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The U.S.$900,000,000 Capital Securities due 207 ‘@ollar Securities’) and the £300,000,000 Capital Securities due 287 ‘Sterling Securities' and, together with the Dollar Securities, ti@eturities' and each, a
“Tranche”) will be issued by SSE plc (tHesuer) on 16 March 2017 (thdssue Daté). The Dollar Securities will bear interest onitherincipal amount from (and including) the IssDate to (but excluding) 16 September
2022 (the First Dollar Securities Reset Daté) at a rate of 4.750 per cent. per annum, payabhai-annually in arrear on 16 March and 16 Septeritbeach year. Thereafter, unless previously nedek the Dollar
Securities will bear interest from (and includinigy First Dollar Securities Reset Date to (but edirlg) 16 September 2027 at a rate per annum velfiiath be 2.574 per cent. above the 5 year Swap(Ratdefined in the
“Terms and Conditions of the Dollar Securitiéhe “Dollar Conditions”)) for the relevant Reset Period (as defined inRbdar Conditions), payable semi-annually in arrea 16 March and 16 September in each year.
From (and including) 16 September 2027 to (butuegiag) 16 September 2042 the Dollar Securities behr interest at a rate per annum which shall.824per cent. above the 5 year Swap Rate foreleeant Dollar
Securities Reset Period payable semi-annuallyreaaion 16 March and 16 September in each yeam Faod including) 16 September 2042 up to (butuskiolg) 16 September 2077 (thBdllar Securities Maturity
Date"), the Dollar Securities will bear interest atae per annum which shall be 3.574 per cent. atievé year Swap Rate for the relevant Dollar SéiesrReset Period payable semi-annually in arredréoMarch and 16
September in each year, all as more particuladgrilged in Terms and Conditions of the Dollar Securities—lesePayments The Sterling Securities will bear interest oeithprincipal amount from (and including) the
Issue Date to (but excluding) 16 September 2022 ‘st Sterling Securities Reset Dat® at a rate of 3.625 per cent. per annum, payabfeially in arrear on 16 September in each yeaemthat the first payment of
interest, to be made on 16 September 2017, with bespect of the period from (and including) tesule Date to (but excluding) 16 September 201#%&lhdmount to £18.27 per £1,000 in principal ambahthe Sterling
Securities. Thereafter, unless previously redeethedSterling Securities will bear interest fromdancluding) the First Sterling Securities ResateDto (but excluding) 16 September 2027 at apet@nnum which shall be
the annualised equivalent of 2.750 per cent. altbee5 year Swap Rate (as defined in tfierfns and Conditions of the Sterling Securitighe “Sterling Conditions” and, together with the Dollar Conditions, the
“Conditions”)) for the relevant Sterling Securities Reset &&(las defined in the Sterling Conditions), payalieually in arrear on 16 September in each yeamRand including) 16 September 2027 to (but exaly)dl6
September 2042, the Sterling Securities will begerest at a rate per annum which shall be theadised equivalent of 3.000 per cent. above theds $svap Rate for the relevant Sterling SecuritieseRPeriod payable
annually in arrear on 16 September in each yeamRand including) 16 September 2042 up to (buluelieg) 16 September 2077 (th8térling Securities Maturity Date”), the Sterling Securities will bear interest atée
per annum which shall be the annualised equivaieBt750 per cent. above the 5 year Swap Ratehforelevant Sterling Securities Reset Period payabhually in arrear on 16 September in each y#laas more
particularly described inTerms and Conditions of the Sterling Securitieserést Paymentslf the Issuer does not elect to redeem eithem@he of the Securities in accordance with Cormlifi(g) thereof following the
occurrence of a Change of Control Event (as defim¢de relevant Conditions), the then prevailinggiest rate per annum (and each subsequent intategter annum otherwise determined in accordaitbethe relevant
Conditions) for such Tranche(s) shall be incredse8l per cent. per annum with effect from (andudahg) the date on which the Change of Control Evecurred, seeTerms and Conditions of the Dollar Securities—
Interest Payments—Step-up after Change of ContrehEand “Terms and Conditions of the Sterling Securitieserést Payments—Step-up after Change of ControltEven

The Issuer may, at its discretion, elect to deflevrgpart of any payment of interest on the Setsias more particularly described fetms and Conditions of the Dollar Securities—Qmidnterest Deferrdland ‘“Terms
and Conditions of the Sterling Securities—Optidnégrest Deferrdl, respectively. Any amounts so deferred, togethigh further interest accrued thereon (at the egerate per annum prevailing from time to timéplls
constitute Arrears of Interest (as defined in thevant Conditions). The Issuer may pay outstandingars of Interest, in whole or in part, at anyeiin accordance with the relevant Conditions. Nitistanding this, the
Issuer shall pay any outstanding Arrears of Inteieswvhole but not in part, on the first occurridandatory Settlement Date (as defined in the refe@anditions) following the Interest Payment Datewhich a Deferred
Interest Payment (as defined in the relevant Cmmdi) arose, all as more particularly describetTiarms and Conditions of the Dollar Securities— @i Interest Deferral—Mandatory Settlenfeand “Terms and
Conditions of the Sterling Securities—Optional las¢ Deferral—Mandatory Settlemént

The Dollar Securities will be redeemed at theingippal amount, together with any accrued and unipaétlest and any outstanding Arrears of Intex@stl6 September 2077. The Dollar Securities mayesedeemed prior
to the Dollar Securities Maturity Date at the optiwf the Issuer other than in accordance with Gawl6. The Dollar Securities shall be redeemabtet{e option of the Issuer) in whole but not imtjmn any date in the
period commencing on 16 June 2022 to (and inclydhmg First Dollar Securities Reset Date and onlaterest Payment Date thereafter, at the princpaunt of the Dollar Securities, together with angrued and unpaid
interest up to (but excluding) such date and artgtanding Arrears of Interest. The Sterling Se@sitvill be redeemed at their principal amountetbgr with any accrued and unpaid interest ancbatstanding Arrears of
Interest, on 16 September 2077. The Sterling Siesirnay not be redeemed prior to the Sterling Ses Maturity Date at the option of the Issudnestthan in accordance with Condition 6. The Stgrecurities shall be
redeemable (at the option of the Issuer) in whatenbt in part on any date in the period commengiBigune 2022 to (and including) the First Sterfregurities Reset Date and on any Interest PayD&stthereafter, at the
principal amount of the Sterling Securities, togetiith any accrued and unpaid interest up to éaatuding) such date and any outstanding Arreaisitefest. In addition, upon the occurrence of asoAinting Event, a
Capital Event, a Change of Control Event, a SulisiaRepurchase Event, a Tax Event or a Withholdiag Event (each such term as defined in the refé@anditions), each Tranche shall be redeemablth¢abption of
the Issuer) in whole but not in part at the prises out, and as more particularly described, Tierths and Conditions of the Dollar Securities—Readiem’ and “Terms and Conditions of the Sterling Securities—
Redemptioh) respectively.

The Issuer may, upon the occurrence of an Accogilifirent, a Capital Event, a Tax Event or a Withimgdrax Event, at any time, without the consenthefholders of the relevant Securities, eithesystitute all, but not
some only, of such Securities for, or (i) vary teems of such Securities with the effect that tteegain or become, as the case may be, Qualifyegi8ies, in each case in accordance with Conitithereof and subject
to the receipt by the Trustee of the certificatéhefdirectors of the Issuer referred to in Condiothereof.

The Securities will be unsecured securities ofisseer and will constitute subordinated obligatiofishe Issuer, all as more particularly descrilvetiTerms and Conditions of the Dollar Securities—StattiTerms and
Conditions of the Dollar Securities—Subordinatidfirerms and Conditions of the Sterling Securities-tStand “Terms and Conditions of the Sterling Securities—e8libatior’.

Payments in respect of the Securities shall be rfradeand clear of, and without withholding or detifon for, or on account of, taxes of the Uniteshigdom, unless such withholding or deduction is ireguby law. In the
event that any such withholding or deduction is epadiditional amounts may be payable by the Issuéiject to certain exceptions as are more fulsgideed in Terms and Conditions of the Dollar Securities—Timxet
and ‘Terms and Conditions of the Sterling Securities—afian’, respectively.

Application has been made to the Financial Conduthority acting under Part VI of the Financial Bees and Markets Act 2000 (the)K Listing Authority ") for the Securities to be admitted to the offidiat of the UK
Listing Authority (the Official List ") and to the London Stock Exchange plc (theridon Stock Exchangé) for the Securities to be admitted to tradingtbe London Stock Exchange'’s regulated market (iferket”).
References in this Prospectus to Securities béistgpd” (and all related references) shall mean the Securities have been admitted to tradinghenMarket and have been admitted to the Officiat.LThe Market is a
regulated market for the purposes of Directive 2BO4EC of the European Parliament and of the Cdwmcinarkets in financial instruments.

The Securities of each Tranche will initially bepresented by a temporary global security (eachleartporary Global Security” and, together with the Temporary Global Securityeispect of the other Tranche, the
“Temporary Global Securitieg, without interest coupons or talons, which will deposited with a common depositary on behalfurbBlear Bank S.A./N.V. Euroclear’) and Clearstream Banking S.AQlearstream,
Luxembourg) on or about the Issue Date. Each Temporary GI8belirity will be exchangeable for interests ireenpanent global security (each,Rermanent Global Security and, together with the Permanent Global
Security in respect of the other Tranche, tRerfmanent Global Securitie$ and, together with the Temporary Global Secusitie Global Securities), without interest coupons or talons, on or afiedate which is
expected to be 26 April 2017, upon certificatiotcason-U.S. beneficial ownership. Each PermanenbaIBecurity will be exchangeable for definitive @étes in bearer form in the denominations ofi5.$200,000 and
integral multiples of U.S.$1,000 in excess theregfto and including U.S.$399,000 in respect ofBlodlar Securities and (i) £100,000 and integralltiples of £1,000 in excess thereof, up to anduiiog £199,000 in
respect of the Sterling Securities, in each caglénlimited circumstances set out Bummary of Provisions relating to the Securitiedevin Global Formi. No definitive Securities will be issued withdenomination
above U.S.$399,000 in respect of the Dollar Seiesriind above £199,000 in respect of the SterlauySies.

The Securities are expected to be rated BBB bydatan& Poor’s Credit Market Services Europe Limi(g8itandard & Poor's”) and Baa2 by Moody's Investors Service Ltdifody's”) (each, a Rating Agency). Each

of Standard & Poor's and Moody's is establishethin European Union (th&eU”) and is registered under Regulation (EC) No. 2609 (as amended) of the European Parliament fathe €ouncil of 16 September 2009
on credit rating agencies. A rating is not a rec&ndation to buy, sell or hold securities and maguigect to suspension, reduction or withdrawalrgttime by the assigning rating agency.

Investing in the Securities involves a high degreef risk. Prospective investors should have regard to tttefsdescribed under the section headigk Factor$in this Prospectus.
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JOINT BOOKRUNNERS

Barclays Lloyds Bank RBC Capital Markets

PASSIVE BOOKRUNNERS

Credit Suisse MUFG National Australia Bank Limited



This Prospectus comprises a prospectus for theopaspof Directive 2003/71/EC as amended (Brespectus
Directive”) and for the purpose of giving information withgard to the Issuer, the Issuer and its subsidiarie
and affiliates taken as a whole (tHf8#SE Group’) and the Securities which, according to the patér nature of
the Issuer and the Securities, is necessary tdesirakestors to make an informed assessment cdskets and
liabilities, financial position, profit and lossesdaprospects of the Issuer. The Issuer accepts metylity for

the information contained in this Prospectus. Tm ltkest of the knowledge and belief of the Issuédridfwhas
taken all reasonable care to ensure that sucheixdke), the information contained in this Prosmed in
accordance with the facts and does not omit angtlikely to affect the import of such information.

This Prospectus is to be read in conjunction wiithh@ documents which are incorporated hereindégrence
(see Documents Incorporated by Referet)ce

This Prospectus does not constitute an offer adnoinvitation by or on behalf of the Issuer or Baokrunners
(as defined inSubscription and Sdldelow) to subscribe or purchase, any of the Sgéear The distribution of
this Prospectus and the offering of the Securitiesertain jurisdictions may be restricted by I&®ersons into
whose possession this Prospectus comes are redyirée Issuer and the Bookrunners to inform thérase
about and to observe any such restrictions.

For a description of further restrictions on offared sales of the Securities and distribution &f Brospectus,
see ‘Subscription and Sdidelow.

