on discontinued operations (234) 307
Deferred tax on continuing operations 180 152
Tax charge on profit on continuing activities 193 283
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8 Taxation (continued)

The difference between the current tax on the profit on ordinary activities for the year and the tax
assessed on the profit on ordinary activities for the year assessed at the standard rate of corporation
tax in the UK of 28% (2008: 28.5%) can be explained as follows:

Year ended Year ended
31 December 31 December
2009 2008
£m £m
Profit on continuing activities before tax 748 740
Less: Groupbs share of associ (2) (20)
Profit on continuing activiti 746 730
Profit/(loss) on discontinued activities before tax 1,222 (764)
Accounting profit/(loss) before tax 1,968 (34)
Tax charge/(credit) on profit/(loss) on ordinary activities at 28% 551 (10)
(2008: 28.5%)
Effects of:
Impact of change in rate - 3
Prior year adjustment (37) 32
Expenses not deductible for tax purposes 10 22
|l mpact of phase out of | BA®G6s 6 38
Non-taxable income (18) Q)
Total tax charge 512 84
Tax charge on continuing operations 193 283
Tax charge/(credit) on discontinued operations (see Note 9) 319 (199)
Total tax charge 512 84

The impact of the rate change in 2008 occurred due to deferred taxes being calculated at the new
statutory rate of corporation tax of 28% in the UK. This is expected to be the effective rate when the

timing differences will reverse.

The prior year adjustment relates to a reduction in liabilities as a result of settlements agreed with
HMR&C.

The tax impact of impairment and restructuring costs are given in Note 4.
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9 Discontinued operations

The E.ON Energy Trading business was sold to a fellow group undertaking on 1 January 2009. The
sale included the legal disposal of assets and liabilities that were held-for-sale at the end of 2008.
During the year, a subsequent review led to a revision in the assets disposed. As part of the sale, the
Group entered into new back to back arrangements with EET SE replicating the economic benefit of

the original trades or contracts associated with the UK trading business.

A gain on disposal of £1,222 million was recognised in 2009. A further £195 million gain relating to the
new back to back contract arrangements has been deferred (within deferred income) and will be

recognised in future periods when the contracts are settled.

a) Assets of disposal group classified as held-for-sale

At At

31 December 31 December

2009 2008

£m £m

Intangible assets - 80

Inventories - 127

Commodity and other derivative financial receivables - 28

Total assets held-for-sale - 235

b) Liabilities of disposal group classified as held-for-sale

At At

31 December 31 December

2009 2008

£m £m

Commodity and other derivative financial payables - 38

Trade and other payables - 49

Provisions - 47

Total liabilities held-for-sale - 134
c) Analysis of the cash flows relating to the discontinued operation:

Year ended Year ended

31 December 31 December

2009 2008

£m £m

Operating cash flows - 5

Investing cash flows - (5)

Total cash flows

During 2008, the business did not operate its own individual bank account and therefore all cash flows

occur through operating intercompany. Cash flows in 2009 exclude the £813 million sale proceeds

received by the Group from the sale of the E.ON Energy Trading business.
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9 Discontinued operations (continued)

d) Analysis of the result of discontinued operations, and the result recognised on disposal:

Year ended Year ended
31 December 31 December
2009 2008
£m £m
Revenue - 2,316
Net expenses - (3,080)
Loss before tax of discontinued operations - (764)
Pre-tax gain on disposal 1,222 -
UK corporation tax (85) (127)
Deferred tax (234) 307
Overseas tax on loss - 19
Profit/(loss) for the year from discontinued operations 903 (565)
e) Details of the disposal of the discontinued operation:
Year ended
31 December
2009
£m £m
Non-current assets
Intangible assets 74
Current assets
Inventories 127
Trade and other receivables 10
Commodity and other derivative assets 28
Current liabilities
Trade and other payables (36)
Commodity and other derivative liabilities (38)
Provisions (47)
Net assets disposed of 118
Transfer of economic benefits of commaodity and other derivatives (722)
Gain on disposal
Gain recognised in 2009 1,222
Deferred gain 195
1,417
Sale proceeds i cash inflow 813
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10 Intangible assets
Goodwill Software  Customer lists Other Total
£m £m £m £m £m
Cost
At 1 January 2009 2,490 153 465 405 3,513
Additions - 6 - - 6
Disposals (13) - - (338) (351)
Reclassifications 3 1 - 9 13
At 31 December 2009 2,480 160 465 76 3,181
Aggregate impairment & amortisation
At 1 January 2009 13 113 287 136 549
Amortisation for the year - 16 47 1 64
Impairment - 3 - - 3
Disposals (13) - - (92) (105)
At 31 December 2009 - 132 334 45 511
Net book value
At 1 January 2009 2,477 40 178 269 2,964
At 31 December 2009 2,480 28 131 31 2,670
Goodwill Software  Customer lists Other Total
£m £m £m £m £m
Cost
At 1 January 2008 2,495 153 464 281 3,393
Acquisitions 25 - 1 25 51
Additions - 35 - 602 637
Disposals - 27) - (457) (484)
Classiiod 26 heldor et (30) ® : (a5) (&)
At 31 December 2008 2,490 153 465 405 3,513
Aggregate impairment & amortisation
At 1 January 2008 - 114 240 135 489
Amortisation for the year - 15 47 1 63
Impairment 13 - - - 13
Disposals - (12) - - (12)
Tran;f_erred to disposal group ) ) ) ) )
classified as held-for-sale
At 31 December 2008 13 113 287 136 549
Net book value
At 1 January 2008 2,495 39 224 146 2,904
At 31 December 2008 2,477 40 178 269 2,964
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10 Intangible assets (continued)

Other intangible assets comprise emission rights, ROCs and contractual development rights.

