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SCOTTISHPOWER ENERGY RETAIL LIMITED
STRATEGIC REPORT

The directors present an overview of ScottishPower Energy Retail Limited’s business structure, 2019 performance and
strategic outlook including principal risks and uncertainties.

STRATEGIC OUTLOOK

Introduction

The principal activity of ScottishPower Energy Retail Limited {“the company”), registered company number 5C190287, is
the supply of electricity and gas to domestic and business customers throughout Great Britain, including customer
registration, billing and handling enquiries in respect of these services. The company is also responsible for the
associated metering activity including the smart meter installation programme, and managing the Energy Services
activities of the Scottish Power Limited group (“ScottishPower”). The company is part of ScottishPower’s Energy Retail
business (“Energy Retail”). During 2019, an average of 4.8 million gas and electricity customers were supplied by Energy
Retail. As at 31 December 2019, Energy Retail supplied 4.7 million gas and electricity customers.

The ultimate parent of the company is lberdrola, S.A. ("Iberdrola") which is listed on the Madrid stock exchange and the
immediate parent of the company is Scottish Power Retail Holdings Limited (“SPRH”). Scottish Power Limited (“SPL”) is
the United Kingdom {“UK”) holding company of ScottishPower, of which the company is a member.

In the following sections, references to Energy Retail apply fully to the company.

Operating review

The level of competition in the UK market has continued to increase, with new entrant suppliers now accounting for 31%
of the domestic market share, up from around 20% in 2017. Whilst the introduction of a price cap was expected to lead
to reduced switching rates, this has not been the case, with yet another record year of switching levels. As at the end of
December 2019, domestic switching was up 9% year-to-date versus the same period in 2018 (source: Energy UK). The
aggressive pricing strategies used by new entrants, together with the implementation of the price cap, has had a
negative year on year impact on both the company’s domestic market share and the company’s financial results.

The Office of Gas and Electricity Markets {“Ofgem”) implemented the price cap on default tariffs required by the
Domestic Gas and Electricity (Tariff Cap) Act 2018 on 1 January 2019 which limits the rates charged for the supply of gas
and electricity to domestic customers on default tariffs until the end of 2020. This is extendable on an annual basis until
2023, with the first assessment of whether an extension will be implemented due to be made in the second half of 2020.
The initial cap period (1 January to 31 March 2019) was set at £1,137 for dual fuel customers with typical consumption
paying by Direct Debit (“DD"), and £1,222 for those paying by standard credit (“SC”). Centrica won a Judicial Review
challenging Ofgem’s methodology for the allowance under the cap for this period in November 2019, with Ofgem noting
it would consider its next steps in relation to the judgement.

Two further cap periods impacting on 2019 results commenced on 1 April and 1 October 2019 with the respective caps at
£1,254 for those paying by DD and £1,344 for those paying by SC in April, and £1,179 for those paying by DD and £1,265
for those paying by SC in October. During February 2020, the price cap covering the period 1 April 2020 to 30 September
2020 was announced with a cap of £1,162 for those paying by DD, and £1,247 for those paying by SC. Ofgem continues to
consult on its approach to setting the smart allowance under the cap for future periods as, due to the uncertainty of the
smart rollout costs and benefits, it delayed updating its approach to this part of the cap to allow for further analysis and
consultation. The price cap is likely to continue to have a negative impact on the company’s income in 2020 although it
will have less impact on the company than on other major suppliers who have been less successful in presenting their
standard variable tariff (“SVT”) customers with attractive alternative products.

While the new entrant market share has increased, Energy Retail is now seeing a decline in the number of active
domestic suppliers, with several small to medium suppliers either choosing to cease trading or, due to liquidity
challenges, being forced to exit and then being swept up into the regulatory Supplier of Last Resort (“SoLR”) process. The
company was named as SoLR for Extra Energy’s 220,000 customers in November 2018, and will continue to assess future
SoLR opportunities.

Energy Retail remains committed to the rollout of smart meters across its domestic and small and medium-sized
enterprises (“SME”) customer base. Energy Retail strongly supports the aims and objectives of the smart meter
programme and believes that this investment in its infrastructure is critical to realising the smart energy future that
Energy Retail aspires to deliver for its customers, for the business and to enable the UK to meet its legally binding target
of ‘net zero’ emissions by 2050.

Energy Retail has made significant efforts and investments to support its smart meter rollout thus far and demonstrable
progress has been made, having installed approximately 1.6 million smart meters across Great Britain as at the end of Q1
2020. SP Smart Meter Assets Limited (“SPSMAL"), a fellow ScottishPower company, purchases the smart meters on
behalf of the company. Energy Retail has an established network of installers across Great Britain, who provide a strong
platform to further increase the deployment capability for the remainder of the rollout.
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STRATEGIC OUTLOOK continued

Following the various COVID-19 restrictions announced by the UK and devolved governments on 23 March 2020, and in
line with that guidance, Energy Retail stopped all non-essential meter installations and all smart meter campaigning with
immediate effect. The smart meter rollout will recommence at the point at which it is safe to do so, for both customers
and for the installer workforce. The UK Government have yet to respond to the recent consultation on the post 2020
smart installations. Energy Retail will continue to work with the UK and devolved governments to reach an appropriate
policy for post 2020 which takes into account any COVID-19 impact, in order to enable a safe and successful conclusion
to the smart metering implementation programme.