No person is authorised to give any informatioricomake any representation not contained in thisg&rctus
and any information or representation not so caethimust not be relied upon as having been audubhig or
on behalf of the Issuer or the Bookrunners (as défin “Subscription and Sdldelow). Neither the delivery of
this Prospectus nor any sale made in connectiaewhiter shall, under any circumstances, create apiéation
that there has been no change in the affairs ofsger since the date hereof or that there has headverse
change in the financial position of the Issuer stheedate hereof or that the information contaiimeitl or any
other information supplied in connection with thec@rities is correct as of any time subsequentiécdate on
which it is supplied or, if different, the date ioated in the document containing the same.

To the greatest extent permitted by law, the Bookeus accept no responsibility whatsoever for trdents of
this Prospectus or for any other statement mageiorted to be made by the Issuer or a Bookruanen its
behalf in connection with the Issuer or the issnd affering of the Securities. Each Bookrunner adicgly
disclaims all and any liability whether arisingtort or contract or otherwise (save as referreabimve) which it
might otherwise have in respect of this Prospeatwy such statement.

The Securities have not been and will not be regist under the U.S. Securities Act of 1933, as aextifthe
“Securities Act)) and are subject to U.S. tax law requirement$j&it to certain exceptions, the Securities may
not be offered, sold or delivered within the Unitgtates or to U.S. persons.

The Securities may not be a suitable investmenalfdnvestors. Each potential investor in the 3i#i®s must
determine the suitability of that investment inhligof its own circumstances. In particular, eacheptal
investor should:

€)) have sufficient knowledge and experience to naakesaningful evaluation of the Securities, theitser
and risks of investing in the Securities and tHermation contained or incorporated by reference in
this Prospectus or any applicable supplement;

(b) have access to, and knowledge of, appropriatdytical tools to evaluate, in the context of its
particular financial situation, an investment in 8ezurities and the impact the Securities will hare
its overall investment portfolio;



(©) have sufficient financial resources and liquidity bear all of the risks of an investment in the
Securities;

(d) understand thoroughly the terms of the Seasrigind be familiar with the behaviour of the retgva
financial markets and of any financial variable whinight have an impact on the return on the
Securities; and

(e) be able to evaluate (either alone or with e lof a financial adviser) possible scenarios émnemic,
interest rate and other factors that may affedhitestment and its ability to bear the applicaisks.

The Securities are complex financial instrumentsamath instruments may be purchased by potentiakiovs
as a way to reduce risk or enhance vyield with aterstood, measured, appropriate addition of riskh&ir
overall portfolios. A potential investor should novest in the Securities unless it has the exge(gither alone
or with a financial adviser) to evaluate how theusigies will perform under changing conditions, tiesulting
effects on the value of the Securities and the @nfias investment will have on the potential irees overall
investment portfolio.

Prospective investors should also consult their tanadvisers as to the tax consequences of thehase,
ownership and disposition of the Securities.

The credit ratings assigned to the Securities noayeflect the potential impact of all risks relatedstructure,
market, additional factors discussed above, aner dtfttors that may affect the value of the SeiastitA credit
rating is not a recommendation to buy, sell or h®&turities and may be revised or withdrawn byrtiig
agency at any time.

The investment activities of certain investors subject to legal investment laws and regulationseview or
regulation by certain authorities. Each potenti@estor should consult its legal advisers to derenvhether
and to what extent (1) the Securities are legastments for it, (2) the Securities can be usecblateral for
various types of borrowing and (3) other restricti@pply to its purchase or pledge of any of theuStes.
Financial institutions should consult their legalvisers or the appropriate regulators to deterntime
appropriate treatment of Securities under any egbplé risk-based capital or similar rules.

In this Prospectus, the SSE Group presents cali@mative financial measures of performance whighnot
recognised by IFRS. These measures may not be cabipao similarly titted measures used by other
companies and are not measurements under IFRY attzer body of generally accepted accounting jples,
and thus should not be considered substituteshferirfformation contained in the SSE Group’s finahci
statements. Where appropriate, the relevance dadlaton of these measures has been explaindttimates

to the financial statements of the SSE Group d¢inénbody of this Prospectus.

Unless otherwise specified or the context requireferences to £’, “sterling”, “pounds sterling and
“penny’ are to the lawful currency of the United Kingdoneferences toU.S.$ and “dollars” are to the
lawful currency of the United States of Americaferences to €éuro” and “€” are to the lawful currency
introduced at the start of the third stage of EmawpEconomic and Monetary Union pursuant to thatJre
establishing the European Community, as amendeded@rinces to¥’ are to the lawful currency of Japan.

In connection with the issue of each Tranche, Mor§anley & Co. International plc (theStabilising
Manager”) (or any person acting on behalf of the StahilisManager) may over-allot the relevant Securities
effect transactions with a view to supporting therket price of the relevant Securities at a levghér than that
which might otherwise prevail. However, there is assurance that the Stabilising Manager (or anggper
acting on behalf of the Stabilising Manager) witldertake stabilisation action. Any stabilisatiori@c may
begin on or after the date on which adequate pudididosure of the terms of the offer of the refev@ecurities
is made and, if begun, may be ended at any tinteit noust end no later than the earlier of 30 dafysr the
issue date of the relevant Securities and 60 ditgs the date of the allotment of the relevant Sées. Any



stabilisation action or over-allotment must be agtdd by the Stabilising Manager (or any persoingain
behalf of the Stabilising Manager) in accordandd all applicable laws and rules.



DOCUMENTS INCORPORATED BY REFERENCE AND SUPPLEMENTA RY PROSPECTUS
Documents incorporated by reference

The following documents, which have previously bgeiblished or are published simultaneously withs thi
Prospectus and have been filed with the Finan@ald@ct Authority, shall be incorporated in, andrigpart of,
this Prospectus:

() the audited consolidated financial statementheflssuer for the financial year ended 31 Marctb20
together with the independent audit report theregrich are included on pages 115 to 201 of the 2015
Annual Report of the Issuer, available for insp@ttand viewing on the website of the Issuer at the
following addresshttp://sse.com/media/332715/SSE_AR2015 6Aug_UPDAdTE.

(i) the audited consolidated financial statemeffithe Issuer for the financial year ended 31 Mar@h6?2
together with the independent audit report theregrich are included on pages 120 to 208 of the 2016
Annual Report of the Issuer, available for insp@ttand viewing on the website of the Issuer at the
following addresshttp://sse.com/media/404875/SSE_AnnualReport 2aiand

(iii) the unaudited consolidated financial statetseof the Issuer for the six months ended 30 Septem
2016, together with the independent review regwtdon, which are included on pages 46 to 77 of the
2016/2017 Half-Year Results Statement of the Issaeailable for viewing and inspection on the
website of the Issuer at the following addrésgip://sse.com/media/437815/SSEInterims1617.pdf

Such documents shall be incorporated in, and farhgf, this Prospectus, save that any statemenaiced in

a document which is incorporated by reference heskall be modified or superseded for the purpogaisf
Prospectus to the extent that a statement contaereth modifies or supersedes such earlier statgmbather
expressly, by implication or otherwise). Any sta& so modified or superseded shall not, exceptoas s
modified or superseded, constitute a part of thisspctus. Any documents themselves incorporated by
reference in the documents incorporated by referémchis Prospectus shall not form part of thiespectus.
Where only certain parts of the documents refetweabove are incorporated by reference in thisperdsis, the
parts of the document which are not incorporatedrdfgrence are either not relevant for the prosgect
investors in the Securities or the relevant infdiamais included elsewhere in this Prospectus.

Copies of documents incorporated by reference isn Rhospectus may be obtained (without charge) fitoen
registered office of the Issuer and the Issuer'ssitetfollowing the links above. In addition, copie$
documents incorporated by reference in this Pragpeare available for viewing on the website of the
Regulatory News Service operated by the London kStoc Exchange at
http://www.londonstockexchange.com/exchange/news@tanews/market-news-home.html.

Other than indicated above, neither the contethi@lssuer’s website, nor the content of any welmsitessible
from hyperlinks on the Issuer’'s website, is incogted into, or forms part of, this Prospectus anestors
should not rely on them, without prejudice to trecwiments incorporated by reference into this Pidsge
which are made available on the Issuer’s website.

Supplementary prospectus

If at any time the Issuer shall be required to pre@ supplementary prospectus pursuant to se€TiGnof the
Financial Services and Market Act 2006F§MA"), the Issuer will prepare and make available pprapriate
amendment or supplement to this Prospectus whittrespect of the relevant Tranche, shall constitute
supplementary prospectus as required by the UKnigguthority and section 87G of the FSMA.
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RISK FACTORS

The Issuer believes that the following factors rafigct its ability to fulfil its obligations undehe Securities.
All of these factors are contingencies which maynay not occur and the Issuer is not in a positmexpress
a view on the likelihood of any such contingenayuaing.

Factors which the Issuer believes may be mateoiaitfe purpose of assessing the market risks assativith
the Securities are also described below.

The Issuer believes that the factors describedvibedpresent the principal risks inherent in invegtin the
Securities, but the Issuer may be unable to payést, principal or other amounts on or in conneatwith the
Securities for other reasons, and the Issuer datsapresent that the statements below regardiegrittks of
holding the Securities are exhaustive. Prospedtivestors should also read the detailed informatsen out
elsewhere in this Prospectus (including any docusattorporated by reference herein) and reachrtbgin
views prior to making any investment decision.

Capitalised terms used herein have the meaningngteethem in“Terms and Conditions of the Dollar
Securitied or, as the case may be, ‘iferms and Conditions of the Sterling Securitiddnless otherwise
indicated, references in the “Risk Factors” section'Securities” shall be to Securities of eitherahche.

Factors that may affect the Issuer’s ability to fufil its obligations under or in connection with the
Securities

Industry Risk

The SSE Group is divided into three principal bassisegments: producing, generating and tradirctyielty
and gas (Wholesal€), transmitting and distributing electricityNetworks”) and supplying electricity, gas and
related services to homes and businesd$estéil”, which includes Enterprise”). Each business division has a
distinct risk profile. For example, Networks is kibaregulated and is characterised by stableatidh linked
cashflows, whereas the Wholesale business is lyeaxilosed to risks relating to the energy and codities
market. Retall is particularly affected by affordap transformation and political risks, while Emprise is
exposed to the risks associated with rapid growi highly competitive marketplace.

Although SSE has implemented high standards ofrebahd mitigation, the nature of these risks m#wai
they cannot be eliminated completely. In deterngrite appetite for specific risks, the Board ofediors of the
Issuer (the Board”) is guided by three key principles:

. Risks should be consistent with SSE’s strateggrfaial objectives and core values. For instandetysa
is SSE’s number one value and it has no appetite for risks brought on by unsafe activities;

. Risks should only be agsed where appropriate reward is achievable on the basis of objective evidence;
and
. Risks should be actively controlled and monitotedtigh the appropriate allocation of management and

other resources. The Board has overall resportgifidi determining the nature and extent of the SSE
Group’s exposure to risk, as well as ensuringtisks are managed effectively across the SSE Group.

Regulatory Risk
Licensing regime

The electricity and gas distribution and electyi¢tansmission networks operations, the electriggperation
operations and the gas and electricity supply @jmeraof the SSE Group are subject to regulatiahlmensing
requirements by the Gas and Electricity Marketsharity (the “Authority ). In addition, the electricity and gas
distribution networks, as well as electricity tramission, are subject to direct price regulatiorth®yAuthority.



Decisions regarding, for example, the levels ofipted revenues, licence renewals, modificationthéoterms
and conditions of licences in issue, and conssaint business development opportunities which neataken
by the Authority may all potentially adversely ingpdahe operations and financial position of the SBBup.
Additionally, failure to operate the networks prdpecould lead to compensation payments or persl@es
could any failure to make capital expenditure irelivith agreed programmes that in turn leads terieation
of the networks.

In particular, there can be no assurance that duhatworks’ price controls will permit the genenatiof
sufficient revenues to enable the Issuer to megtayment obligations under the Securities, andethan also
be no assurance that net operating revenues geddnathe SSE Group will be sufficient to enabke I$suer to
meet such payment obligations.

Any failure by any holder of a licence within th8 Group to comply with the terms of its licenceyrfead to
the making of an enforcement order by The Offic&at and Electricity MarketsQFGEM”) that could have
a material adverse impact on the Issuer and/o88te Group.