Contractual development rights are amortised from the period in which the development is completed.

The carrying amount of software intangibles has been impaired during the year to its recoverable
val ue. This |l oss has been i nc the Greup Income Siafementa All

amortisation and impairment charges in the year have been charged through operating costs.

Intangible assets transferred in 2008 to the disposal group classified as held-for-sale amount to a net
£80 million and relate to assets which are used by E.ON Energy Trading (goodwill, software and
ROCs). See Note 9 for further details regarding the disposal group held-for-sale. Reclassifications
represent amounts transferred from property, plant and equipment following a subsequent review of

2008 business combinations.

Goodwill is reviewed annually for impairment or more frequently if there are indications that it may be
impaired. Goodwill is allocated to cash generating units, identified according to business segment as
per Note 2. Goodwill relating to the Energy Services segment was impaired by £13 million during
2008 (see Note 4). This goodwill impairment related to a central heating business contained within the
Energy Services segment that was then disposed of during 2009. The goodwill cost and impairment

disposals in 2009 relate solely to the disposal of this business.

The recoverable amounts of goodwill have been assessed based on value-in-use calculations using

cash flow projections based on approved financial plans. These plans cover periods in excess of five

years on account of thelong-t er m nature of the Groups6 assets.

based on management 6s expectations of mar k et
determine cash flows in the long-term ranges from 0% to 1%. Projected cash flows were discounted
at rates of between 6% and 7% based on risks relevant to the segment. The discount rate used is

pre-tax.

The key assumptions in the value-in-use calculations determining recoverable amounts for specific

cash generating units are:

Central Networks

A 20 year cash flow forecast is built up from medium term plans (extended out based on management
views on required investment and expected regulatory returns). In addition a terminal value is also

applied to the Regulatory Asset Value and included in the value-in-use calculations.

70

oper a

Gr o

devel



E.ON UK PLC

Notes to the financial statements
for the year ended 31 December 2009 (continued)

10 Intangible assets (continued)

Retail
A 5 year cash flow forecast is built up from medium term plans (extended out based on management
views on sustainable retail margins and future volume growth). In addition a terminal value is applied

to the cash flows in year 6 on the assumption that cash flows will continue into perpetuity.

Generation and EC&R UK
Value-in-use calculations are performed for each part of the business. Power Stations and renewable

assets are valued by calculating future cash flows over the life of each unit using E.ON AG long-term
price tracks. These are comparable to market estimates. Valuations are then reduced by overhead

costs for supporting functions.

Energy Services

A 5 year cash flow forecast is built up from medium term plans for each business area, (extended out
based on management views on growth). In addition a terminal value is applied to the cash flows in

year 6 on the assumption that cash flows will continue into perpetuity.

All other segments

A 5 year cash flow forecast is built up from the medium term plan. In addition a terminal value is

applied to the cash flows in year 6 on the assumption that cash flows will continue into perpetuity.
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11 Property, plant and equipment

Generating Distribution and Other operating Total
assets transmission and short-term
networks assets
£m £m £m £m
Cost
At 1 January 2009 4,633 4,698 476 9,807
Additions 531 336 48 915
Disposals (5) - (73) (78)
Reclassifications (44) (102) 50 (96)
At 31 December 2009 5,115 4,932 501 10,548
Depreciation
At 1 January 2009 2,239 1,550 201 3,990
Charge for the year 176 94 25 295
Reversal of impairment (Note 4) (9) - - 9)
Disposals (5) - (65) (70)
Reclassifications (40) (82) 39 (83)
At 31 December 2009 2,361 1,562 200 4,123
Net book value
At 1 January 2009 2,394 3,148 275 5,817
At 31 December 2009 2,754 3,370 301 6,425
Generating Distribution and Other operating Total
assets transmission and short-term
networks assets
£m £m £m £m
Cost
At 1 January 2008 4,044 4,544 457 9,045
Acquisitions - - 2 2
Additions 739 342 59 1,140
Disposals (150) (188) (42) (380)
At 31 December 2008 4,633 4,698 476 9,807
Depreciation
At 1 January 2008 2,112 1,651 204 3,967
Charge for the year 155 84 35 274
Impairment (Note 4) 4 - - 4
Disposals (32) (185) (38) (255)
At 31 December 2008 2,239 1,550 201 3,990
Net book value
At 1 January 2008 1,932 2,893 253 5,078
At 31 December 2008 2,394 3,148 275 5,817
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11  Property, plant and equipment (continued)

Additions in 2009 include capitalised borrowing costs amounting to £39 million (2008: £23 million).
The capitalisation rate used is 4.5% (2008: 5.0%). The net book value of property, plant and
equipment held under finance leases is £54 million (2008: £59 million). All assets held under finance

leases relate to generating assets.