The Energy Services activities conducted by the company continue to grow with a wider range of products and services
across Home Services and an emerging electrical vehicle (“EV”) proposition. Energy Services offers more variation in
product scope and multiple price points for new and existing customers to choose from. Within Home Services, this is
across boiler care, appliance care and now new plumbing, drains and electrical insurance products. Smart thermostats
are also provided to give customers greater control over their energy usage. The expanded customer choice has
positioned Home Services solutions well in the UK market which, together with improved service delivery from Energy
Retail’s strategic partners such as Domestic and General and AXA, has led to a 42% increase in Homes Services customers
during 2019.

In 2018, Energy Retail announced its focus on the UK'’s switch to cleaner, greener transport, and launched the first end—
to-end package for EV owners through a partnership with major car retailer, Arnold Clark, allowing buyers to purchase or
lease an EV of their choice, book a home charging point installation and sign up to an exclusive 100% renewable energy
tariff as part of the same package. In 2019, Energy Retail has continued to develop its proposition for home charging and
has increased the offering to now include both business and public charging. While these propositions are still in their
infancy and volumes are low, this strategic move into the EV market is essential to support the growing demand and use
of EVs particularly as businesses and employers across the UK increasingly look to encourage and support the move to a
net zero environment and so achieve a better future, quicker.

2019 performance
The tables below provide key financial and non-financial information relating to the company’s performance during the
year,

Revenue* Operating (loss)/profit* Capital investment**

2019 2018 2019 2018 2019 2018

Financial key performance indicators £m £m £m £m £m £m
ScottishPower Energy Retail Limited 3,875.6 3,883.6 (80.8) 141.4 113.5 85.2

*Revenue and operating (loss)/profit are presented on page 20.

**Capital investment for 2019 is presented within Notes 3 and 4 on page 31.

Revenue decreased by £8.0 million to £3,875.6 million in 2019. This decrease was primarily driven by lower domestic
demand (due to weather and lower customer numbers) partially offset by higher domestic prices for both price cap and
competitive product customers.

Operating profit decreased by £222.2 million to an operating loss of £80.8 million in 2019. This decrease was primarily
caused by lower retail gross margins reflecting lower revenues and year-on-year increases in energy, network and
government obligations (capacity market) charges. Operating cost increases included £9.0 million due to the profile
incurred to deliver government obligations as well as a £22.0 million increase in reorganisation costs year-on-year.
Depreciation also increased in 2019, reflecting the continued investment in smart meter infrastructure and supporting IT
system requirements and in customer contracts investment.

Capital investment increased by £28.3 million to £113.5 million reflecting an increase in customer contract costs as
customer switching levels remain high.

Non-financial key performance indicators Notes 2019 2018
Volume supplied (GWh)* 43,907 47,781
Customer service performance (a) 6th 4th
Smart meters installed (cumulative) (thousands) 1,486 1,170
Customers (thousands) (b)
- Electricity 2,856 2,951
- Gas 1,904 1,956
4,760 4,907

*Gigawatt hours (“GWh")

(a) Based on the Citizens Advice Domestic Energy Suppliers’ Customer Service Repart. Rankings reflect Energy Retail’s position relative to other ‘Big
Six’ Energy Companies.

(b) Customer numbers are based on the average number of Meter Point Administration Numbers for electricity customers and Meter Point
Reference Numbers for gas customers during the year to 31 December.
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Outlook for 2020 and beyond

Energy Retail expects further market consolidation over the coming months and years, based on a combination of
regulatory and competitive pressures, and this will present opportunities for well-placed suppliers to grow. Increased
opportunity exists with the forecast growth of EVs and subsequent increased electricity demand. This demand will place
a greater onus on smart metering technology and behavioural incentives, such as ‘time of use’ tariff offerings, which will
play an important role. With the price cap and intense competitive pressures in place, cost efficiency will remain a key
consideration for suppliers to support profitability and growth objectives. Environmental considerations are also likely to
form a greater part of consumer purchasing criteria, and suppliers will need to meet or exceed customer expectations.
Energy Retail is well-placed to meet this demand following ScottishPower’s move to 100% green electricity generation at
the start of 2019 — a key differentiator in this regard.

Central to delivering these emerging market demands, will be the continued digitisation of customer propositions and
internal processes. Utilising an in-house, customer-centric digital development capability, Energy Retail is well-placed to
respond to these demands. While Energy Retail continues to focus on providing a digital experience that benefits its
customers, it will be harnessing the latest technologies and innovations in areas such as Artificial Intelligence and
Machine learning to further expand its retail digital offering throughout 2020 and beyond.

Energy Retail’s Smart Energy Services business will continue to grow and expand in 2020, not only through customer
growth from a broader product range of services that customers want and need, but also through focussing on the
customer journeys and service experience. Energy Retail’s long term strategic partners are fully committed to offering
the best service possible and will continue to work closely with the business to understand customers’ needs and
challenges and ultimately improve customers’ experience.

Growth will also continue in the developing EV marketplace and Energy Retail will continue to build partnerships with
manufacturers, installers and technology providers in order to expand the accessibility of the EV charging throughout the
UK. Energy Retail has developed a range of EV products, services and tariffs to help customers charge at home, at work
and in public locations that offer a cost-effective, smart solution to cater for their EV charging needs. This will expand
further in 2020 with key partnerships with Energy Retail’s core city regions of Glasgow and Liverpool, and the wider
business network across the UK. Energy Retail is determined to continue evolving and building new products and services
to meet the needs of customers and drive a cleaner electric future.

In support of the move to a better future quicker, Energy Retail has the decarbonisation of heat in its sights and will look
towards small pilot schemes in the next couple of years to test and explore future heating technology options and how
these may accelerate the decarbonisation of the heating market in future decades.