Enforcement Framework

OFGEM completed a review of its enforcement poticie 2014. Upon completion of the review, OFGEM
introduced an enforcement board and an indepenglgiotcement panel to deliver credible deterrence fo
companies with visible and meaningful consequendesre they do not comply. Since then, the level of
financial penalties issued by OFGEM has noticealdyeased from levels seen in previous years. kamele,

in April 2016, ScottishPower was required to pag fdillion in respect of customer service failin@GEM
typically allows companies to make a redress payrt@charity in lieu of a traditional penalty payntein
practice this is agreed through negotiated settiénteough OFGEM has powers to, where it is appatgr
make a customer redress order should redress ragrbed in enforcement cases.

Retail Market Reforms

OFGEM’s retail market reforms RMR") are now fully in force with rules in place to prove supplier
communications such as bills and annual summasiesmdards of conduct have been put in place settilng
obligations with which gas and electricity supmienust comply when dealing with their customerssyite
these reforms, following a consultation on its &taft the Market Assessment in June 2014, OFGEMrezfe
the energy market to the Competition and Markethauity (“CMA"). According to OFGEM, a fuller market
investigation by the CMA would once and for allalehe air and allow the CMA to ensure that theero
further barriers to effective competition. Now cdetpd, it can be noted that there is continuingrist in the
state of the retail market from both government @®GEM, though no further interventions have been
proposed beyond those implemented by the CMA.

The CMA published its final report on Energy Marlforms on 24 June 2016 setting out proposals for
substantive package for customers. In December, 208 6MA published a number of final orders toegiegal
effect to the proposed remedies.

The CMA has published the following orders:

. The Energy Market Investigation (Electricity Temission Losses) Order 2016
. The Energy Market Investigation (Prepayment Chdkgstriction) Order 2016
. The Energy Market Investigation (Restricted Mgtédrder 2016

. The Energy Market Investigation (Microbusinessesjer 2016

. The Energy Market Investigation (Gas Settlem@ntjer 2016

. The Energy Market Investigation (ECOES/DES) Or2(&t6



. The Energy Market Investigation (Database) ORf:6
. The Energy Market Investigation (Gas Tariff Cgddadertakings 2016

OFGEM has published a high level implementatiomtstyy detailing how it intends to take forward #os
remedies allocated to OFGEM for implementation. @Mzhas directed amendments to the licence condition
which will alter the retail market with simpler tfichoices rules, taking account of the CMA recoemdations.
This has seen the removal of a number of licenoditions from the licence, including the “four fadap” and
the restrictions on bundling energy tariffs witthet products and services. In addition, OFGEM fsctihg
SLC 32A which gives it the power to direct supgién test consumer engagement measures. SLC 32dscom
into effect on 27 March 2017.

In relation to the CMA remedies, OFGEM has alsoscdted on:

. a review of the Confidence Code.
. changes to implement the CMA recommendationslation to industry code governance.
. a new approach to financial reporting under tbagdlidated Segmental Statements.

An important remedy to note is the prepayment ahaegtriction (or prepayment price cap). From LilAg917

the amount suppliers can charge a domestic prepaycustomer will be subject to a transitional capijch

will be set by OFGEM in accordance with the prawis in the Energy Market Investigation (Prepayment
Charge Restriction) Order 2016. This will limit theargin that suppliers can charge customers whahyaygh
prepayment meters. The pre-payment meteéP{”) price cap, which will be transitional and in éer from
2017-2020, will apply to all PPM customers withheit ‘dumb’ meters or SMETS1. The price cap will apply

to customers with SMETS2 smart meters.

It will require significant resource and investméatimplement the proposed remedies and suppliétev
under a considerable challenge to do so withinntbeessary timeframes and to customers’ satisfactiba
Smart Meter Programme, Midata, Project Nexus amdfdister switching programme mean that there is an
unprecedented pipeline of technological changemaeal constraints on licensed suppliers’ IT ayst.

Meanwhile, OFGEM is looking at introducing a newpegach to regulation that will be reliant on pripless,
rather than prescriptive rules. This piece of wedferred to as the “Future of Retail Regulationdject, will
examine the current rulebook with a view to intraidg additional overarching principles whilst rerray areas
of unnecessary prescription. OFGEM hopes thatahgoach will safeguard the interests of customehsst

at the same time ensuring that regulation doestaoid in the way of innovation. Most recently, ORGRas
published its final statutory consultation on nesngiples governing sales and marketing, whilstha& same
time removing some of the prescriptive requireméntkis area. In addition, OFGEM has recently sit#d its
consultation on amending the existing Standard€afduct, which is designed to widen the scope ef th
principles, and is also consulting on a new priteciggarding the treatment of vulnerable customieusther
refinement to OFGEM'’s approach to principles-basglilation is expected through the course of 2@L7/1

Landscape for licence modification appeals

In March 2015 British Gas Trading LimitedBGT") lodged an appeal with the CMA on the RIIO-EDadi
determination that could have affected the fivariiistion network operator groups, including Saditiand
Southern Energy Power DistributionSSEPD), a subsidiary of the SSE Group (at the same tin@rthern
Powergrid (NPg") also lodged an appeal seeking to enhance its priee control settlement). The CMA
published its Final Determination on 29 Septemidr52 Of the six original BGT grounds for appeallyamne
was partially upheld. The decision did not matérieéduce the forecast RIIO-ED1 return, nor asm@sequence
did it reduce the return below the target set bigFI3 and on which the price control settlements wecepted.
Whilst the impact of the appeal on SSEPD was lgrgehign, the raising of the appeal has influenited
regulatory landscape and the way that future macdrols will be set.



Political, Legal and Compliance Risks

The markets in which the SSE Group operates ar@autp a high degree of regulatory and legislative
intervention at both domestic and EU level. Thigaleand compliance framework, which can changeiaipyl
with the introduction of new or revised legislatian implicitly due to evolving interpretation anéghal
precedent, could adversely impact the SSE Groupieh position, financial position or competitivese

In addition, under the European Union Referendum28d5, a referendum on the UK’s membership ofEble
was held on 23 June 2016. Under the referenduniitheoted by a majority to withdraw from the EU. Bua
withdrawal can however only be formally implementad a notification to the EU under Article 50 ofeth
Treaty on European Union (previously known as theafly of Maastricht). As at the date of this Prospg
such notification has not been provided although 8upreme Court has ruled that there needs to be a
parliamentary vote prior to notification. The UK @onment has announced that it will give notifioatby 31
March 2017. The expectation is that a lengthy meabnegotiation (prescribed under EU law to beaximum

of two years) between the UK and the EU on the seaimd conditions of such withdrawal is due to comeee
after the notification. The uncertainty surroundthg implementation and effect of such withdrawat)uding

the commencement of the exit negotiation perioe tédhms and conditions of such exit, the legal regdlatory
framework that would apply to the UK and its radaship with the remaining members of the EU (intigdin
relation to trade) during a withdrawal process aftelr any such withdrawal is effected, has causedislikely

to cause increased economic volatility and marketertainty globally. Furthermore, global marketsd an
economic conditions have been negatively impacte@dent years by the banking and sovereign dedis an

the EU and globally. In particular, concerns hagerbraised with respect to continuing economic, eteoly and
political conditions in the region comprised of thember states of the EU that have adopted thdesing
currency in accordance with the Treaty establishimeg European Community (signed in Rome on 25 March
1957) as amended. The market’s anticipation ofettfpstential) impacts (including the occurrencéhef UK's
withdrawal from the EU) could adversely affect thasiness, financial condition and liquidity of tISSE
Group.

The UK government legislated for a major proceslettricity market reform in Great Britain througfe
Energy Act 2013 (theEnergy Act’). This included the introduction of new long terantracts to support low
carbon generation as well as a capacity mechamisemgure resource adequacy. In particular, thegignfest
provides for consumer protection, domestic tadif&l licensable activities. The UK government isticaring
the electricity market reform programme. There lobamo assurance that these on-going reforms wilhage a
material adverse impact on the SSE Group andvenes.

Plant and Network Performance

The SSE Group owns and operates a diverse rangengblex generating plants, gas storage facilitées]
extensive energy networks. Poor performance oarfaibf these assets could occur as a result oflerizl or
deliberate damage, component failure, lack of gmEte maintenance or poor management. Any such
substandard performance could result in lost reesraind may lead to supply interruptions, adversdigity,
regulatory action or damage to the reputation efS8E Group.

Commodity Price Risk, Procurement Risk and SecunfySupply

The SSE Group is exposed to fluctuations in thesighay volume and price of certain commodities, tigto (i)
its requirement to match volumes of purchased gasetectricity with customer demanghd (ii) exposures
arising due to long-term investment in generatiod Exploration and ProductionE&P ") assets driven by the
cost of fuel and other commodities required foregation, and through revenues realised from thesets,

A significant proportion of the SSE Group’s profitiity, including return on investment in power geation
assets as well as the ability to price competiiviel the retail market, is dependent on the sudgkss
management of these exposures. A sub-optimal gestiategy could lead to significant financial lokss of
customers and increased political scrutiny.
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The markets for these commodities are driven bpalsupply and demand, which is itself influencgdab
number of complexities including geopolitical everglobal economic growth, weather and technol@jgbal
commodity prices make up a significant part of émergy cost to the customer. Increasing commoditeg
affect the overall affordability of energy and dsave an impact on demand and customers’ abilipato

Although the SSE Group routinely enters into loagwt contracts for the supply of key commoditieprtotect
its commercial position, significant price flucticaits and/or failure to secure key materials andiaintain
adequate supply chains and strategic alliancesldmaNe a significant adverse effect on its openatiand/or
financial position of the SSE Group.

Energy Affordability

The SSE Group is involved in a broad range of gndmgsinesses in the UK and Ireland including the
production, storage, transmission, distributionppdy of electricity, gas and related services. Theeisions
taken in operating these contribute to the overadt of energy to the consumer, which is in turvetr by a
number of factors including commodity costs, infirasture costs and energy sector overheads. Castalso

be impacted by public policies aimed at supportingasures for the reduction of carbon emissions|ewhi
increased energy efficiency can lead to reducedwuoption of energy. The SSE Group is equally coteahito
keeping the cost of energy as affordable as pesdioth now and over the long term, as it is tivdghg the
standard of service required by a modern economyatA30 September 2016, SSE's aged debt — customer
accounts that are at least six months in arreawas-£120.3 million, compared with £128.3 million &ts30
September 2015.

If the cost of conventional energy production does remain competitive, there is likely to be irasig
pressure from alternative sources of energy asaggtlublic and political pressure. This could hawignificant
effect on the long term performance of all areathefbusiness with knock on effects to both densardithe
customers’ ability to pay and by extension couldeha significant adverse effect on the operatiand/ax
financial position of the SSE Group.

Competition and Market Risks

The ability of the SSE Group to maintain and gresvbusiness and profits could be adversely affebtethe
actions of its competitors and the general conmipetibndscape of the markets in which it operakesther
consolidation within the utilities market may aksitect the SSE Group’s competitive position, eittieectly or
indirectly. Additionally, changes in macroeconomanditions could negatively impact on the SSE Gras@
result of both reduced levels of business actaitgl potential increases in bad debt write-offs.

Health and Safety

Although safety is one of the SSE Group’s core esliby the nature of its operations, SSE facesvebau of
significant safety risks, in particular relating poocess safety. A major incident at one of SSkurdy gas
storage or E&P assets could have a material adirsect on employees, contractors, members of tiiq
the environment and property.

The SSE Group has crisis management and businessiuity plans in place, which are designed for the
management of, and recovery from, significant gafetenvironmental events. For offshore E&P asaétsre
SSE is not the operator, there are a number ofrassel measures in place to ensure that the praveén a
approved operator partners maintain and adopt stghdards for their safe management and operaftas.
includes regular engagement across all aspectheobperation, with an emphasis on safety and teahni
assurance audits and verification using both irtlesind third party resources.

Failure to comply with legislation or the occurrenaf a preventable incident that results in injutgath or
environmental damage could result in prosecutiany duch incident could therefore have a materiabest
effect on the SSE Group’s reputation and finandition.
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Quality Customer Service

On 29 July 2016 OFGEM announced that it was ingatitig whether SSE has complied with a nhumber of
requirements of its electricity and gas supplyrimes following concerns that SSE might not have lezating

its customers fairly when switching them to PPM&eTinvestigation does not mean that a company has
breached licence conditions or other obligationd &SE is cooperating fully with OFGEM. However, any
failure to maintain quality customer services lsvehn have a material adverse effect on the SSHpGro
reputation and financial position as well as theréased risk of regulatory scrutiny which coulduiem fines
from OFGEM.