Reclassifications relate to a transfer to intangible assets following a subsequent review of 2008
business combinations and also various reclassifications of assets between property, plant and
equipment asset categories.

Group assets include assets in the course of construction at a cost of £1,110 million (2008: £821

million) primarily relating to generating assets.

Land and buildings at net book value comprise:

At At

31 December 31 December

2009 2008

£m £m

Freehold 210 168
Long leasehold 26 24
Total 236 192
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12 Interests in associates and joint ventures
2009 2008
£m £m
At 1 January 3 3
Retained profits 2 10
Dividends received (8) (22)
Dividends deferred - 14
Additions 30 -
Disposals 1) (2)
At 31 December 26 3
Interest in associates and joint ventures
No goodwill is recorded within interest in associates and joint ventures. Det ai |l s of
significant investments are as follows:
Accounting Country of Shares held Percentage of
reference date  incorporation interest held
Horizon Nuclear Power 31 December England Ordinary shares 50%

In August 2009, E.ON UK disposed of its 31% associate investment in Trakya Electric for proceeds of

£31 million. At 31 December 2009, E.ON UK had no remaining material interests in associates.

Balance sheet and results of associates:

31 December 31 December

2009 2008

£m £m

Assets - 431
Liabilities - (425)
Net assets - 6
Share of associatesd net as:c - 3
Revenue* 143 243
Profit after income tax* 23 27
Share of associates 6 p r oificontetaa f t e r 7 10

*2009 includes results up to date of associate disposal
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Notes to the financial statements
for the year ended 31 December 2009 (continued)

12 Interests in associates and joint ventures (continued)

During 2009, E.ON UK entered into a new joint venture with RWE Npower with plans to build new
nuclear power stations in the UK. E.ON UK and RWE Npower each have a 50% stake in the joint
venture. The principal activity of Horizon Nuclear Power is building and operating new nuclear power
stations. The groupds i nt er e getforiugsing fheequittmethodc ont r ol | e

31 December

2009

£m
Assets
Non-current assets 35
Current assets 25

60
Liabilities
Non-current liabilities -
Current liabilities 9)

9)
Net assets 51
Share of joint venture& net assets 26
Revenue -
Expenses (10)
Loss after income tax (10)
Share of joint venturebs | oss after (5)
Proportionate interest in joint ven 137
There are no contingent liabilities relatingtothe Gr oup 6s i nterest i n doftiegent oi nt

liabilities of the joint venture itself.
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13 Interests in Group subsidiary undertakings

Details of the Groupdés principal investments in s
subsidiaries are those which in the opinion of the directors significantly affect the amount of profit and
assets and liabilities shown in these accounts. The directors consider that those companies not listed

are not significant in relation to the Group as a whole.

Proportion of
nominal value of
issued equity

Name Class of share shares and voting Country of Principal business
capital rights held by the incorporation or activities
Group registration
%
Central Networks Ordinary shares 100 England and Distribution of electricity
East plc + Wales
Central Networks Ordinary shares 100 England and Distribution of electricity
West plc + Wales
Central Networks Ordinary shares 100 England and Holding company for
plc + Wales distribution activities
Powergen Ordinary shares 100 England and Holding company for
International Wales international activities
Limited *
Powergen (East Ordinary shares 100 England and Holding company for
Midlands) Loan Wales distribution activities
Notes *+
East Midlands Ordinary shares 100 England and Intermediate holding
Electricity Wales company
Distribution
Holdings +
Ergon Overseas Ordinary shares 100 England and Investment company
Holdings Limited + Wales
E.ON Energy Ordinary shares 100 England and Supply of electricity and
Limited * Wales supply, trading and
shipping of gas in the UK
E.ON UK Energy Ordinary shares 100 England and Supply of metering and
Services Limited* Wales home installation services
Powergen Ordinary shares 100 The Intermediate holding
Holdings BV + Netherlands company
* direct interest + indirect interest
A full i st of the Group©o6s principal i nvest ment s

Companyb6s registered office.

76



E.ON UK PLC

Notes to the financial statements
for the year ended 31 December 2009 (continued)

14 Available for sale investments

£m
At 1 January 2009 19
Disposal (2)
At 31 December 2009 17
Available for sale financial assets include the following:

At At
31 December 31 December
2009 2008
£m £m
Listed equity securities i UK - 2
Listed gilts T UK 17 17
17 19

15 Financial receivables: amounts falling due after more than one year
At At
31 December 31 December
2009 2008
£m £m
(restated)
Finance lease receivables 129 147
Amounts due from parent undertaking and fellow subsidiaries - 19
129 166

Amounts due from parent undertaking and fellow subsidiaries at 31 December 2008 comprised an

unsecured | oan which incurs interest

London

and is repayable in 2010. Further details on financial instruments are provided in Note 23.