Financial instruments

Treasury services are provided by SPL. ScottishPower has a risk policy within treasury and financing which is designed to
ensure that the company’s exposure to variability of cash flows and asset values due to fluctuations in market interest
rates and exchange rates are minimised and managed at acceptable risk levels. Further details of the treasury and
interest policy for ScottishPower and how it manages them is included in the most recent Annual Report and Accounts of
SPL.

PRINCIPAL RISKS AND UNCERTAINTIES

ScottishPower’s strategy, which is adopted by the company, is to conduct business in a manner benefiting customers
through balancing cost and risk while delivering shareholder value and protecting ScottishPower’s performance and
reputation by prudently managing the risks inherent in the business. To maintain this strategic direction ScottishPower
develops and implements risk management policies and procedures, and promotes a robust control environment at all
levels of the organisation. Further details of ScottishPower’s risk management practices can be found in the most recent
Annual Report and Accounts of SPL.

The principal risks and uncertainties of ScottishPower, and so those of the company (other than those specific to the
COVID-19 crisis and Brexit), that may impact current and future operational and financial performance and the
management of these risks are described in the table on the following page:
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PRINCIPAL RISKS AND UNCERTAINTIES continued

SCOTTISHPOWER

RISK RESPONSE

Material deterioration in the relatively stable and predictable|Positive and transparent engagement with all appropriate

UK regulatory and political environment, including any stakeholders to ensure that long-term regulatory stability

sudden changes of policy, or interventions outside and political consensus is maintained and public backing is

established regulatory frameworks. secured for the necessary investment in the UK energy
system. Providing stakeholders with evidence of the risks of
ad hoc intervention in markets.

A major health and safety incident in the course of ScottishPower’s Health and Safety function provides

operations could impact staff, contractors, communities or  |specialist services and support for the businesses in relation

the environment. to health and safety. A comprehensive framework of health
and safety policy and procedures, alongside audit
programmes, is established throughout ScottishPower, which
aims to ensure not only continuing legal compliance but also
to drive towards best practice in all levels of health and
safety operations.

Breach in cyber security and unwanted infiltration of implementation of a cyber-risk policy which provides the

ScottishPower’s IT infrastructure by internal and external framework for mitigation. Proactive approach to identifying

parties. where ScottishPower is vulnerable and addressing these
points through technical solutions. Educating company
employees and contractors as to how behaviour can reduce
this risk. Embedding cyber security in all projects where
appropriate.

Emergence and spread of Coronavirus (COVID-19)

On 11 March 2020, the World Health Organization declared the outbreak of Coronavirus COVID-19 a pandemic, due to its
rapid spread throughout the world, having affected more than 110 countries at that time. Most global governments are
taking restrictive measures to contain the spread of the virus, including: isolation, quarantine, restricting the free
movement of people, closure of public and private premises (except those of basic necessity and health), closure of
borders and a significant reduction in air, sea, rail and land transport. The principal activity of the Energy Retail business,
and therefore the company, is providing essential services to the UK (specifically the supply of energy); the Energy Retail
business and the company will continue to supply its customers and in particular will focus on supporting those
considered vulnerable.

In the UK, the UK and devolved governments have put in various measures culminating on 23 March 2020 when a
‘lockdown’ was announced, requiring all citizens to stay at home (with a few specific exceptions) for a number of weeks.
Following the slow release of the full lockdown, some level of restriction is expected to be in place for a significant part
of 2020. Also, temporary emergency legislation, the Coronavirus Act 2020 (“The Act”) received Royal Assent on 25 March
2020. The Act (and similar acts enacted by the devolved governments) provides powers needed to respond to the
current coronavirus pandemic, including containing and slowing the virus and enhancing capacity and the flexible
deployment of staff.

ScottishPower’s structural response to the issues arising from the pandemic and the associated lockdown was to invoke
the existing Business Continuity command structure to provide strategic direction and make key policy decisions during
the affected period. This team is referred to as “Gold Command” and consists of the ScottishPower Management
Committee. This is supported by teams consisting of senior management pertinent to each division to make decisions at
an operational level. These teams are referred to as the “Silver Groups”.

The COVID-19 principal risks considered relevant for ScottishPower, the Energy Retail business, and therefore the
company, are set out on the following page.




SCOTTISHPOWER ENERGY RETAIL LIMITED
STRATEGIC REPORT continued

PRINCIPAL RISKS AND UNCERTAINTIES continued

SCOTTISHPOWER - CORONAVIRUS (COVID-19) RISKS

RISK

RESPONSE

The impact of the pandemic increases the risk of the
company not being able to meet its operational obligations
to maintain the continuity of electricity supply, and
obligations as an energy supplier.

Business continuity plans enacted with “Gold Command”;
making strategic decisions and determining priorities across
ScottishPower. This is underpinned by “Silver Groups”
specific to each business division at an operational level to
ensure continuity of decisions and communications. This
ensures consistency in prioritising key issues, and timely and
efficient escalation of matters to the appropriate level of
management. This will make sure key issues are prioritised to
facilitate a focus on those issues which might impact the
continuity of supply and the other obligations of the
company.

Impacts arising from the pandemic following market
reactions to the events. These impacts could include
movements in the value of Sterling and other financial
instruments. The pandemic is likely to have longer term
economic impacts on ScottishPower, and therefore the
company, and on the political and regulatory environments
in which ScottishPower operates.

In addition to monitoring ongoing developments related to
the pandemic, a treasury risk management policy is in place
to hedge financial risks which are the most prevalent in the
short-term. Any longer term impact on the UK economy, and
its impact on ScottishPower and specific business units, will
be managed in line with developments. Risks arising from the
pandemic are being monitored and managed across
ScottishPower, and therefore the company, with oversight
from the ScottishPower Management Committee.