Strategic Risk

The SSE Group’s strategic focus is the efficieneérapon of, and investment in, a balanced rangenefrgy
businesses to support annual dividend growth. T Sroup strives to be a leading provider of enengg
related services within an industry where innovatide-carbonisation and competition are leadingptttinual
technological advancements and changes in custerpactations and options. To continue to achieig &
number of strategic change programmes are underlinayital that the SSE Group successfully dsisithese
to meet the current and future needs of custonmetisel most efficient way possible. Failure to doasal to
identify step changes in the industry sectors aadttrappropriately could adversely affect the SS&uEs
financial position, market position or reputation.

Financial Risks

The SSE Group is exposed to a variety of finangsit, including interest rate, foreign exchangmyrterparty
credit, liquidity and taxation. Although these sskre wherever possible monitored, reported onnaaitaged
within a strict framework of controls and procedyjradverse market, political or legislative deveiepts or a
failure to meet the SSE Group funding requiremants obligations could have a material adverse teffleche
SSE Group'’s financial position.

Environmental Risks

The SSE Group’s businesses are increasingly infleebiioy global climate change. Not adhering to curoe
future EU and UK legislation aimed at addressinmate change, including amendment to the curreritoca
emission allowance regime or renewable obligatientificate regime in the UK, could adversely impeastthe
SSE Group’s operations or commercial position. @tenchange induced changes to the environment,asich
increased frequency of extreme weather, may posetipnal challenges. Customer response to clicteiage
also presents risks to the SSE Group, includirigtdssales volumes due to growing customer demanbbiv-
carbon products and services. Failure to respoeduadely to the risks posed by climate change repsesent
added reputational risk.

The SSE Group’s activities are subject to a breedye of environmental laws and regulations, manyhath

require advance approval in the form of permitserices or other forms of formal authorisation. UFailto
secure and adhere to the terms of all such negesarirements, or indeed damage to the environcemed
by the SSE Group’s business activities, could ta@sulegal proceedings or other measures beinghtalgainst
members of the SSE Group.

Energy Volumetric Risk and Other Weather Relatedsks

Changes in temperature can affect demand for pamndr gas and consequently impact the price of these
commodities and the number of units distributeddifidnally rainfall and/or snow melt conditions it on
hydroelectric generation output, and wind condiiampact on wind generation output. Extreme weather
conditions may result in network damage, whichuimts likely to result in disruption to electrigisupply.

All of the above have the potential to adversefgafthe SSE Group earnings, whilst supply inteions could
result in adverse publicity, negative customer ggtion and possible regulatory action.
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Infrastructure Failure

The SSE Group’s electricity networks are part ef thK's critical infrastructure assets and as suetcantral to
the functioning of the economy. Additionally, th8E Group is reliant on a number of key IT systeonsupport
its ongoing operations. A loss of these system#ddoe caused by malicious cyber attack, softwareandware
issues, inadequate investment in maintenance poby operational performance. Any failure in thegstems
could result in lost revenues and may lead to supperruptions, adverse publicity, regulatory entior
damage to the reputation of the SSE Group.

Nothing in this risk factor should be taken as iyimgy that the Issuer or any of the other entitiéhiw the SSE
Group will be unable to comply with its obligatioas a company with securities admitted to the @fficist.

Industry and Company Transformation

The energy sector is undergoing constant technmdbginprovement and political and regulatory chargeés
important that the SSE Group is able to stay atféhefront of the industry by identifying emergitignds,
developing strategies to exploit competitive oppoities and question the status quo and striving fo
continuous improvement in all areas of activityrétail markets, competitive pressure means aréatio keep
up with fast-developing customer needs and newntgolyies could reduce the SSE Group’s market shiade
adversely affect service levels to customers. Tiheert of smart metering and the changing need$ief t
customer require a reorganisation of people, psasesand supporting systems. In the networks busities
SSE Group has proposed significant reductions @rallvcost and improvements in the standard ofieeithat
customers can expect to receive. To achieve thigeids to deliver major cost efficiencies and mepments in
customer service. Longer term, any large-scale temopf smaller-scale distributed (local) genenatiwould
result in increased pressure on revenues and @dstvehich could adversely affect return on investme

In the UK generation market, it will be critical tmderstand and adopt the latest, most efficiahintalogies to
maximise competitiveness for revenue support paysném inability to do so could pose a threat te 8SE
Group’s capital investment plans and threatendsstipn in the market as a significant electrigggnerator.

The SSE Group’s enterprise business was creatiedeigrate expertise in contracting, lighting seesicutility
solutions, telecoms and business relationship manegt, forming a new standalone business-to-busiaes
of the SSE Group.

The projects to deliver these business transfoomstare large and complex. It is vital that the SB&up
successfully delivers these in order to give custanthe services they require whilst maintainingefiitient
cost in connection with the provision of such seesi Failure to do this could result in falling esaland
customer numbers due to a lack of price competitge and a poor reputation for service. Poor servic
standards would in turn impact on revenues thrdagégone incentive payments as well as damagin§8te
Group's relationship with customers, regulators atietr key stakeholders.

These projects will draw on resources from acrbesSSE Group and poor management of these respurces
poor integration or inadequate scoping of projecuirements and benefits could impact on busingssaal
activities, increase project costs and adversébgtservice standards.

Pension Funds Risk

The SSE Group has obligations in respect of thedmed benefit pension schemes (including Soutltzes
Networks) and currently, in aggregate, there isaamarial deficit between the current value of phejected
liabilities of these schemes and the value of gsets that they hold. The deficit level in suchesehs can be
affected by a number of factors including asseatildl, changes in bond yields, fluctuations iteirest rates,
inflation, and changes in the life expectancy dfesae members. Although the defined benefit penstbemes
each have investment advisors in place who havelalged road-maps with the intention of the schemes
becoming fully funded, within 15 years, adversenges in the valuation of assets and/or liabiliieghe
defined benefit schemes may occur due to both rmankeements and changes in the assumptions used to
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calculate the funding levels of such schemes. ithiarn may result in the SSE Group being requirethake
higher ongoing contributions, and/or make defiefiair payments which could be material.

Recruitment and Retention of Staff

The SSE Group is reliant on the employment of caergeand qualified staff in all areas of its bussmedailure
to attract or retain key staff could materially arsely affect SSE Group operations. The SSE Gradprtakes
a number of activities to ensure that it attractd eetains the right level of staff. This includgtanning and
monitoring of all recruitment needs; analysis of regretted attrition; annual succession planning reviews; reviews
of difficult to fill roles; and operation of a number of trainee programmes to produce effective, skilled staff. The
SSE Group operates a number of training centreshwdliow upskilling and refresher training of emy#es. In
addition, effective resource planning and succesglanning are key activities to ensure identifmatof future
potential talent which is critical in the successiecution of the SSE Group’s strategy.

Major Projects Quality

The SSE Group continues to deliver its capital giweent programme with a number of major constractiod
IT projects nearing completion and its single bejgeonstruction project, the Caithness-Moray hightage
transmission link, is now underway. It is critichlat these projects are delivered on time and atgéy
supported by its Large Capital Projects Governdraenework. In addition, the SSE Group needs torernthiat
projects are built to a high quality standard &ythenerally have an economic life of between ib2Myears
and in many cases longer.

The SSE Group will typically manage the developmmotess and organise the delivery of the projgc¢hind
party contractors, taking a proactive oversighe liring the construction phase. Whilst this maeshelures that
the correct skills are leveraged, the SSE Groupexasrienced supplier failures in the past mosablgtin
terms of quality control. Whilst contractual wartias will cover the faulty components, there isepfta
significant unrecoverable cost associated withehmsents in addition to potential impacts to thevise the
SSE Group can provide to customers. Added to #mg,quality defects may not show up until sometafier
the construction of an asset resulting in an exXpersd disruptive process of recovery.

Geopolitical Risk

Russia is an important source of European gas wuppVering around 30 per cent. of European demand
(including supply to the UK, the Netherlands, Gemmarance, Spain, Italy and Belgium). Ukraine esgnts
one of the major transit routes. The UK intercorioecwith continental Europe via BBL (the BalgzaBdcton
Line) and Interconnector UK gas pipelines means tevelopments in the European gas market have a
significant impact on gas prices in the UK. The@ng conflict in the Ukraine creates uncertaintpabthe
security of gas supply in Europe. Gas payment tisparising between state-controlled companiehé t
Russian Federation and Ukraine also pose a keyRiglvious disputes over prices, payments andrdeia led

to gas supply interruptions of up to 18 days durihg winters of 2005/2006, 2007/2008 and 2008/2009.
Intensification of political tensions could leadftesh disputes and to the curtailing of Russias gigpplies to
Europe. This in turn would put pressure on Europggprices. As a result of the increased interection of

gas markets, the SSE Group is exposed to theagsariated with global geopolitical events throitgtEnergy
Portfolio Management activities. However, SSE ofeeyaa policy of purchasing a proportion of its gas
requirements in advance of delivery in order to aggnmarket price volatility. In addition, SSE’s tipam
production interests help to ensure cost effecas procurement for its customers. More gener8BE
ownership and operation of a balanced portfolithefmal, wind and hydro generation assets seekadiace
exposure to wider market and geopolitical risks.
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Risks related to the Securities generally

The Securities will be subject to optional redengptiby the Issuer including upon the occurrence adrtain
events

The Securities of each Tranche will be redeemalle option of the Issuer, in whole but not int joa (i) any
date during the period commencing (and including)ttee date three months prior to the relevant Reset
Date to (and including) the relevant First ReseteDand (ii) any Interest Payment Date thereaftetheir
principal amount together with any accrued and ithpeerest up to (but excluding) the redemptiotedand
any outstanding Arrears of Interest.

In addition, upon the occurrence of an Accountinvgrf, a Capital Event, a Change of Control Eventaa
Event, a Substantial Repurchase Event or a Witligpl@ax Event (each as defined in the relevant Giamdi
and as more fully described in Condition 6 of thlevant Securities), the Issuer shall have theopt redeem,
in whole but not in part, the relevant Securitieshee prices set out therein, in each case togetitar any
accrued and unpaid interest up to (but excludingyédemption date and any outstanding Arreanstefdst. In
the case of a Change of Control Event, in the etleat the Issuer does not elect to redeem the aetev
Securities, the then prevailing Interest Rate &fmdd in the relevant Conditions), and each suleseduaterest
Rate otherwise determined in accordance with Cimamd#t of the relevant Securities, on the relevastusities
shall be increased by 5 per cent. per annum witttefrom (and including) the date on which the @i of
Control Event occurred.

Furthermore, if an Accounting Event, a Capital BvenTax Event or a Withholding Tax Event occuhgn,
subject to the provisions of Conditions 7 and &hef relevant Securities, the Issuer may at any, tingtead of
giving notice to redeem the relevant Securitiebsstute all, but not some only, of the relevant\8#ies for, or
vary the terms of the relevant Securities so thal tremain or become, as the case may be, Qudglifyin
Securities.

During any period when the Issuer may elect toerdthe relevant Securities, the market value ofélevant
Securities generally will not rise substantiallypab the price at which they can be redeemed. Thisraay be
true prior to any redemption period.

The Issuer may be expected to redeem the relevemtriBes when its cost of borrowing is lower thiae

interest payable on them. At those times, an imvegénerally would not be able to reinvest the mgotéon

proceeds at an effective interest rate as highasnterest payable on the Securities being redéemd may
only be able to do so at a significantly lower r&tetential investors should consider reinvestmishtin light

of other investments available at that time.

The interest rate on each Tranche of Securitids@skt on the relevant First Reset Date and oryeedevant
Reset Date thereafter, which can be expected &utdtffie interest payment on the relevant Securtiekthe
market value of such Securities.

Although each Tranche of Securities will earn iastrat a fixed rate until (but excluding) the refevhirst
Reset Date, the current market interest rate oncépital markets (theniarket interest rate”) typically
changes on a daily basis. Since the initial fixee ofinterest for each Tranche of Securities béllreset on the
relevant First Reset Date (as set out in the rate@anditions) and on each subsequent Reset Degténterest
payment on each Tranche of Securities will alsmgleaHolders of each Tranche of Securities (respgf the
“Holders"”) should be aware that movements in these marnketast rates can adversely affect the price of the
Securities and can lead to losses for the Holdehey sell the relevant Securities.