Restatements are explained in Note 25.
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16 Inventories

At At
31 December 31 December
2009 2008
£m £m
Fuel stocks 182 155
Stores 97 102
279 257

17 Trade and other receivables
At At
31 December 31 December
2009 2008
£m £m
(restated)
Trade receivables 1,296 1,978
Less: provision for impairment of receivables (282) (223)
Trade receivables - net 1,014 1,755
Other receivables 136 153
Prepayments and accrued income 387 164
Finance lease receivables 34 36
Amounts due from parent undertaking and fellow subsidiaries 109 55
1,680 2,163

Further details on financial instruments are provided in Note 23.

Restatements are explained in Note 25.

18 Cash and cash equivalents

At 31 December 2009, the Group held £29 million (2008: £87 million) of financial assets in the form of
Sterling bank deposits. These deposits earn interest at floating rates, fixed in advance for periods up

to three months, by reference to Sterling London Interbank Bid Rate.

Overdrafts of £41 million (2008: £20 million) are included within borrowings (Note 20).

78



E.ON UK PLC

Notes to the financial statements

for the year ended 31 December 2009 (continued)

19 Trade and other payables

At At
31 December 31 December
2009 2008
£m £m
Amounts falling due in less than one year
Trade payables 313 608
Amounts owed to parent undertaking and fellow subsidiaries 557 285
Other taxation and social security 6 6
Accruals and other creditors 654 617
Deferred income 116 63
1,646 1,579
At At
31 December 31 December
2009 2008
£m £m
Amounts falling due after more than one year
Deferred income 88 -
Further details on financial instruments are provided in Note 23.
20 Borrowings: amounts falling due within one year
At At
31 December 31 December
2009 2008
£m £m
Bank overdrafts 41 20
Short-term loans from parent undertaking and fellow
D 376 72
subsidiaries
5% Euro Eurobond 2009 owed to external debt holders - 251
5% Euro Eurobond 2009 owed to fellow group undertakings - 224
Other short term loans 11 -
428 567
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20 Borrowings: amounts falling due within one year (continued)

Short-term funding is provided through inter-company facilities that are unsecured and repayable on
demand. Other short term loans comprise surplus cash received from related parties, to be held by the
Group on short term deposit. The weighted average interest rate on all short-term loans during the year
was 2.02% (2008: 6.10%). The 2009 Eurobond is unsecured and does not have any financial covenants
(2008: none).

21 Borrowings: amounts falling due after more than one year

At At
31 December 31 December
2009 2008
£m £m
Amounts owed to external debt holders

6.25% Sterling Eurobond 2024 8 8
2023 Loan 5 5
13 13

Amounts owed to fellow group undertakings
6.25% Sterling Eurobond 2024 225 224
Long-term loan 2010 - 300
Long-term loan 2011 537 333
Long-term loan 2014 350 -
Long-term loan 2037 900 900
Other long-term loans 372 1,495
2,384 3,252
2,397 3,265

The 2023 Loan is unsecured, repayable in instalments and incurs interest at 5.15%. The long-term loan
2010 is unsecured, repayable in 2010 and incurs interest at LIBOR plus 25 basis points. The long-term
loan 2011 is unsecured, payable in 2011 and incurs interest at LIBOR plus 47.5 basis points. The long-
term loan 2014 is unsecured, repayable in 2014 and incurs interest at 5.775%. The long-term loan 2037 is
unsecured, repayable in 2037 and incurs interest at 6.075%. Other long-term loans include two unsecured
loans totalling £372 million (2008: £1,495 million), both of which are repayable in 2013 and incur interest
at LIBOR plus 22.5 basis points. The 2024 Eurobond is unsecured and does not have any financial

covenants (2008: none).

Further details on financial instruments are provided in Note 23.
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22 Commodity and other derivative financial instruments

The following two tables include both derivatives that qualify for IAS 39 hedge accounting treatment and

those for which it is not used:

Contracts with positive Contracts with negative
fair values (Em) fair values (Em)
At 31 At 31 Atl At 31 At 31 Atl
December December January December December January
2009 2008* 2008* 2009 2008* 2008*

Non-current assets/(liabilities)

Cross-currency swaps - - 41 - - -
forward contract 8 s 7 ® @) o
Commodity swaps 129 171 39 (58) (254) (70)
Sg’;‘;g‘;g“y forward 769 443 107 (765) (681) (197)
906 727 194 (824) (980) (277)
Current assets/(liabilities)
Interest rate swaps - 4 - - - -
Cross-currency swaps - 150 - - - (15)
forward contract 4 w2 21 @ a8y ®
Commaodity swaps 184 857 401 (150) (1,023) (330)
Sg’r:?rr;‘gtgity forward 1,964 2,189 1,098 (1,962) (2,705) (948)
Embedded derivatives
within long-term gas - - - - an (81)
contracts
Options - - 3 - - 4)
2,152 3,552 1,529 (2,114) (3,930) (1,384)
3,058 4,279 1,723 (2,938) (4,910) (1,661)