The UK Government response to minimising the impact of
the pandemic on the population, has restricted the flow of
physical goods and equipment in addition to restricting the
mobility of labour. This is likely to result in a degree of supply
chain interruption due to a lack of appropriate labour levels
and delays to the receipt of products and equipment.

This may affect the Energy Retail business, and therefore the
company, in that the maintenance of meters, installation of
smart meters and continuity of service from its contractors
may be impacted.

Supply chain monitoring groups have been established
across all business divisions to identify early shortages and
gaps in the supply chain in terms of products, equipment and
labour. This has been supplemented by emergency
procurement procedures to expedite orders for
replacements, utilising the framework agreements
ScottishPower already has in place. Notification has been
provided to sub-contractors highlighting their importance in
the provision of essential services such that appropriate
levels of labour are maintained within the UK and devolved
Governments’ social distancing guidelines.

In Energy Retail, business customer demand is expected to
reduce significantly, with this reduction being partially offset
by an increase in domestic customer demand during the
lockdown period. This will reduce revenue in Energy Retail,
and therefore the company.

Analysis undertaken to assess the impact of changes in
demand profile for Energy Retail and therefore the company.

For Energy Retail, and therefore the company, the
deterioration in the UK economy increases the risk of
business customer and counterparty defaults, and the risk of
overdue debts for the domestic and business customer base.

In Energy Retail, proactive communication with the customer
base has taken place to reassure vulnerable customers and
remind the wider customer base of the payment flexibility
available. This along with other customer interaction, both
business and domestic, is aimed at mitigating overdue debt
increases. Analysis of large high risk customers continues in
an attempt to proactively target those areas where increased
debt is likely to have more of an impact.

Whilst acknowledging the risks faced by ScottishPower, and so the Energy Retail business and the company, COVID-19 is
not deemed to impact the conclusion that the company will continue as a going concern. In respect of the impact on
these Accounts, the Financial Reporting Council (“FRC”) confirmed that COVID-19 is a non-adjusting post balance sheet
event and any potential impacts on accounts, balances or assumptions are disclosed within Note 27 on page 40.
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PRINCIPAL RISKS AND UNCERTAINTIES continued

UK decision to leave the EU (Brexit)

On 31 January 2020, the UK left the European Union (“EU”). However, all EU laws will remain in force in the UK until 31
December 2020 when the transition period is scheduled to expire. A cross-business working group will continue to co-
ordinate ScottishPower’s preparations to mitigate the impact on ScottishPower, and therefore the company, of any pre
and post-Brexit outcomes as they become clearer. The key risks considered relevant to ScottishPower, and therefore the
company, are detailed in the latest version of the Annual Report and Accounts of SPL. The directors of the company
confirm that there has been no material change to these risks as at the date of approval of these Accounts.

The principal risks and uncertainties of the Energy Retail business, and so that of the company, that may impact current
and future operational and financial performance and the management of these risks are described below:

RETAIL
RISK

RESPONSE

Price cap values are not set at an accurate rate to reflect the
real cost of servicing the customer preventing a reasonable
profit margin.

Continued focus on encouraging competition and promoting
the use of fixed-price products; ongoing support to the
government and regulatory bodies to demonstrate the need
for accurate price cap calculations. Lower proportion of
customers on default tariffs reduces the impact in
comparison to other major suppliers.

Reputational risk from poor customer service performance.

Continued investment in the simplification and enhancement
of the processes Energy Retail's customers use together with
continual training of customer facing staff. Ongoing actions
to remove the need for customers to contact Energy Retail
with greater flexibility for customers to make contact
through a variety of channels.

The potential for non-compliance with the UK Government’s
mandate to complete the rollout of smart metering to
customers in accordance with prescribed timescales.

Dedicated project team focused on ensuring adequate
business processes and systems are developed. The team is
responsible for ensuring the roll out capability is secured to
enable deployment of meters. Energy Retail is an active
participant in industry bodies responsible for developing
smart metering.

Impact of competition on Energy Retail’s market share and
profitability.

Constantly managing the operating cost base to ensure that
profitability is protected and focusing on growth through
organic and other acquisition opportunities.

Deterioration in the level of overdue debt impacting on the
level of debt write-off required.

There are measures in place across the Energy Retail
business to manage the key drivers of overdue debt, assess
and implement remedial and preventative action, and to
establish key metrics to monitor progress in reducing debt
levels.

ENGAGING WITH STAKEHOLDERS

References to “ScottishPower” apply fully to the Energy Retail business, and so the company.

The importance of engaging with stakeholders

As part of the Iberdrola Group, ScottishPower is developing a responsible and sustainable energy model which focuses
on the wellbeing of people, the protection of the environment and the economic and social progress in the communities
in which ScottishPower operates. ScottishPower strongly believes that effective and meaningful engagement with
stakeholders and employees is key to promoting the success of ScottishPower.

Meaningful engagement with these stakeholder groups supports the ethos of Section 172 of the Companies Act 2006
which states that directors should have regard to stakeholder interests when discharging their duty to promote, in good
faith, the success of the company for the benefit of its members as a whole. Details of how the Energy Retail business,
and so the company, engages with stakeholders, and how these activities influence the company’s operations, are set
out on the following page.
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ENGAGING WITH STAKEHOLDERS continued

Key stakeholders
ScottishPower and the company has four key stakeholder categories:

4 Key stakeholders

Govemment and regulators Community and environment

Suppliers and

Employees and
contractors

energy customers

Behind these stakeholders are millions of people, and thousands of institutions, organisations and groups. All of them,
with their decisions and opinions, which influence ScottishPower, the Energy Retail business, and so the company, are
also affected by ScottishPower’s activities. In addition, these stakeholders interact with each other, creating a universe of
relationships that ScottishPower needs to manage in order to achieve a better understanding of its operating
environment and to deliver a more sustainable performance across its activities.