Holders are exposed to the risk of fluctuating ederate levels and uncertain interest income exsetbet rates
could affect the market value of an investmenhim $ecurities.
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Taxation — Interest Deductibility

As announced in the Budget on 16 March 2016 arithénwith the OECD's recommendations under the Base
Erosion and Profit Shifting project, new rules vaply from 1 April 2017 to restrict the deductityilfor tax
purposes of corporate interest expense for bott garty and intra-group borrowing. Under currempwmsals a
fixed ratio rule would restrict a group’s UK taxdietions for net interest expense to 30 per cdntsdJK
EBITDA. This rule would apply subject to a supplertaey group ratio rule based on a net interestBorBA
ratio for the worldwide group. Deductibility cae further restricted by a modified version of thkésting debt
cap rules. Based on published information as atl#te of this Prospectus (including draft legisiatpublished
on 26 January 2017), it is not anticipated thatrtee rules will materially restrict the ability tfie Issuer to
claim deductions for all or part of its interesperses, including in respect of interest payabtieuthe terms
of the Securities. However, the exact form whidh rtlew rules will take on implementation is unknasnat the
date of this Prospectus and no assurance can e gi/to the impact of such rules on the Issughelinew
rules restrict the ability of the Issuer to claireddctions for all or part of its interest expenaesa result of
changes made to the draft legislation after theeigkate of the Securities, this may in certainucistances give
rise to a Tax Event and the Issuer may redeenbatin(ot some only) of the Securities as provide@amdition
6 of the relevant Securities.

Integral multiples of less than the specified denwration

The denominations of the Dollar Securities are $280,000 and integral multiples of U.S.$1,000 icess
thereof, up to and including U.S.$399,000. The dgnations of the Sterling Securities are £100,00d a
integral multiples of £1,000 in excess thereof ta@nd including £199,000. Therefore, it is possitilat the
Securities may be traded in amounts in excess $f$200,000 or, as the case may be, £100,000, riaatoh
integral multiples of U.S.$200,000 or, as the agasg be, £100,000. In such a case, a Holder wha,rasult of
trading such amounts, holds a principal amounéss than U.S.$200,000 or, as the case may be,QED)@yill
not receive a definitive Security in respect of sholding (should definitive Securities be printedyd avould
need to purchase a principal amount of Securitigsh ghat it holds an amount equal to one or more
denominations. If definitive Securities are issudolders should be aware that definitive Securitibgvhave

a denomination that is not an integral multiplelb.$200,000 or, as the case may be, £100,000,bmay
illiquid and difficult to trade.

The Issuer’s obligations under the Securities argb®rdinated

The Issuer’s obligations under the relevant Sdesritill be unsecured and subordinated. In the tethet an
order is made, or an effective resolution is pasfadthe winding-up of the Issuer (otherwise ttfan the
purposes of a solvent winding-up solely for thepmses of a reorganisation, reconstruction, amalamar
the substitution in place of the Issuer of a “sgeoe in business” (as defined in the relevant Testd) of the
Issuer, the terms of which reorganisation, recoiciisn, amalgamation or substitution (x) have poasly been
approved in writing by the Trustee or by an Extdimary Resolution (as defined in the relevant TRestd) and
(y) do not provide that the relevant Securitiedishareby become redeemable or repayable in aacaalwith
the relevant Conditions) or an administrator offgseier has been appointed and such administrats gotice
that it intends to declare and distribute a diviiehe claims of the Holders will rank (i) juniar the claims of
holders of all Senior Obligations, (iari passuwith the claims of holders of all Parity Obligat®and (iii) in
priority to the claims of holders of the ordinahase capital of the Issuer and any other obligatmfrthe Issuer,
issued directly or indirectly by it, which rank, are expressed to rangari passuwith such ordinary share
capital. See Terms and Conditions of the Dollar Securities—StattiTerms and Conditions of the Dollar
Securities—Subordinatidn “Terms and Conditions of the Sterling Securities—Statand ‘“Terms and
Conditions of the Sterling Securities—Subordindtion
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By virtue of such subordination, payments to a ldohill, in the events described in the relevanhditons,
only be made after all obligations of the Issuesuling from higher ranking claims have been satisfiA
Holder may, therefore, recover less than the hsl@érunsubordinated or other prior ranking subatiid
liabilities of the Issuer. Furthermore, the Corais will not limit the amount of the liabilitiesnking senior to,
or pari passuwith, the Securities which may be incurred or asstl by the Issuer from time to time, whether
before or after the Issue Date. The incurrencengf such other liabilities may reduce the amountafify)
recoverable by Holders on a winding-up or admiaigin of the Issuer and/or may increase the likelihof a
deferral of interest payments under the Securitiesject to applicable law, no Holder or Couponhplchay
exercise, claim or plead any right of set-off, cemgation or retention in respect of any amount otwetl by
the Issuer in respect of, or arising under or innaztion with, the Securities or the Coupons aruth édolder
and Couponholder shall, by virtue of his holdingofy Security or Coupon, be deemed to have wailestieh
rights of set-off, compensation or retention.

Although subordinated debt securities, such asS#wirities, may pay a higher rate of interest tmnparable
debt securities which are not subordinated, theeereal risk that an investor in subordinated rs&es such as
the Securities will lose all or some of his investrhshould the Issuer become insolvent.

The Issuer has the right to defer interest paymentsthe Securities

The Issuer may, at its discretion, elect to defeompart of any payment of interest on the Se@si See
“Terms and Conditions of the Dollar Securities—Qmidnterest Deferrdland “Terms and Conditions of the
Sterling Securities—Optional Interest Defetralvhile the deferral of payment of interest conis, the Issuer
is not prohibited from making payments on any unsient ranking senior to the relevant Securitiesrocertain
instruments rankingari passuwith the relevant Securities and, in such everg, Holders are not entitled to
claim immediate payment of interest so deferred.

Any such deferral of interest payment shall notstibate a default for any purpose unless such payrise
required in accordance with Condition 5(b) of tleéevant Securities. Although the Issuer intendpdp all
outstanding Arrears of Interest in respect of eiffrmanche on the fifth anniversary of the Interesirifent Date
on which the relevant Deferred Interest Payment dirsse, this is only a current intention, not aligation of
the Issuer. Therefore, there can be no assuraateddferred interest will be satisfied within sucke fiyear
period.

Any deferral of interest payments is likely to haame adverse effect on the market price of the agiev
Securities. In addition, as a result of the intedeferral provision of the Securities, the margdte of the
Securities may be more volatile than the marketegriof other debt securities on which original ésdiscount
or interest accrues that are not subject to sufdrrdés and may be more sensitive generally to i@dvehanges
in the Issuer’s financial condition.

A Tranche of the Securities may not be redeemeesardnd until all outstanding Arrears of Interasteispect
of such Tranche are satisfied in full, on or prothte date set for the relevant redemption.

Limited Remedies

Payments of interest on the Securities may be d&fein accordance with Condition 5(a) of the refgva
Securities and interest will not therefore be dtieeothan in the limited circumstances describe@amdition
5(b) of the relevant Securities.

The only event of default in the Conditions is ilefault is made by the Issuer for a period of &gsdor more
in the payment of any principal or 21 days or morthe payment of any interest, in each case ipe&sof the
relevant Securities and which is due.
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Therefore, it will only be possible for the Holdexs enforce claims for payment of principal or nett in
respect of the relevant Securities when the samdus.

In addition, in the event that an order is madearoreffective resolution is passed, for the wineipgof the
Issuer (otherwise than for the purposes of a solwending-up) or an administrator of the Issuer heen
appointed and such administrator gives noticeithiatends to declare and distribute a dividene, ¢laims of
Holders will be subordinated to the claims of hofdef all Senior Obligations as further describeondition
3(a) of the relevant Securities. Accordingly, theiros of holders of all Senior Obligations will fifsave to be
satisfied in any winding-up or administration pratiags before the Holders may expect to obtain angvery
in respect of their Securities and prior theretdddrs will have only limited ability to influencedttonduct of
such winding-up or administration proceedings.

Modification, Waiver and Substitution

The relevant Conditions will contain provisions fmlling meetings of Holders to consider mattefecting

their interests generally. These provisions wilkrpi¢ defined majorities of Holders of a Tranche bgt
Securities to bind all Holders of such Trancheluding those Holders of such Tranche who did ntanat and
vote at the relevant meetings and Holders of suahche who voted in a manner contrary to the mgjori

The relevant Conditions and the Trust Deeds ine@spf the relevant Securities will also providattihe
Trustee may, without the consent of the relevaritiéfs or Couponholders, agree to (i) any modificatibthe
relevant Conditions or of any other provisionstaf frrust Deed or the Paying Agency Agreement ipeetsof
the relevant Securities which is in each casejénopinion of the Trustee, of a formal, minor ahteical nature
or is made to correct a manifest error, (ii) anyeotmodification to (except as mentioned in the TReed in
respect of the relevant Securities), and any waivesuthorisation of, any breach or proposed brdacthe
Issuer of, any of the relevant Conditions or of phavisions of the Trust Deed or the Paying AgeAgyeement
in respect of the relevant Securities which isthia opinion of the Trustee, not materially prejiglido the
interests of the relevant Holders (which will notlude, for the avoidance of doubt, any provisiotiténg the
relevant Holders to institute proceedings for thedmg-up of the Issuer which is more extensiventtteose set
out in Condition 11 of the relevant Securities)) the substitution on a subordinated basis edentato that
referred to in Conditions 2 and 3 of the relevaetiBities of certain other entities in place of tbsuer (or any
previous Substituted Obligor (as defined in Conditld of the relevant Securities)) as a new priraigdtor
under the relevant Trust Deed and the relevantriies) Coupons and Talons or (iv) either (a) sttt all,
but not some only, of the relevant Securities dor(b) vary the terms of the relevant Securitiethwhe effect
that they remain or become, as the case may bejf{@hm Securities, in each case in accordance with
Condition 7 of the relevant Securities, upon theuaence of an Accounting Event, a Capital EvenTaa
Event or a Withholding Tax Event and subject tobeeipt by the Trustee of the certificate of thectors of
the Issuer and, where relevant, the opinion obtésers referred to in Condition 8 of the relev@eturities.

Change of law

The Securities will be governed by English law andgespect of Condition 3(a) of the relevant Siigs only,
Scots law. No assurance can be given as to thectropany possible judicial decision or change tglish law
or, as the case may be, Scots law or any admitigtiaractice thereof after the Issue Date.

Risks related to the market generally
The secondary market generally

Although application will be made to admit the Sétbes to trading on the Market, the Securities rhaye no
established trading market when issued, and oneneegr develop. If a market does develop, it mayh®o
liquid. Therefore, investors may not be able td thadir Securities easily or at prices that wilbpide them with
a yield comparable to similar investments that hevdeeveloped secondary market. This is particuthrycase
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for securities that are especially sensitive terest rate, currency or market risks, are desidaedpecific
investment objectives or strategies or have beepgoed to meet the investment requirements of dinit
categories of investors. These types of securj@erally would have a more limited secondary ntagkel
more price volatility than conventional debt setiesi llliquidity may have a severely adverse dffec the
market value of the Securities.

Exchange rate risks and exchange controls

The Issuer will pay principal and interest on tha@l&r Securities in U.S. dollar and on the Sterl®egurities in
sterling. This presents certain risks relating @erency or currency unit conversions if an investdinancial
activities are denominated principally in a curngc a currency unit (thelfivestor’s Currency”) other than
U.S. dollar or, as the case may be, sterling. Tiredade the risk that exchange rates may signiigamange
(including changes due to devaluation of U.S. dotlg as the case may be, sterling, or revaluatiothe
Investor’s Currency) and the risk that authoritsth jurisdiction over the Investor’s Currency maypose or
modify exchange controls. An appreciation in thiugaof the Investor’'s Currency relative to U.S.ldobr, as
the case may be, sterling, would decrease (1nthestor’s Currency equivalent yield on the relev@eturities,
(2) the Investor’s Currency equivalent value of firecipal payable on the relevant Securities aBidtlie
Investor’s Currency equivalent market value ofslevant Securities.

Government and monetary authorities may imposedas have done in the past) exchange controlsdoéd
adversely affect an applicable exchange rate. Pesalt, investors may receive less interest orcipal than
expected, or no interest or principal.

Interest rate risks

Investment in the Securities involves the risk thalibsequent changes in market interest rates magysady
affect the value of the Securities. Fluctuations irterest rates can affect the market values of] an
corresponding levels of capital gains or lossedirad rate securities. During periods of risingeneist rates, the
prices of fixed rate securities, such as the Seéesyritend to fall and gains are reduced or logsagtied upon
their sale. Therefore, investment in the Securitie®lves the risk that changes in market interagts may
adversely affect the value of the Securities.
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OVERVIEW

The following overview refers to certain provisioofsthe ‘“Terms and Conditions of the Dollar Securitiaad
the “Terms and Conditions of the Sterling Securitiend is qualified by the more detailed information
contained elsewhere in this Prospectus. Capitateseas used herein have the meaning given to theffierms
and Conditions of the Dollar Securitfesr, as the case may beTérms and Conditions of the Sterling
Securities.