*restated 1 see Note 1 for details of implementation of revision to IAS 1

Maturity of derivative financial instruments
Derivative financial instruments are classified within current assets and current liabilities if they mature in
the next 12 months, or if they are held for speculative trading purposes. Otherwise they are classified

within non-current assets and non-current liabilities.
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22 Commodity and other derivative financial instruments (continued)

The notional principal amounts of derivatives are as follows:

At At

31 December 31 December

2009 2008

£m £m

Interest rate swaps - 251
Cross-currency swaps - 476
Foreign currency forward contracts 558 3,622
Commodity swaps 2,259 5,625
Commodity forward contracts 12,320 23,990
Embedded derivatives within long-term gas contracts - 519
15,137 34,483

Cash flow hedges
Hedge accounting in accordance with IAS 39 is used primarily for foreign currency forward contracts,
used to hedge planned transactions in Euros and Danish Krone. The amount of ineffectiveness for cash

flow hedges recorded for the year ended 31 December 2009 produced results of £nil (2008: £nil).

As of 31 December 2009, the hedged transactions in place included foreign currency cash flow hedges
with maturities of up to 3 years (2008: nil). Cash flow hedges relating to capital expenditure will result in
reclassification from reserves to depreciation (net of tax) in the Group Income Statement over the lifetime
of the asset (up to 24 years). Pursuant to currently available information, the following effects will

accompany the reclassification from reserves to the Group Income Statement in subsequent periods:

Timing of reclassifications from other reserves to the income statement - 2009

Carrying )

amount 2010 2011 2012-2014 > 2014

£m £m £m £m £m

Other reserves i Currency cash 5 ] ] _ "

flow hedges

Timing of reclassifications from other reserves to the income statement - 2008

Carrying ]
amount 2009 2010 2011-2013 > 2013
£m £m £m £m £m

Other reserves i Currency cash
flow hedges

Gains and losses from reclassification are reported in that line item of the Group Income Statement which

includes the respective hedged transaction.
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22 Commodity and other derivative financial instruments (continued)

Contracts to buy or sell non-financial items

Within the ordinary course of business the Group routinely enters into sale and purchase transactions for
commodities. Many of these contracts were entered into and continue to be held for the purpose of the
receipt or delivery of the commodity in accordance

requirements. Such contracts are not in the scope of IAS 39.

Certain commodity derivative instruments that are intended to meet forecast demand could be net-settled
in future, placing them in the scope of IAS 39. These are recognised on the Group Balance Sheet at fair

value, with the movements in fair value recognised in the Group Income Statement.

Unrealised gains and losses
Unrealised gains and losses resulting from the initial measurement of derivative financial instruments at
the inception of the contract are not recognised in income. They are instead deferred and recognised in

income systematically over the term of the derivative.
At the beginning of 2009, no losses from the initial measurement of derivatives were deferred. After

additions of £8 million and the realisation of £5 million deferred losses, the remainder is a deferred loss

of £3 million at year end, which will be recognised in income during 2010 as the contracts are fulfilled.
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23 Additional disclosures on financial instruments

The following two tables show the carrying amounts of financial instruments, their grouping into IAS

39 categories, their fair values, and their classification levels according to the IFRS 7 fair value

hierarchy:
At 31 December 2009 Carrying Total Fair Fair value measurement
amount carrying value techniques:
amounts
within the Level1 Level2 Level3
scope of Quoted  Market Other
IFRS 7 prices data data
£m £m £m £m £m £m
Available for sale financial assets
Securl_tles and fixed-term 17 17 17 17 i i
deposits
Loans and receivables
Receivables from finance 163 163 163 i 163 i
leases
Trade receivables 1,014 1,014 1,014 - 1,014 -
Cash and cash equivalents 29 29 29 29 - -
Other operating assets 245 245 245 - 245 -

Financial assets/(liabilities) at FVPL

Derivative assets with no

: ; : 3,051 3,051 3,051 2,654 116 281
hedging relationships

Derivative liabilities with no

hedging relationships (2,938) (2,938) (2,938) (2,654) (3)  (281)

Derivative financial assets/(liabilities) used for hedging

Derivative assets with hedging

relationships ! ! ! i ! i
Derivative liabilities with i i i i i i
hedging relationships

Financial liabilities at amortised cost

Trade payables (313) (313) (313) - (313) -
Other operating liabilities (1,211) (1,211) (1,2112) - (1,211) -
Bonds (233) (233) (316) (316) - -
Bank loans/liabilities to banks (46) (46) 47) (47) - -
Other short term loans (11) (11) (11) (11) - -
Coroungamons IOt Gisy s @asy - @)
Borrowings: amounts falling due (376) (376) (376) i (376) i

within one year

There were no transfers between fair value measurement levels 1 and 2 during the year (2008: none).
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23 Additional disclosures on financial instruments (continued)

At 31 December 2008 Carrying Total Fair Fair value measurement
amount carrying value techniques:
amounts
within the Levell Level2 Level3
scope of Quoted  Market Other
IFRS 7 prices data data
£m £m £m £m £m £m

Available for sale financial assets

Securities and fixed-term

deposits 19 19 19 19 - -
Loans and receivables

Receivables from finance 183 183 183 i 183 i
leases

Trade receivables 1,755 1,755 1,755 - 1,755 -
Cash and cash equivalents 87 87 87 87 - -
Other operating assets 227 227 227 - 227 -
Financial assets/(liabilities) at FVPL