Shareholders are also important to ScottishPower and the company. All shareholder management activities are carried
out on ScottishPower’s behalf by its ultimate parent company, Iberdrola, which is listed on the Madrid Stock exchange.
iberdrola is committed to dialogue, proximity and actions in favour of shareholders. Iberdrola is one of the first
companies in the world, to formalise a Shareholder Engagement Policy focusing upon two-way interaction with the
shareholders in order to forge a sense of belonging and to encourage their engagement in the corporate life of Iberdrola.
Iberdrola’s Shareholder Engagement Policy is published at https://www.iberdrola.com/corporate-governance/corporate-
governance-system/corporate-policies/shareholder-engagement-policy.

EMPLOYEES AND ENERGY CUSTOMERS

Employees

ScottishPower employs approximately 5,600 employees, working across a range of roles. The employees make a real
difference in determining how successfully ScottishPower operates. The creativity, innovation and individuality of
ScottishPower’s employees enables ScottishPower to build on its future capability to operate effectively in a competitive
market and continue to have aspirations which are challenging and rewarding. ScottishPower respects and recognises the
importance of individuality as part of its ongoing commitment to promoting a culture where individuality is celebrated.
ScottishPower also understands that being a diverse organisation goes beyond having legally compliant policies and
practices; it includes a focus on creating an innovative, integrated organisation where people feel valued, inspiring them
to perform at their best.

Employment regulation

ScottishPower has well-defined policies in place throughout its businesses to ensure compliance with applicable laws and
related codes of practice. These policies cover a wide range of employment issues such as disciplinary, grievance,
harassment, discrimination, stress, anti-bribery, anti-corruption and ‘whistleblowing’ and have been brought together in
the Code of Ethics of Iberdrola and its group of companies (which also outlines expectations for employees’ conduct).

Training

ScottishPower has a continuing commitment to training and personal development for its employees and provided 3,190
training events in 2019 (3,061 in 2018). The priorities across ScottishPower remain compliance-related training; health
and safety critical and engineering-based training ensuring field staff, both onshore and offshore, are safe and
competent. In addition, training is focused around new requirements such as data analytics and agile project
management. Team leaders and managers also participate in core management skills training and there are
management development programmes and modules aimed at increasing leadership capability.

Employee feedback and consultation

In 2019 as part of the global group engagement survey framework, ScottishPower carried out its annual employee
engagement survey, the ‘LOOP’. The LOOP provides an opportunity for all employees across the organisation to share
their views on the employee experience at ScottishPower. This year, the level of response rate remained high, with all
employees including field staff, having the opportunity to answer the survey online. Overall, the positive insights from
the LOOP feedback showed an increase in employee engagement and employee enablement across ScottishPower. The
opportunities highlighted from the survey included ensuring a focus on cross-company collaboration.

As well as employee feedback through the LOOP, ScottishPower consults regularly with employees and their
representatives via a variety of channels, including monthly team meetings, business conferences, health and safety
committees and employee relations forums.
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ENGAGING WITH STAKEHOLDERS continued

Inclusion and diversity

ScottishPower is committed to driving diversity in the energy industry, increasing the diverse and inclusive workforce
whilst taking action to address the deepening skills shortage in the sector.

ScottishPower wants to attract and inspire the best talent regardless of gender, age, sexual orientation, disability,
ethnicity or any other factor. ScottishPower values every individual’s differences and the insights they bring to how
ScottishPower thinks, what it believes and who it is, as an organisation.

ScottishPower published its third Gender Pay Report in April 2020 and reiterated its commitment to pay for performance
equally and fairly. This continued ScottishPower’s focus on breaking down barriers across the employee lifecycle, as over
time this will improve ScottishPower’s gender pay gap position whilst widening the inclusion of other under-represented
groups. E-learning and training on unconscious bias has been designed and rolled out to over 600 recruiting managers
and new people managers to date. In addition, the STEM (science, technology, engineering and mathematics) Returners
programme aims to help employees returning to work after a lengthy career break to grow and develop their career,
offering the time and support needed to refresh and redevelop their skills to help them in returning to employment on a
more permanent basis. The 2018/19 programme celebrated the scheme’s fourth year with one of the participants
securing a permanent job with ScottishPower as a direct result of taking part in the programme. The 2019/20
programme has commenced with a record number of placements across the business with six females and three males
participating this year.

For more information go to: https://www.scottishpower.com/pages/gender_pay.aspx

As part of ScottishPower’s commitment to closing its gender pay gap, the Senior Leadership Team set two aspirational
targets in 2018 to break down the barriers for women:

e increase in the number of women in ScottishPower’s senior leadership population to exceed 30%; and
e  increase in the number of women in ScottishPower’s middle management population to exceed 40%.

The 2019 Gender Pay Report published on 9 April 2020 highlighted positive movement against these targets. Females
now make up 24% of our senior management population (2018 21%) and 33% of our middle management population
(2018 30%).

Work is continuing on the following initiatives to achieve these targets and progress is monitored on a continuing basis:

e Inclusive recruitment principles such as balanced shortlisting and gender-balanced interviewing are now
incorporated into all ScottishPower external recruitment campaigns.