Issuer SSE plc.
Trustee BNY Mellon Corporate Trustee Services Limited.

Principal Paying Agent and Agent The Bank of New York Mellon, London Branch.
Bank

Issue Size U.S.$900,000,000 of Dollar Securities and £300000, of
Sterling Securities.

Issue Date 16 March 2017.

Maturity The Dollar Securities will be redeemed at theirnpipal
amount, together with any accrued and unpaid istened any
outstanding Arrears of Interest, on 16 Septembéi720he
Sterling Securities will be redeemed at their gpatamount,
together with any accrued and unpaid interest ang a
outstanding Arrears of Interest, on 16 Septembg&r 20

Interest The Dollar Securities will bear interest on thekinpipal
amount from (and including) the Issue Date to @outluding)
16 September 2022 (th€itst Dollar Securities Reset Dat8)
at a rate of 4.750 per cent. per annum, payablé-aenually
in arrear on 16 March and 16 September in each. year
Thereafter, unless previously redeemed, the D&kgurities
will bear interest from (and including) the Firstolr
Securities Reset Date to (but excluding) 16 Sepeerab27 at
a rate per annum which shall be 2.574 per centveabite 5
year Swap Rate (as defined in the Dollar Conditidos}the
relevant Dollar Securities Reset Period (as defimedhe
Dollar Conditions), payable semi-annually in arresr 16
March and 16 September in each year. From (andidird)
16 September 2027 to (but excluding) 16 SeptemBé? zhe
Dollar Securities will bear interest at a rate penum which
shall be 2.824 per cent. above the 5 year Swap featthe
relevant Dollar Securities Reset Period payablei-semually
in arrear on 16 March and 16 September in each y@am
(and including) 16 September 2042 up to (but exoly)d16
September 2077, the Dollar Securities will beaenast at a
rate per annum which shall be 3.574 per cent. atiov® year
Swap Rate for the relevant Dollar Securities Rd3etiod
payable semi-annually in arrear on 16 March and 16
September in each year, all as more particularbcrieed in
“Terms and Conditions of the Dollar Securities—leser
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Issue Price

Status

Subordination

Payments

The Sterling Securities will bear interest on thpiincipal
amount from (and including) the Issue Date to @outluding)
16 September 2022 (theritst Sterling Securities Reset
Date”) at a rate of 3.625 per cent. per annum, payabteually
in arrear on 16 September in each year, excepttlteafirst
payment of interest, to be made on 16 Septembéf, 2@l be
in respect of the period from (and including) teeue Date to
(but excluding) 16 September 2017 and will amoon£18.27
per £1,000 in principal amount of the Sterling Sai@s.
Thereatfter, unless previously redeemed, the Sge8iecurities
will bear interest from (and including) the Firsteffing
Securities Reset Date to (but excluding) 16 Sepeerab27 at
a rate per annum which shall be the annualisedvalgmt of
2.750 per cent. above the 5 year Swap Rate (aseddfinthe
Sterling Conditions) for the relevant Sterling Séoes Reset
Period (as defined in the Sterling Conditions), p&ya
annually in arrear on 16 September in each yeamHRand
including) 16 September 2027 to (but excludingB&ptember
2042, the Sterling Securities will bear interestaatate per
annum which shall be the annualised equivalent.@®@ per
cent. above the 5 year Swap Rate for the relevéerirsy
Securities Reset Period payable annually in armarl6
September in each year. From (and including) 16eBaper
2042 up to but excluding 16 September 2077, theli®ie
Securities will bear interest at a rate per annunchvshall be
the annualised equivalent of 3.750 per cent. altoges year
Swap Rate for the relevant Sterling Securities Rewsziod
payable annually in arrear on 16 September in geah all as
more particularly described inTerms and Conditions of the
Sterling Securities—Interest Payménts

100 per cent. in respect of the Dollar Securities.
99.855 per cent. in respect of the Sterling Sdesrit

The Securities and Coupons constitute direct, wmedcand
subordinated obligations of the Issuer and naaik passuand
without any preference among themselves.

The rights and claims of the Holders and the Cobplafers
will be subordinated to the claims of holders df @&énior
Obligations in that if at any time an order is made an
effective resolution is passed, for the windingefighe Issuer
(otherwise than for the purposes of a solvent wigdip solely
for the purposes of a reorganisation, reconstragctio
amalgamation or the substitution in place of theués of a
“successor in business” (as defined in the releVanst Deed)
of the Issuer, the terms of which reorganisatienpnstruction,
amalgamation or substitution (x) have previouslyerbe
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approved in writing by the Trustee or by an Extdhsry
Resolution (as defined in the relevant Trust Desd) (y) do
not provide that the Securities shall thereby bezom
redeemable or repayable in accordance with thevaete
Conditions) or an administrator of the Issuer ipapted and
such administrator gives notice that it intenddéelare and
distribute a dividend, the rights and claims of Haders and
the Couponholders will be subordinated in accordawith
Condition 3(a) thereof. Accordingly, the claimstailders of
all Senior Obligations will first have to be satidfi;n any
winding-up or administration proceedings before twders
may expect to obtain any recovery in respect df thecurities
and prior thereto Holders will have only limitedildp to
influence the conduct of such winding-up or admiatgin
proceedings. SedRisk Factors—Risks related to the Securities
generally—Limited Remedies

Optional Interest Deferral The Issuer may, at its discretion, elect to dellesrgpart of any
Interest Payment (aDeferred Interest Payment) which is
otherwise scheduled to be paid on an Interest Patybate by
giving a Deferral Notice of such election to theldtgs, the
Trustee and the Principal Paying Agent. Subjectiescribed
in “Mandatory Settlement”, if the Issuer elects tmimake all
or part of any Interest Payment on an Interest Rayrate,
then it will not have any obligation to pay suchenest on the
relevant Interest Payment Date and any such nomguatyof
interest will not constitute an Event of Defaulttbé Issuer or
any other breach of its obligations under the Sgearor for
any other purpose.

Arrears of Interest in respect of either Tranchg b satisfied
at the option of the Issuer in whole or in paraay time (the
“Optional Deferred Interest Settlement Dat&) following
delivery of a notice to such effect given by thsuks to the
relevant Holders, the Trustee and the Principair@apgent
informing them of its election to so satisfy suchrears of
Interest (or part thereof) and specifying the ratévOptional
Deferred Interest Settlement Date.

Any Deferred Interest Payment (or part thereof)lIshself
bear interest (such further interest together whin Deferred
Interest Payment, beindAfrears of Interest”), at the Interest
Rate prevailing from time to time, from (and incdlug) the
date on which (but for such deferral) the Defertetbrest
Payment would otherwise have been due to be madeuto
excluding) the relevant Optional Deferred InterSsttlement
Date or, as appropriate, such other date on whigth s
Deferred Interest Payment is paid in accordanceh wit
Condition 5(b) of the relevant Securities, in eagse such
further interest being compounded on each IntdPasiment
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Mandatory Settlement

Optional Redemption

Special Event Redemption

Change of Control

Date. Non-payment of Arrears of Interest shall cmistitute a
default by the Issuer under the relevant Securdrefor any
other purpose, unless such payment is require@¢dordance
with Condition 5(b) of the relevant Securities.

Notwithstanding the above and the provisions Ojptional
Interest Deferrdl, the Issuer shall pay any outstanding Arrears
of Interest, in whole but not in part, on the fimtcurring
Mandatory Settlement Date following the InteresyrRant
Date on which a Deferred Interest Payment firss@ro

If, in respect of a Tranche, a Mandatory Settlenigaite does
not occur prior to the calendar day which is thethfif
anniversary of the Interest Payment Date on whibe t
relevant Deferred Interest Payment first arose, gt the
intention, though not an obligation, of the Issuerpay all
outstanding Arrears of Interest (in whole, but motpart) on
the next following Interest Payment Date in respafcsuch
Tranche.

The Issuer may redeem all, but not some only, tieei
Tranche of Securities on any date in the periodneenting on
the date three months prior to the relevant FieseR Date to
(and including) the relevant First Reset Date amd amy
Interest Payment Date thereafter at their princigadount
together with any accrued and unpaid interest up(btd
excluding) the redemption date and any outstandimegars of
Interest in respect of the relevant Tranche.

If a Special Event has occurred and is continuthgn the
Issuer may redeem at any time all, but not somg ofileither
Tranche of Securities at:

0] in the case of a Capital Event, Tax Event or
Accounting Event where the relevant date fixed for
redemption falls prior to the relevant First ReBate,
101 per cent. of their principal amount;

(i) in the case of a Capital Event, Tax Event or
Accounting Event where the relevant date fixed for
redemption falls on or after the relevant First dkes
Date, their principal amount; or

(iii) in the case of a Substantial Repurchase Ewena
Withholding Tax Event where any such redemption
occurs at any time, their principal amount,

in each case together with any accrued and unpgedest up
to (but excluding) the redemption date and anytantiing
Arrears of Interest in respect of the relevant Them

If a Change of Control Event has occurred and giicaing,
the Issuer may elect to redeem all, but not sonfie oheither
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Substitution or Variation instead
of Special Event Redemption

Event of Default

Additional Amounts

Tranche at any time at their principal amount tbgetvith any
accrued and unpaid interest up to (but excludinige t
redemption date and any outstanding Arrears ofréstein
respect of the relevant Tranche.

If the Issuer does not elect to redeem either Tramaf the
Securities following the occurrence of a ChangeCohtrol

Event, the then prevailing Interest Rate, and eadisequent
Interest Rate, on the relevant Securities shalhteased by 5
per cent. per annum with effect from (and includlittge date
on which the Change of Control Event occurred. ‘Sesms

and Conditions of the Dollar Securities—IntereslyPa@nts—
Step-up after Change of Control Evergnd ‘Terms and
Conditions of the Sterling Securities—Interest Peyts—
Step-up after Change of Control Evemespectively.

If an Accounting Event, a Capital Event, a Tax Hven a
Withholding Tax Event has occurred and is contiguin
without the consent of the Holders of the relevBrasinche the
Issuer may either (i) substitute all, but not socondy, of the
relevant Securities for, or (ii) vary the termstbgé relevant
Securities with the effect that they remain or Ineepas the
case may be, Qualifying Securities, in each case@ordance
with Condition 7 thereof and subjeatter alia, to the receipt
by the Trustee of the certificate of the directdrshe Issuer
and, where relevant, the opinion of tax advisefarred to in
Condition 8 thereof.

If a default is made by the Issuer for a periodléfdays or
more in the payment of any principal or 21 daysiore in the
payment of any interest, in each case in respeghpfTranche
and which is due, then the Issuer shall withoutcedrom the
Trustee be deemed to be in default under the nefeleust
Deed, the relevant Securities and the relevant @uipnd the
Trustee at its sole discretion may, or shall, irequested by
an Extraordinary Resolution of the relevant Holdersin
writing by the Holders of at least one-quarter inngipal
amount of such relevant Securities then outstandinlgject in
each case to its being indemnified and/or securetiomn
prefunded to its satisfaction, institute proceedirfgr the
winding-up of the Issuer and/or prove in the wirtdirp of the
Issuer and/or claim in the liquidation of the Igsfer such
payment and/or give notice to the Issuer that sbeturities
are, and they shall immediately thereby become, aoe
payable at their principal amount together with atgrued
and unpaid interest up to (but excluding) such deié any
outstanding Arrears of Interest in respect of tledevant
Tranche.