Derivative assets with no 4.279 4.279 4.279 3.660 619 i

hedging relationships

Derivative liabilities with no

hedging relationships (4,910)  (4,910)  (4,910) (4,661)  (249) -

Derivative financial assets/(liabilities) used for hedging

Derivative assets with hedging
relationships

Derivative liabilities with
hedging relationships

Financial liabilities at amortised cost

Trade payables (608) (608) (608) - (608) -
Other operating liabilities (902) (902) (902) - (902) -
Bonds (707) (707) (769) (769) - -
Bank loans/liabilities to banks (25) (25) (26) (26) - -

Other short term loans - - - - - -

Borrowings: amounts falling due

after more than one year (3,028) (3,028) (3,464) - (3.469) i

Borrowings: amounts falling due

within one year (72) (72) (72) - (72) -

Valuation
Where financial instruments are listed on an active market, the respective price quotes at that market

constitute the fair value. This applies in particular to securities held and bonds issued.
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23 Additional disclosures on financial instruments (continued)

The fair value of shareholdings in unlisted companies and of debt securities that are not actively
traded, such as loans received, loans granted and financial liabilities, is determined by discounting
future cash flows. Discounting takes place using current customary market interest rates through the

remaining terms of the financial instruments.

The carrying amounts of cash and cash equivalents, borrowings under revolving short-term credit
facilities, trade receivables, other operating assets, trade payables and other operating liabilities are

considered reasonable estimates of their fair values because of their short maturity.

The fair value of derivative instruments is sensitive to movements in underlying market rates and other
relevant variables. The Group assesses and monitors the fair value of derivative instruments on a periodic
basis. Fair values for each derivative financial instrument are determined as being equal to the price at
which one party would assume the rights and duties of another party, and calculated using either quoted
prices or common market valuation methods, with reference to available market data, as of the balance
sheet date.

The following is a summary of the methods and assumptions used for the valuation of derivative financial

instruments, together with their classification according to the IFRS 7 fair value hierarchy, where they

cannot be observed directly from quoted prices (level 1):

e  Currency and commodity forward contracts and swaps are valued separately at their forward rates
and prices as of the balance sheet date. Forward rates and prices are based on market quotations,
with forward premiums and discounts taken into consideration (level 2).

e The fair values of existing instruments to hedge interest rate risk are determined by discounting
future cash flows using market interest rates over the remaining term of the instrument (level 2).

e  Certain long-term energy contracts are valued with the aid of valuation models that use internal
data where market prices are not available (level 3). These models use probability weighted
expected values for gas prices and other indices, taking into account individual contract details

such as volume and price.

Level 3 fair value measurements

The following table reconciles the movements in fair value measurement level 3:

Assets Liabilities

£m £m

At 1 January 2009 - -
Gains/(losses) recognised in income 281 (281)
At 31 December 2009 281 (281)
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There were no transfers into or out of level 3. Instruments in level 3 comprise long-term energy
contracts for which no market data is available. These are valued with models which use probability
weighted expected values for gas prices and other indices, taking into account individual contract
details such as volume and price.

The key assumption used in the model is the expected value for future energy prices. A hypothetical
10-percent increase or decrease in this valuation parameter would lead to a respective gross increase
or decrease of £12 million (2008: £nil), in both the asset and liability positions. The net position of £nil

is not sensitive to changes in the valuation parameters used in the model.

Derecognition of financial assets

Following the disposal of the E.ON Energy Trading business on 1 January 2009, all existing
commodity derivatives at that date were novated or matched by equal and opposite contracts with
EET SE. Certain contracts do not qualify for derecognition as the Group is still exposed to any
counterparty credit risk relating to the assets. The following assets continue to be recognised in the

Group Balance Sheet, and are matched with equal and opposite liabilities:

At
31 December
2009
£m

Non-current assets
Commodity swaps 37
Commodity forward contracts 499
536

Current assets

Commodity swaps 73
Commaodity forward contracts 990
1,063
1,599
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Cash flows of financial liabilities
The following two tables illustrate the contractually agreed (undiscounted) cash outflows arising from

the financial liabilities included in the scope of IFRS 7:

At 31 December 2009 Cash outflows
2010 2011 2012-2014 from 2015
£m £m £m £m
Bonds 16 16 49 418
Bank loans/liabilities to banks 41 - 2 4
Other financial liabilities 462 619 572 2,265
Cash outflows for financial liabilities 519 635 623 2,687
Trade payables 313 - - -
Derivative liabilities (with/without hedging relationships) 1,783 1,047 199 87
Other operating liabilities 1,211 - - -
Cash o_utflc_;ws_ fc_Jr trade payables and other 3.307 1,047 199 87
operating liabilities
Total cash outflows for liabilities under IFRS 7 3,826 1,682 822 2,774
At 31 December 2008 Cash outflows
2009 2010 2011-2013 from 2014
£m £m £m £m
Bonds 516 16 49 435
Bank loans/liabilities to banks 20 - 1 4
Other financial liabilities 110 409 2,091 2,323
Cash outflows for financial liabilities 646 425 2,141 2,762
Trade payables 608 - - -
Derivative liabilities (with/without hedging relationships) 4,423 1,650 347 -
Other operating liabilities 902 - - -
gg:ragl;glﬁ;vbsiliftci);;rade payables and other 5.933 1,650 347 )
Total cash outflows for liabilities under IFRS 7 6,579 2,075 2,488 2,762

Cash outflows for purchases of commaodities that will be physically settled are included at their gross
nominal amount. Cash outflows for sales and purchases of commodities that will be net-settled in

cash are included at their net amount.