¢ Implementation of gender de-coding (i.e. highlighting masculine and feminine language for all ScottishPower
external job adverts).

e  STEM engagement — throughout 2019 the team have delivered the message to over 22,000 school age girls and
boys; ScottishPower works with a range of partners and events to communicate early careers programmes to
school children and their families.

e ScottishPower became a founding partner of the Energy Leaders’ Coalition which comprises eight of the leading
Chief Executive Officers from the UK's energy sector who are making a public declaration to improve gender
diversity in their groups and in the sector as a whole.

e  ScottishPower is a corporate partner of the Women's Engineering Society to help with the important work that
they do in supporting women engineers and encouraging girls to see engineering as a career option.

] ScottishPower receive continuing accreditation from Tommy’s Healthy Pregnancy Charity.

ScottishPower continues to work with a number of recognised organisations as part of its commitment to diversity and
inclusion. These include: Business Disability Forum, Carers UK Employers Network for Equality & Inclusion, Equate,
Working Families, ENABLE, POWERful Women and Stonewall.

ScottishPower expects all its employees to be treated with respect and has supporting policy guidance to help ensure
equality of employment opportunity for people with disabilities. ScottishPower has renewed the Disability Confident
standard and increased its accredited level from ‘engaged’ to ‘established’ with Carers Scotland.

In 2019 ScottishPower welcomed its second cohort of the inspirational Breaking Barriers programme. The programme
aims to support aspirations for young people with learning disabilities and provide equal opportunities to access
university courses.
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ENGAGING WITH STAKEHOLDERS continued

Between January and June 2019, 15 learners aged 18 to 24 studied for a Certificate in Applied Business Skills at the
University of Strathclyde Business School. As part of this experience, seven of those learners gained valuable skills and
work experience as part of an eight-week placement with ScottishPower, two of whom have gone on to secure paid
employment within ScottishPower. To date, 40 ScottishPower employees have been involved in supporting the Breaking
Barriers programme and planning has commenced for the 2020 programme.

Over the past 18 months, ScottishPower has continued to support the growth of its employee-led networks; Future
Connections, Connected Women, Carers and In-Fuse. In September 2019 ScottishPower celebrated the launch of its first
multi-ethnic employee network, VIBE. Employee-led networks now play a key role in the attraction and retention of new
employees from underrepresented groups to maximise engagement and performance. On 9 April 2020 ScottishPower
launched a new section of their external careers website, ‘Inclusion at ScottishPower’. This is a dedicated space on the
website to share some of the important initiatives that go on internally such as ScottishPower's employee networks,
involvement with community programmes, partnerships with external organisations and ScottishPower’s transition to
flexible working.

Rewards and benefits

As ScottishPower continues to change and evolve, it is important that the benefits that ScottishPower provides to its
people also develop to meet these challenges. ScottishPower recognises that the benefit needs of employees are unique
to the individual and ScottishPower wants employees to be able to tailor benefits to their own circumstances.
ScottishPower provides a benefits programme ‘Your ScottishPower Benefits’ which offers employees the flexibility to
choose from a vast range of benefits such as participation in the ScottishPower Share Incentive Plan (“SIP”} or cycle to
work scheme, dental insurance, private medical insurance, payroll giving and purchasing additional holidays. Employees
also participate in one of ScottishPower’s various pension schemes. ScottishPower has both a defined contribution and
three defined benefit schemes which allow employees to save for their retirement. All employees who joined the
organisation on or after 1 April 2006 are offered membership of the Iberdrola Group (UK) Stakeholder Pension Plan.

Health and Safety

The company has a clear strategy to continue to improve health and safety performance using ScottishPower health and
safety standards. A more extensive description of how ScottishPower, and therefore the company, addresses health and
safety requirements can be found in the most recent Annual Report and Accounts of SPL.

Employee healith and wellbeing

ScottishPower promotes and supports the physical and mental health and wellbeing of all employees through a
programme of health promotion and information run by its Occupational Health department. This includes statutory and
voluntary health surveillance for employees. As part of ScottishPower’s focus on health and wellbeing, conscious efforts
have been made to reduce the stigma and discrimination surrounding mental health and increase the support available
to employees. Occupational Health has initiated a mental health first aiders’ training programme and support forums.
Over 257 employees have volunteered to be a mental health first aider, with 144 employees trained during 2019. '

Employee volunteering

ScottishPower prides itself in being a good corporate neighbour, providing support to the communities it serves in each
of its businesses. Volunteering is central to community involvement and ScottishPower has an excellent track record in
this area. The ScottishPower Volunteering Policy has been actively utilised by employees during 2019, giving all
registered volunteers, on an annual basis, an opportunity to take one additional day’s paid leave as a volunteering day.

Modern Slavery Statement

ScottishPower is committed to human and labour rights and to eliminating modern slavery that could in any way be
connected to its business. ScottishPower welcomed the introduction of the Modern Slavery Act 2015 and ScottishPower
published its own Modern Slavery Statement, which was approved by the board of SPL. This statement is published on
the ScottishPower website at: www.scottishpower.com/pages/scottishpowers_modern_slavery_statement.aspx.

Energy customers

As a group, ScottishPower provides energy and related services to millions of domestic and business customers. The
group’s success depends on its ability to understand the needs of customers and engagement is key to success in
meeting customer needs in this rapidly changing environment. ScottishPower seeks feedback in several ways including
forums, market research and product testing as well as via complaints channels and surveys. More specifically, the
company engages with its customers in many different ways to ensure these business relationships are fostered in a
manner which benefits and promotes the success of the company.
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Understanding Energy Retail’s customers extends to the ability to identify the needs of customers, in particular
vulnerable customers. The company’s commitment to providing customers with a quality of service remains resolute. In
2019 the company brought into ScottishPower the Extra Energy customers awarded as part of the SoLR process. To limit
the interruption to the customer, the SoLR process requires a supplier to operate at pace; the company’s experience and
ability allowed the company to create digital read and communication processes within 48 hours to assist in the
communication and gathering of essential data between the new customers and Energy Retail.