Payments in respect of the Securities shall be nfragdeand
clear of, and without withholding or deduction fasf on
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Replacement Intention

account of, taxes of the United Kingdom, unlesshsuc
withholding or deduction is required by law. In teeent that
any such withholding or deduction is made, add#l@mounts
may be payable by the Issuer, subject to certabemions as
are more fully described undeférms and Conditions of the
Dollar Securities—Taxatidnand “Terms and Conditions of
the Sterling Securities—Taxation

Unless (a) the rating assigned by Standard & Pduor’'the
Issuer is at least “A-" (or such similar nomenctatthen used
by Standard & Poor’s) and the Issuer is of the vibat such
rating would not fall below this level as a resok such
redemption or repurchase; or (b) the Securitienhat@ssigned
an “equity credit” (or such similar nomenclaturerhused by
Standard & Poor’s), at the time of such redemptmn
repurchase; or (c) in the case of a repurchasé, gpuirchase

is in an amount necessary to allow the Issuer'seggte
principal amount of hybrid capital remaining outstang after
such repurchase to remain below the maximum aggrega
principal amount of hybrid capital to which Stardi& Poor’s
would assign equity content under its prevailinghndology,
the Issuer intends (without thereby assuming a llega
obligation), during the period from and includifgtissue date
of the relevant Securities to but excluding the éReBate
falling on 16 September 2042 in respect of the @oll
Securities and 16 September 2042 in respect ofSteding
Securities, in the event of:

0] an early redemption of the relevant Securities
pursuant to Condition 6(b) thereof, or

(i) a repurchase of the relevant Securities of entbran
(a) 10 per cent. of the aggregate principal amadint
the relevant Securities originally issued in anyique
of 12 consecutive months or (b) 25 per cent. of the
aggregate principal amount of the relevant Seeusriti
originally issued in any period of 10 consecutive
years,

to redeem or repurchase such Securities only textent that
such part of the aggregate principal amount of rélevant
Securities to be redeemed or repurchased as waacttrésed
as equity by Standard & Poor’s at the time of thssuance
(but taking into account any changes in hybrid tdpi
methodology or another relevant methodology or the
interpretation thereof since the issuance of theuSies) does
not exceed such part of the net proceeds whichasived by
the Issuer or any subsidiary of the Issuer durhng 360-day
period prior to the date of such redemption or refpase from
the sale or issuance by the Issuer or any subgidifithe
Issuer to third party purchasers (other than sidosés of the
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Issuer) of securities as is characterised by Stangldoor’s at
the time of sale or issuance, as equity.

Form The Securities will be in bearer form and each Thanwill
initially be represented by a Temporary Global $iegu
without interest coupons or talons, which will bepdsited
with a common depositary on behalf of Euroclear and
Clearstream, Luxembourg on or about the Issue CE&eh
Temporary Global Security will be exchangeableifderests
in a Permanent Global Security, without interestpmms or
talons, on or after a date which is expected td6April 2017,
upon certification as to non-U.S. beneficial ownegrsiiach
Permanent Global Security will be exchangeabledfdimitive
Securities in bearer form in the denominations of (
U.S.$200,000 and integral multiples of U.S.$1,000ekcess
thereof, up to and including U.S.$399,000 in respdcthe
Dollar Securities and (ii) £100,000 and integralltiples of
£1,000 in excess thereof, up to and including £18®,in
respect of the Sterling Securities, in each casiénlimited
circumstances set out irStimmary of Provisions relating to
the Securities while in Global FofmNo definitive Securities
will be issued with a denomination above U.S.$199,(
respect of the Dollar Securities and above £199i0@@spect
of the Sterling Securities.

Denominations U.S.$200,000 and integral multiples of U.S.$1,000ekcess
thereof, up to and including U.S.$399,000 in respecthe
Dollar Securities.

£100,000 and integral multiples of £1,000 in exthsseof, up
to and including £199,000 in respect of the Stgriecurities.

Listing and Admission to Trading  Application has been made to the UK Listing Authofor the
Securities to be admitted to the Official List éondhe London
Stock Exchange for the Securities to be admitteitaiting on
the Market.

Governing Law English law save for certain provisions relating to
subordination which shall be governed by Scots law.

Ratings The Securities are expected to be rated BBB bydarah&
Poor's and Baa2 by Moody's. A rating is not a
recommendation to buy, sell or hold securities amady be
subject to suspension, reduction or withdrawalrgttame by
the assigning rating agency. As of the date of Erisspectus,
each Rating Agency is a credit rating agency estaddl in the
European Union and is registered under RegulafidD) (No
1060/2009 (as amended). As such each Rating Agency
included in the list of credit rating agencies pslotd by the
European Securities and Markets Authority on itdsite in
accordance with such Regulation.
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Use of Proceeds

Selling Restrictions

Risk Factors

ISIN

Common Code

The net proceeds of the issue of the Securitidsbailapplied
by the Issuer for general corporate purposes.

The United States, the United Kingdom, Japan arel th
Republic of Italy. SeeSubscription and Sdle

Category 2 offering restrictions have been implemmerfor the
purposes of Regulation S under the Securities Act.

Prospective investors should carefully consideiirifemation
set out in Risk Factor$ in conjunction with the other
information contained or incorporated by referencethis
Prospectus.

XS1572343744 in respect of the Dollar Securities.
XS1572349865 in respect of the Sterling Securities.
157234374 in respect of the Dollar Securities.

157234986 in respect of the Sterling Securities.
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TERMS AND CONDITIONS OF THE DOLLAR SECURITIES

The following, except for paragraphs in italicsgeahe terms and conditions of the Securities whithbe
endorsed on each Security in definitive form §tiex).

The issue of the U.S.$900,000,000 Capital Secsritiee 16 September 2077 (®ecurities which expression
shall, unless the context otherwise requires, ohelany further securities issued pursuant to Camdt8 and
forming a single series with the Securities) of $&E(thelssuer was authorised by resolutions of the board of
directors of the Issuer (tfBoard of Directorg passed on 8 November 2016. The Securities argittdgad by a
trust deed (thelrust Deed dated 16 March 2017 between the Issuer and BNYokleCorporate Trustee
Services Limited (théfrustee which expression shall include all persons foe ttme being the trustee or
trustees under the Trust Deed) as trustee for théels of the Securities (thdolders). These terms and
conditions (as amended from time to time) (benditiong include summaries of, and are subject to, the
detailed provisions of the Trust Deed, which inelsithe forms of the Securities and of the interegpons (the
Coupons which expression includes, where the contextesmiis, talons for further Coupons (thaons)) and

the Talons appertaining to Securities in definitive form. Copies of (i) the Trust Deed; and (ii) the paying agency
agreement (thaying Agency Agreementated 16 March 2017 relating to the Securitigsvéen the Issuer,
The Bank of New York Mellon, London Branch as timétial principal paying agent and agent bank (the
Principal Paying Agentand theAgent Bank respectively, which expressions shall include angcessor
thereto) and the other initial paying agents nathedein (together with the Principal Paying Agehg Paying
Agents which expression shall include the Paying Agdatshe time being) and the Trustee are availabe f
inspection during usual business hours at the ipahoffice of the Trustee (presently at One Can8daare,
London E14 5AL) and at the specified offices offeatthe Paying Agents. The Holders and the holdEtee
Coupons (whether or not attached to the relevacdr@res) (theCouponholder} are entitled to the benefit of,
are bound by, and are deemed to have notice ahelprovisions of the Trust Deed, and are deerndthve
notice of those provisions applicable to them ef Baying Agency Agreement.

1 Form, Denomination and Title

€) Form and Denomination

The Securities are serially numbered and in befaren in the denominations of U.S.$200,000 and irgkg
multiples of U.S.$1,000 in excess thereof, up t mcluding U.S.$399,000, each with Coupons andTaien
attached on issue. No definitive Securities wilissied with a denomination above U.S.$399,000ur8kxs of
one denomination may not be exchanged for Secaigfiany other denomination.

(b)  Title

Title to the Securities, Coupons and each Talosgsaby delivery. The holder of any Security, Coupofialon
will (except as otherwise required by law) be tedaas its absolute owner for all purposes (whetherot it is
overdue and regardless of any notice of ownerghigt or any interest in it, any writing on it, its theft or
loss) and no person will be liable for so treating holder.

2 Status

The Securities and Coupons constitute direct, wmsdcand subordinated obligations of the Issuerankipari
passu and without any preference among themselves. Tgletsr and claims of the Holders and the
Couponholders are subordinated as described initGona.

3 Subordination

€)) General

In the event of:
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0] an order being made, or an effective resolutieing passed, for the winding-up of the Issuecdpk
in any such case, a solvent winding-up solely f@ purposes of a reorganisation, reconstruction,
amalgamation or the substitution in place of theids of a “successor in business” (as definedén th
Trust Deed) of the Issuer, the terms of which rapigation, reconstruction, amalgamation or
substitution (x) have previously been approved niting by the Trustee or by an Extraordinary
Resolution (as defined in the Trust Deed) and (y)hdb provide that the Securities shall thereby
become redeemable or repayable in accordancelvésie tCConditions); or

(i) an administrator of the Issuer being appoinéedi such administrator giving notice that it irdeno
declare and distribute a dividend,

there shall be payable by the Issuer in respeeadfi Security and Coupon (in lieu of any other paynby the
Issuer), such amount, if any, as would have begahpa to the Holder of such Security and Coupomwnfthe
day prior to the commencement of the winding-ugach administration, as the case may be, and flemea
such Holder were the holder of one of a class efgpence shares in the capital of the IssiNsmtiOnal
Preference Shar@shaving an equal right to a return of assets énwinding-up or such administration, as the
case may be, and so rankipgri passuwith, the holders of Parity Obligations, but ramkijunior to the claims
of holders of all Senior Obligations (except aseotise provided by mandatory provisions of law), the
assumption that the amount that such Holder waileehto receive in respect of each Notional Praiee
Share on a return of assets in such winding-upichn administration, as the case may be, were an@negual
to the principal amount of the relevant Securitg any accrued and unpaid interest and any outstgidrears
of Interest.

Nothing in this Condition 3(a) shall affect or pretice the payment of the costs, charges, expeliegitities or
remuneration of the Trustee or the Agents or thhtsi and remedies of the Trustee or the Agentgspect
thereof.

Accordingly, and without prejudice to the rightstioé Trustee or the Agents, the claims of holdéedl Genior
Obligations will first have to be satisfied in amjnding-up or administration before the Holders negpect to
obtain any recovery in respect of their Securi@sl prior thereto Holders will have only limited ity to
influence the conduct of such winding-up or adriiai®n. See “Risk Factors — Risks related to tleeBities
generally — Limited Remedies”.

(b) Set-off

Subject to applicable law, no Holder or Couponholdey exercise, claim or plead any right of set-off
compensation or retention in respect of any amowrd to it by the Issuer in respect of, or arigimgler or in
connection with the Securities or the Coupons auth ¢lolder and Couponholder shall, by virtue oftakling

of any Security or Coupon, be deemed to have wadlleslich rights of set-off, compensation or ratant

4 Interest Payments

€)) Interest Rate

The Securities bear interest on their principal ama@t the applicable Interest Rate from (and idiclg) 16
March 2017 (théssue Dat@ in accordance with the provisions of this Coruité.

Subject to Condition 5, interest shall be payabietlve Securities semi-annually in arrear on eathrést
Payment Date as provided in this Condition 4.

(b) Interest Accrual

The Securities will cease to bear interest frond (grcluding) the date of redemption thereof pursuarthe
relevant paragraph of Condition 6 or the date bEttution thereof pursuant to Condition 7, asdase may be,
unless, upon due presentation, payment of all atsodure in respect of the Securities is not madeyhich
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event interest shall continue to accrue in respéatnpaid amounts on the Securities, both befoik after
judgment, and shall be payable, as provided ireti@sditions up to (but excluding) the RelevanteDat

Save as provided in Condition 4(c), where it isassary to calculate an amount of interest in respeany

Security for a period which is less than a completerest Period, such interest shall be calculatethe basis
of a 360-day year consisting of 12 months of 30sdegch and, in the case of an incomplete montmuhwer

of days elapsed.

Where it is necessary to calculate an amount efést in respect of any Security for a period ofertban one
Interest Period, such interest shall be the agtgegfahe interest payable in respect of a fulbtast Period plus
the interest payable in respect of the remainin@g@ealculated in the manner as aforesaid.

Interest in respect of any Security shall be calimd per U.S.$1,000 in principal amount thereok (th
Calculation Amoun). The amount of interest payable per CalculationoAnt for any period shall, save as
provided in Condition 4(c), be equal to the procafdahe relevant Interest Rate, the Calculation Ant@nd the
day count fraction as described in this Conditi¢in) 4or the relevant period, rounding the resulfiigyire to the
nearest cent (half a cent being rounded upwards).amount of interest payable in respect of eacur§g
shall be the aggregate of the amounts (determiméuei manner provided above) for each Calculatiorodnt
comprising the denomination of such Security withemy further rounding.

(c) First Fixed Interest Rate

For each Interest Period ending on or before th& Rieset Date, the Securities bear interest attieeof 4.750
per cent. per annum (tHérst Fixed Interest Ratg payable semi-annually in arrear in equal inseta of
U.S.$23.75 per Calculation Amount on the Interesinfent Dates in each year.