For financial liabilities that bear floating interest rates, the rates that were in place on the balance
sheet date are used to calculate future interest payments for subsequent periods. Financial liabilities

that can be terminated at any time are assigned to the earliest maturity period.
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Maturity of financial liabilities

The maturity profile of t he -caranthboryoivingg waa asdollows: o f
At At

31 December 31 December

2009 2008

£m £m

In more than one year but not more than two years 537 300
In more than two years but not more than five years 722 1,828
In more than five years 1,138 1,137
2,397 3,265

At 31 December 2009 there was £4,759 million (2008: £3,692 million) of undrawn committed borrowing
facilities available to the Group, all of which were inter-company facilities which did not contain any

material covenant restrictions and which expire between 2010 and 2013. Including current borrowings,

these facilities comprised:

Amount
undrawn at
31 December
Total facility 2009
Counterparty £m £m Expiry date Fees
E.ON AG 870 829 21 December 2010 25bp
E.ON UK Holding Company 3,000 2463 6 March 2011 47.5bp
Limited
Powergen Group 450 189 21 December 2010 75bp
Investments
Powergen Limited 1,100 883 30 June 2013 22.5bp
Powergen Limited 550 395 30 June 2013 22.5bp
5,970 4,759

Risk management

The prescribed processes, responsibilities and actions concerning financial and risk management are
described in detail in internal risk management guidelines applicable throughout the E.ON AG Group.
A department exists within the E.ON AG Group to manage all risk controlling and reporting in the area

of commodities, while risk controlling and reporting in the areas of interest rates and currencies

remains the responsibility the Treasury department of E.ON AG.

The Group uses an E.ON AG Group-wide treasury, risk management and reporting system. This

system is a standard information technology solution and is both fully integrated and continuously

t

he

updated. The system is designed to provide for the analysis and monitoring of the EON AG Gr oup 6 s

exposure to liquidity, foreign exchange and interest risks. Counterparty risks are monitored on an

E.ON AG Group-wide basis by Treasury, with the support of a standard software package.
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The following discussion of the Groupdbds ri sk

mana

generated from value-at-r i sk and sensitivit-hoahiahngy ssebtataeg me mtfsodr w

risks and uncertainties. Actual results could differ materially from those projected due to actual,
unforeseeable developments in the global financial markets. The methods used by the Group to
analyse risks, as discussed below, should not be considered projections of future events or losses.
The Group also faces risks that are either non-financial or non-quantifiable. Such risks principally
include country risk, operational risk and legal risk, which are not represented in the following

analyses.

Foreign exchange risk management
Due to the international nature of some of its business activities, the Group is exposed to exchange

risks related to sales, purchases, assets and liabilities denominated in foreign currencies and

anticipated foreign exchange p allsmainyfoom trahdadionsGm oup 6 s

Euros, Danish Krone and Norwegian Krone.

The Group enters into foreign exchange contracts in accordance with its hedging policies. These
policies are discussed under OForei gn eenx Thaaaee
no material monetary assets or liabilities of the Group that are not denominated in the functional
currency of the entity concerned. At 31 December 2008 the Group had financial liabilities

denominated in Euros, which matured during 2009.

Inl i ne with the Giepantipgdpsocessrahdentematibnal banldnkg standards, market

risk has been calculated using the value-at-risk method on the basis of historical market data. The

ri sk

value-at-r i sk (or fiVvaRo0) i s e g u dss (on the badiseof anpeobxabilityloi®5%) ot e nt i

from foreign-currency positions that could be incurred within the following business day. The
calculations take account of correlations between individual transactions; the risk of a portfolio is

generally lower than the sum of its individual risks.

The one day VaR from the translation of deposits and borrowings denominated in foreign currency,
plus foreign currency derivatives with no hedging relationships, amounted to £0.9 million (2008: £2.5
million) and resulted primarily from open positions denominated in Euros. The decrease in the VaR
over the previous year is due to the decreased volatility of the EUR/GBP exchange rate and reduced

exposure to open US dollar positions.

The one day VaR from foreign currency derivatives with hedging relationships amounted to £3.2
million (2008: £nil) and resulted primarily from open positions denominated in Euros and Danish

Krone. This is due to new instruments used to hedge planned transactions, as discussed in Note 22.

90



E.ON UK PLC

Notes to the financial statements
for the year ended 31 December 2009 (continued)

23 Additional disclosures on financial instruments (continued)

This VaR has been calculated in accordance with the requirements of IFRS 7. In practice, however,
another value will result, since certain underlying transactions (e.g. scheduled transactions and off-

balance sheet own-use agreements) are not considered in the calculation according to IFRS 7.