The company is continuing to focus on improving customer service through the ongoing development and enhancement
of digital channels, as well as a retained focus on providing a good customer experience through the traditional
telephone service channels. Prospective customers now benefit from an enhanced online process to review product and
tariff offers and compare across a range of power, gas and energy service product needs. This new digital journey makes
the process of joining Energy Retail simple and quick. Existing customers also benefit from the new digital online webchat
and mobile chat options to support with product, tariff and account enquiries.

Through ongoing expansion of the range of digital services across 2019 Energy Retail has seen continued adoption of
digital tools as the channel of choice amongst their customer base. With over 451,000 digital interactions per week, this
growth has been supported primarily through increased app adoption and the utilisation of more accessible, easier to
use services such as web and in-app chat. In line with the rollout of smart meters and EVs, several new services have
been developed such as online Smart Prepayment Top Up functionality and an EV charge-point finder application which
have opened up new avenues for engagement with customers. This has been supported by improvements to existing
services such as the online Warm Home Discount {(“WHD") scheme application helping to extend digital into both new
areas and previously harder to reach customer segments.

The customer is at the heart of the company’s Energy Services operations with a range of products that will protect
customers at a time of need, for example when their boiler fails or their washing machine breaks down. With Energy
Retail’s strategic partners, it is imperative that the company continually focusses on the service delivered to all
customers, but particularly those who may be vulnerable. The company identifies the customer circumstance and
provides the service tailored to that customer’s needs. Measuring the company’s performance and learning from
customers’ feedback is essential to delivering the right level of service. We continue to improve our service and have an
ongoing compliance review in relation to customer service with Ofgem who have the responsibility to ensure that service
standards reach the quality defined in the energy licence.

Energy Retail is committed to ensuring that EV charging solutions make it easy for customers to transition to EVs and are
backed by 100% green energy. As Energy Retail expands the availability of ScottishPower EV charge points, they will also
look towards new technology and the installation of rapid chargers that will charge or top-up a customer’s EV in the time
it takes to grab a coffee or snack, improving customer convenience.

For Energy Retail’s most vulnerable customers, specific help is offered:

e The ScottishPower Hardship Fund continues to be a focus to support Energy Retail’s vulnerable customer base
and has provided over £38.1 million in debt relief to customers with financial difficulties since its launch in 2015.
Energy Retail is fully committed to the Hardship Fund as a cornerstone of their policy in alleviating the debt of
their most vulnerable customers. An additional prepayment voucher fund to help customers who have self-
disconnected and who contact food banks and Citizens Advice bureau has also provided £100,000 of support.

e Energy Retail has also helped to refer around 14,000 customers in 2019 to get help with ongoing household
budget and debt issues from its free debt advice charity partner, National Debtline.

e Energy Retail has a wide range of categories of vulnerability for customer-facing staff to use to ensure that it
understands customer circumstances, both temporary and longer term. This ensures that Energy Retail can offer
appropriate support to customers on an ongoing basis, or through shorter periods of uncertainty.

As an energy company who wishes to remain in contact with its customers, Energy Retail is one of the very few who
continue to offer a community liaison service where their service experts will visit customers throughout Great Britain to
help resolve any service-related query.

The delivery of energy efficiency measures continues to be an important responsibility of the Energy Retail business and
2019 was the sixth year of delivery of the UK Government’s Energy Company Obligation (“EC0O"). The ECO scheme
focuses on reducing heating costs for the most vulnerable customers, and also aims to improve the energy efficiency of
properties. Energy Retail continues to make strong progress towards meeting this. Legislation which defines the ‘ECO 3’
scheme came into effect in December 2018 and covers the period from that date until 31 March 2022. Changes to the
scheme now require the participation of some smaller suppliers who have previously been exempt.
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Energy Retail also supports vulnerable customers with their energy bills through the WHD. Now in its ninth year, the
WHD is the UK Government’s main policy for tackling fuel poverty. The scheme is delivered by energy suppliers to
qualifying customers by providing rebates on electricity accounts to help when bills may be higher over the winter
period. During scheme year 8, which ran from 1 April 2018 to 31 March 2019, the company spent £29.3 million providing
assistance to 209,027 customers by providing a rebate of £140 on their electricity account. In addition, over £4 million of
funding was awarded to third party organisations to deliver industry initiative projects to provide a range of assistance to
domestic customers. Measures included fuel debt assistance, benefit entitiement checks and energy advice.

GOVERNMENT AND REGULATORS

Governments and regulators play a central role in shaping the energy sector. ScottishPower engages with them directly
and through trade associations, responding to issues of concern and providing expertise to support policy development
around topics such as market competition, price controls and protection of vulnerable consumers. Through this
engagement ScottishPower aims to contribute to the delivery of a UK energy system that functions in the interests of
customers now and in the future, including achievement of long-term carbon targets.

SUPPLIERS AND CONTRACTORS

As part of ScottishPower’'s mission for a better future, quicker ScottishPower is always looking for new suppliers and
contractors and also for ways it can improve working relationships with ScottishPower’s existing suppliers and
contractors. ScottishPower has a broad and diverse supply chain with over 3,000 suppliers and during 2019 was awarded
contracts with a cumulative value of around £1.5 billion. Suppliers have a key role to play in the delivery of ScottishPower
projects and services that ScottishPower is undertaking to deliver a low carbon future for the UK. ScottishPower aims to
develop and maintain strong relationships across the supply base with a focus on Health and Safety, quality and cost.
ScottishPower expects suppliers to operate to a high standard including working in an ethical and sustainable manner
and has a range of policies that ali suppliers must adhere to including ScottishPower’s Code of Ethics.