Interest rate risk management

The Group has a portfolio of fixed and floating interest rate debt and, in order to mitigate interest rate
risk, arranges interest rate hedges to achieve a desired mix of fixed and floating interest rates, with a
range of different maturities. The desired mix is managed by E.ON AG treasury. The interest rate risk
profile of financial liabilities is detailed below:

Floating Fixed rate financial liabilities
rate Weighted Weighted ave.
financial average period for which
Total liabilities interest rate rate is fixed
At 31 December 2009 £m £m £m % Years
Sterling 2,825 1,337 1,488 6.0 19.7

Fixed rate financial liabilities

Floating

rate Weighted Weighted ave.
financial average period for which
Total liabilities interest rate rate is fixed
At 31 December 2008 £m £m £m % Years
Sterling 3,357 2,220 1,137 6.1 26.0
Euros 475 224 251 5.0 0.5
3,832 2,444 1,388 5.9 21.4

The figures in the above table are stated after taking account of relevant interest rate swap contracts.
Floating rate financial liabilities bear interest at variable rates determined with reference to LIBOR and
EURIBOR. The Group seeks to maintain an appropriate mix of fixed and floating rate debt in its
overall debt portfolio. As of 31 December 2009, the Group has entered into interest rate swaps with a
nominal value of £nil (2008: £251 million).

A sensitivity analysis was performed on t he  Gr o deprd and waliable-rate borrowings,
including interest rate derivatives. A 1% increase/(decrease) in the level of interest rates would cause

net interest expense to rise/(fall) by £12 million per annum (2008: £26 million).

Commodity price risk management

Foll owing the disposal of the E.ON Energy Tradi

exposure to commaodity price risks has changed significantly. All outstanding commodity derivative
financial instruments at the date of disposal were novated or matched with equal and opposite
contracts with EET SE. This means that the Group bears no commaodity price risk in relation to these

contracts.
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Certain commodity derivative instruments that are intended to meet forecast demand give rise to
commodity price risk as there is a possibility that the instruments will be net-settled in future. The risk in

the Groupds commodity derivative por tchanpgeirovaldeloer ef or
contracts which may be net-settled.

The risk metric used for these instruments is a one year VaR with a 95% confidence interval. The VaR
relating to the Groupds commodity derivative instru
2008 this measure was not used. The measure was changed in 2009 to reflect the different nature of
commodity price risks faced by the group. A five day VaR was used in 2008, to monitor risk in relation to

proprietary trading contracts. At 31 December 2008 this alternative measure of VaR was £60 million.

The two different measures used in 2008 and 2009 are not comparable. The different measures are

appropriate for the different commodity price risks faced by the Group in each period.

As of 31 December 2009, E.ON UK had entered into electricity, gas, coal, oil and emissions-related
derivatives with a nominal value of £14,579 million (2008: £30,134 million).

The restriction to financial instruments included in the scope of IFRS 7 that has been applied in these
calculations does not reflect the economic position of the Group. Consequently, none of the off-
balance sheet transactions, such as own-use contracts under normal trading relationships, may be
included when calculating the VaR according to IFRS 7, even though such transactions represent a
material component of the economic position.

Credit risk management

In order to minimise credit risk arising from the use of financial instruments and from operating

activities, the Group enters into transactions only with counterparties that satisfy the E.ON AG
Groupbs internally established minimum requirements
of credit quality ratings established internally, a
and monitoring of credit limits is subject to certain minimum requirements applicable throughout the

Group. Not included in this process are long-term contracts arising from the operating activities and

asset management transactions. Some of these are monitored separately at E.ON UK level.
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The age analysis of unimpaired trade receivables is as follows:

At At

31 December 31 December

2009 2008

£m £m

Not impaired and not past-due 549 1,009
Not impaired and up to 90 days past-due 199 417
Not impaired and 91 to 180 days past-due 166 136
Not impaired and 181 to 360 days past-due 81 135
Not impaired and over 360 days past-due 19 58
1,014 1,755

Valuation allowances for trade receivables have changed as shown in the following table:

2009 2008

£m £m

Balance as at 1 January (223) (205)
Impairment (59) (18)
Balance as at 31 December (282) (223)

The individual impaired receivables are due from a large number of customers from whom it is
unlikely that full repayment will ever be received. Receivables are monitored by the various business

units. There are no indications that the carrying amounts reported might be further impaired.

In addition to the increase in the provision for impairment of receivables a further £118 million was

charged to the Group Income Statement during 2009 to write off trade receivables (2008: £99 million).

The finance leases granted by the Group arise on the provision of CHP plants on certain client sites and

aPublic Finance Initiative (APFI 0) l'ighting contrac

principal client base as well as selling power to the rest of the Group. The lease duration is typically 15-
20 years and the lessee generally has the option to acquire the site at the end of the lease. The PFI
lighting contract is a 25 year contract to replace, repair and run public lighting across Staffordshire. The

maturities of the finance leases are set out in the following table:
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