Engaging proactively with ScottishPower’s supply chain is key in ensuring positive outcomes for both ScottishPower and
its suppliers, and ScottishPower seeks to engage specifically with suppliers through a variety of methods including
business update sessions focused on the supply chain, participation at trade fairs and the ScottishPower Supplier Awards
which recognise excellence in the supply chain along with giving a wide range of suppliers the opportunity to interact
with both the procurement team and other ScottishPower employees.

COMMUNITY AND ENVIRONMENT

The community

Building the trust of communities has been at the heart of ScottishPower’s activities for many years. ScottishPower has a
significant presence in many communities and it aims to conduct activities responsibly, in ways that are considerate to
local communities and make a positive contribution to society. Engaging with these communities, as key stakeholders, is
therefore an essential aspect to delivering ScottishPower’s objectives, and underpins collaborating through sharing
knowledge and information to help ScottishPower make informed decisions.

Investing in the community

ScottishPower has a long track record of supporting communities not only financially, but also by sharing their resources
and the skills of employees. ScottishPower promotes payroll giving and encourage employee development through
volunteering and community-based programmes. ScottishPower aims, where possible, to create opportunities for local
employment during construction and operations, through events such as “Meet the Developer” days where local
contractors are invited to find out about opportunities at ScottishPower facilities. ScottishPower works closely with the
UK Government and devolved administrations to develop policy on community engagement and benefit, and to ensure
that ScottishPower adheres to all voluntary codes of good practice.

As part of the Iberdrola Group, ScottishPower use the London Benchmarking Group (“LBG”) Framework to evaluate their
community investment activity. This framework is used by leading businesses around the world and provides a
comprehensive and consistent set of measures for companies to determine their contributions to the community.

During 2019, ScottishPower voluntarily contributed £17.3 million (2018 £12.8 million) in community support activity,
through cash, time, in kind support and management costs associated with running community programmes. The £17.3
million (2018 £12.8 million) incorporated £11.7 million (2018 £6.9 million) categorised as community investment, £5.2
million (2018 £5.4 million) categorised as commercial initiatives, £0.3 million (2018 £nil) categorised as charitable gifts
and £0.1 million (2018 £0.5 million) in management costs.
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ScottishPower Foundation
The ScottishPower Foundation (“the Foundation”) was established in 2013 to reinforce ScottishPower’s commitment to
charitable work throughout the UK. It is a registered Scottish charity (SC043862) and a company limited by guarantee
(5C445116).

There are five main categories of funding:
e the advancement of education;
e the advancement of environmental protection;
s the advancement of the arts, heritage, culture or science;
e the prevention or relief of poverty and the relief of those in need by reason of disability or other disadvantage;
and
s the advancement of citizenship and community development.

Decisions to award funding are made independently of ScottishPower by an experienced Board of Trustees who have a
special interest in the above areas.

During the year ended 31 December 2019, the Foundation awarded funding of £1.25 million to 25 registered charities to
support their work throughout the UK. Projects included ‘Primary Panathlon’, run by the Panathlon Foundation, giving
young disabled children the opportunity to experience competitive sport. A number of competitions were held in iconic
and inspirational venues including Stoke Mandeville Stadium, which is also known as the home of the Paralympics. The
Foundation also supported the ‘MockCOP’ run by Size of Wales, which empowers young people from across Wales to use
their voices to tackle climate change.

The funding pot included £30,000 which was awarded to the winners and runners up at the annual ScottishPower
Foundation Awards ceremony, held in September 2019. There are four award categories, including the Charity Champion
Award which gives special recognition to individuals working in the charitable sector for their personal dedication. A
further 21 awards of funding were approved by trustees in November 2019 to be delivered throughout the UK during
2020.

The environment
Environment
ScottishPower is working to minimise its carbon footprint through environmental management systems, which align with
the UN Sustainable Development Goals {“SDGs”). ScottishPower has formal Environmental Management Systems
(“EMS”), certified to International Standard 14001:2015, and managed by its operational businesses. At a corporate level,
ScottishPower has an Integrated EMS (“IEMS”} which was subject to a successful external surveillance audit in June 2019.
ScottishPower is committed to reducing its environmental footprint by:

¢ reducing emissions to air, land and water, and preventing environmental harm;

e cutting waste and encouraging re-use and recycling;

* protecting natural habitats and restoring biodiversity;

* minimising energy consumption and use of natural and man-made resources; and

e sourcing material resources responsibly.

Sustainability
The fight against climate change and respect for the environment lie at the heart of both Iberdrola’s and ScottishPower’s
Sustainable Energy Business Maodel. This focuses upon working to achieve sustainable development by integrating the
Sustainable Development Goals 2030 Agenda into strategy and operations. Across the Iberdrola Group, the General
Sustainable Development Policy states the strategic pillars which align with the UN SDGs. Therefore, ScottishPower’s
focus is on working in partnerships and collaborations to deliver:

* more and smarter networks;

* more and smarter clean electricity generation;

¢ more and smarter energy storage; and

¢ more and smarter customer solutions.

ScottishPower’s contributions to the SDGs map accordingly to each of the 17 Global Goals. Iberdrola’s Sustainability
Report gives a more in-depth picture of these impacts at a global and UK level. It describes the programme of leadership,
investment and innovation in delivering sustainable outcomes with a strong focus in contributing to the decarbonisation
of energy (SDG 7) and climate action (SDG 13). This is evidenced by ScottishPower’s commitment to renewable
generation, low carbon technologies such as electric transport, and a smarter electricity infrastructure to enable a low
carbon future.
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