(d) Subsequent Fixed Interest Rates

For each Interest Period which commences on or #fteFirst Reset Date, the Securities bear interethe
relevant Subsequent Fixed Interest Rate. Suchesttshall be payable semi-annually in arrear onrterest
Payment Dates in each year and shall be calculstigjict to Condition 4(i) below, as follows:

Subsequent Fixed Interest Rate = 5 year Swap Rate + Margin
all as determined by the Agent Bank and where:

5 year Swap Rateneans the semi-annual mid-swap rate as displayedeoters screen “ICE SWAP 3” as at
11:00 a.m. (London time) (tHReset Screen Payen the day falling two Business Days prior to fingt day of
the relevant Reset Period (tReset Interest Determination Dake

If the 5 year Swap Rate does not appear on thet Beseen Page on the Reset Interest Determinatioe, Ehe
5 year Swap Rate will be the Reset Reference Badé &h such Reset tgst Determination Date;

Reset Reference Bank Ratmeans the percentage rate determined on the bhsie 5 year Swap Rate
Quotations provided by five leading swap dealerthiminterbank market (thReset Reference Bankso the
Agent Bank at approximately 11:00 a.m. (London Jiroe such Reset Interest Determination Date. léast
three quotations are provided, the 5 year Swap Réitbe the arithmetic mean of the quotationsinitiating
the highest quotation (or, in the event of equatibe of the highest) and the lowest quotationifahe event of
equality, one of the lowest);

The 5 year Swap Rate Quotatiomaeans, in respect of each Interest Period fallitgin a Reset Period, the
arithmetic mean of the bid and offered rates far semi-annual fixed leg (calculated on a 30/360 aaynt
basis) of a fixed-for-floating U.S. dollar intereste swap which (i) has a term of 5 years comnmgnon the
relevant Reset Interest Determination Date, (iinian amount that is representative of a singlesaction in
the relevant market at the relevant time with amewledged dealer of good credit in the swap mawded (iii)
has a floating leg based on then8ath LIBOR rate (calculated on an Actual/360 day count basis); and
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Margin means in respect of (i) the Reset Period endinfponexcluding) 16 September 2027, 2.pédcent.;
(i) each Reset Period which falls in the periodhozencing on (and including) 16 September 2027 awchg
on (but excluding) 16 September 2042, 2.824pat.; and (iii) each Reset Period which falls on or after 16
September 2042, 3.574 per cent.

If on any Reset Interest Determination Date onlg onnone of the Reset Reference Banks provide&dhet
Bank with 5 year Swap Rate Quotations as providedhe foregoing provisions of this paragraph, the
Subsequent Fixed Interest Rate shall be determaseskt out in the formula above but the 5 year SRatp
shall be the 5 year Swap Rate as at the last pregd&eset Date or, in the case of the first Restdrést
Determination Date, 2.176 per cent. and the Masgadl be the Margin in respect of the relevant RBseiod.

The Subsequent Fixed Interest Rate shall be detethas provided above in respect of each ReseidPanid,
as so determined, such rate shall apply to eaehelsit Period falling within that Reset Period.

For the purposes of this Condition 4(d), the AgBahk shall not be responsible to the Issuer omipthird
party as a result of the Agent Bank having relipdruor acted on any quotation or information giterit for

the purposes of calculating the Subsequent Fix¢erdst Rate or the Reset Reference Bank Rate which
subsequently may be found to be incorrect or inatetin any way or for any losses whatsoever riesuftom
acting in accordance therewith.

(e) Determination of Subsequent Fixed Interest Rate

The Agent Bank will, as soon as practicable aftér0OQ a.m. (London time) on each Reset Interest
Determination Date, determine the Subsequent Firtatest Rate in respect of each Interest Peribithda
within the relevant Reset Period.

)] Publication of Subsequent Fixed Interest Rates

The lIssuer shall cause notice of each Subsequertl Fhterest Rate determined in accordance with thi
Condition 4 in respect of each relevant Interesiodeo be given to the Trustee, the Paying Agemmy, stock
exchange on which the Securities are for the tigiaglisted or admitted to trading and, in accoodawith
Condition 17, the Holders, in each case as so@radicable after its determination but in any eveot later
than the fourth Business Day thereatfter.

(9) Agent Bank and Reset Reference Banks

With effect from the First Reset Date, the Issudl maintain an Agent Bank and five Reset RefereBeaks
where the Interest Rate is to be calculated byrerfe to them. The name of the initial Agent BanK &s
initial specified office is set out at the end loé$e Conditions.

The Issuer may, with the prior written approvalthod Trustee, from time to time replace the AgentlBwaith

another leading financial institution in Londonthe Agent Bank is unable or unwilling to contirntoeact as the
Agent Bank or fails duly to determine a Subsequered Interest Rate in respect of any Interestdéeas
provided in Condition 4(d), the Issuer shall foritimwappoint another leading financial institutiom liondon

approved in writing by the Trustee to act as suchs place. The Agent Bank may not resign itsefutir be
removed without a successor having been appoistedbaesaid.

(h) Determinations of Agent Bank Binding

All notifications, opinions, determinations, cedétes, calculations, quotations and decisionsngiegpressed,
made or obtained for the purposes of this Cond#idoy the Agent Bank shall (in the absence of Witfefault,

manifest error or negligence) be binding on thedssthe Agent Bank, the Trustee, the Paying Agantsall

Holders and Couponholders and (in the absenceoassafd) no liability to the Holders, the Couportens or
the Issuer shall attach to the Agent Bank in cotioeonith the exercise or non-exercise by it of afyits

powers, duties and discretions.
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0] Step-up after Change of Control Event

Notwithstanding any other provision of this Conditi4, if the Issuer does not elect to redeem tleeir8ies in
accordance with Condition 6(g) following the oceurce of a Change of Control Event, the then priegil
Interest Rate, and each subsequent Interest Regendse determined in accordance with the provisiginthis
Condition 4, on the Securities shall be increase8l per cent. per annum with effect from (and idaig) the
date on which the Change of Control Event occurred.

5 Optional Interest Deferral

€)) Deferral of Payments

The Issuer may, at its discretion, elect to defleorgpart of any Interest PaymentQeferred Interest Paymet
which is otherwise scheduled to be paid on an éstePayment Date by giving notice Daferral Notice of

such election to the Holders in accordance withdmm 17, the Trustee and the Principal Payingmigeot
more than 14 nor less than 7 Business Days pritdaelevant Interest Payment Date. Subject todifion

5(b), if the Issuer elects not to make all or phrany Interest Payment on an Interest Payment, Erega it will

not have any obligation to pay such interest orréievant Interest Payment Date and any such npmgat of
interest will not constitute an Event of Defaultasry other breach of its obligations under the Btes or for
any other purpose.

Arrears of Interest (as defined below) may be Batisat the option of the Issuer in whole or intgrany time
(the Optional Deferred Interest Settlement Datéollowing delivery of a notice to such effect giv by the
Issuer to the Holders in accordance with Condifi@dnthe Trustee and the Principal Paying Agentmate than
14 nor less than 7 Business Days prior to the aslie®ptional Deferred Interest Settlement Daterinfog
them of its election to so satisfy such Arreardndérest (or part thereof) and specifying the ratgvOptional
Deferred Interest Settlement Date.

Any Deferred Interest Payment shall itself beaeriest (such further interest together with the BeteInterest
Payment, beind\rrears of Interes}, at the Interest Rate prevailing from time todirnfrom (and including) the
date on which (but for such deferral) the Deferradrest Payment would otherwise have been due todxle
to (but excluding) the relevant Optional Deferratetest Settlement Date or, as appropriate, sur date on
which such Deferred Interest Payment is paid ir@tance with Condition 5(b), in each case suchhéurt
interest being compounded on each Interest PayDeget

Non-payment of Arrears of Interest shall not cdngtia default by the Issuer under the Securitieroany
other purpose, unless such payment is requiredcordance with Condition 5(b).

(b) Mandatory Settlement

Notwithstanding the provisions of Condition 5(alatimg to the ability of the Issuer to defer Inwr®ayments,
the Issuer shall pay any outstanding Arrears ofrést, in whole but not in part, on the first ocmg
Mandatory Settlement Date following the InteresyrRent Date on which a Deferred Interest Paymest fir
arose.

If a Mandatory Settlement Date does not occur ptiothe calendar day which is the fifth anniversafythe
Interest Payment Date on which the relevant Detetrgerest Payment first arose, it is the intentittrough not
an obligation, of the Issuer to pay all outstandi\gears of Interest (in whole, but not in part) gdme next
following Interest Payment Date.

6 Redemption

€)) Final Redemption

Unless previously redeemed or purchased and cedaall (pursuant to Condition 7) substituted, theugges
will be redeemed at their principal amount, togethith any accrued and unpaid interest and anytamting
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Arrears of Interest, on 16 September 2077. Ther8msumay not be redeemed at the option of theelssther
than in accordance with this Condition 6.

(b) Issuer’s Call Option

The Issuer may, by giving not less than 30 nor ntbae 60 days’ notice to the Trustee, the PrinciRmfing
Agent and, in accordance with Condition 17, theddo (which notice shall be irrevocable), rededrbat not
some only, of the Securities on (i) any date dutirgperiod commencing (and including) 16 June 2022nd
including) the First Reset Date and (ii) any Ins¢reayment Date thereafter at their principal arhtomether
with any accrued and unpaid interest up to (butuekicg) the redemption date and any outstandingas of
Interest. Upon the expiry of such notice, the Isshall redeem the Securities.

(c) Redemption for Certain Taxation Reasons

If, immediately prior to the giving of the noticeferred to below, a Tax Event or a Withholding Easent has
occurred and is continuing, then the Issuer mayestito having given not less than 30 nor more @ days’
notice to the Trustee, the Principal Paying Agemd,an accordance with Condition 17, the Holderfiglv
notice shall be irrevocable) and subject to Coodi8, redeem in accordance with these Conditioasatime
all, but not some only, of the Securities at (il Ji®r cent. of their principal amount (in the caba Tax Event
where such redemption occurs prior to the FirseRBste) or (ii) their principal amount (in the eadf a Tax
Event where such redemption occurs on or aftefFitet Reset Date or in the case of a Withholding Eaent
where such redemption occurs at any time), togethexach case, with any accrued and unpaid irtefeso
(but excluding) the redemption date and any outhtepArrears of Interest. Upon the expiry of suctice, the
Issuer shall redeem the Securities.

(d) Redemption for Rating Reasons

If, immediately prior to the giving of the noticeeferred to below, a Capital Event has occurred iand
continuing, then the Issuer may, subject to hagivgn not less than 30 nor more than 60 days’ adicthe
Trustee, the Principal Paying Agent and, in acaocdawith Condition 17, the Holders (which noticeltbe
irrevocable) and subject to Condition 8, redeeradoordance with these Conditions all, but not somig of
the Securities at any time at (i) 101 per centhefr principal amount (where such redemption cgqurior to
the First Reset Date) or (ii) their principal amb@where such redemption occurs on or after thst Reset
Date), together, in each case, with any accrueduapdid interest up to (but excluding) the redeorptate and
any outstanding Arrears of Interest. Upon the gxpirsuch notice, the Issuer shall redeem the Saur

(e) Redemption for Accounting Reasons

If, immediately prior to the giving of the noticeferred to below, an Accounting Event has occuered is

continuing, then the Issuer may, subject to hagivgn not less than 30 nor more than 60 days’ adiicthe
Trustee, the Principal Paying Agent and, in acaocdawith Condition 17, the Holders (which noticeltbe

irrevocable) and subject to Condition 8, redeeradoordance with these Conditions all, but not somig of

the Securities at any time at (i) 101 per centhefr principal amount (where such redemption cgqurior to

the First Reset Date) or (ii) their principal amb@where such redemption occurs on or after thst Reset
Date), together, in each case, with any accrueduapdid interest up to (but excluding) the redeorptate and
any outstanding Arrears of Interest. Upon the gxpirsuch notice, the Issuer shall redeem the Saur

® Redemption for Substantial Repurchase

If, immediately prior to the giving of the noticeferred to below, a Substantial Repurchase Evenbbeurred,
then the Issuer may, subject to having given rest than 30 nor more than 60 days’ notice to thet€a) the
Principal Paying Agent and, in accordance with Qtiord 17, the Holders (which notice shall be irrezble)
and subject to Condition 8, redeem in accordante tvese Conditions all, but not some only, of 8eeurities
at any time at their principal amount, togethehvany accrued and unpaid interest up to (but exapdhe
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redemption date and any outstanding Arrears ofdésteUpon the expiry of such notice, the Issuall sedeem
the Securities.

(9) Redemption for Change of Control Event

If, immediately prior to the giving of the noticeferred to below, a Change of Control Event hasimed and is
continuing, then the Issuer may, subject to hagivgn not less than 30 nor more than 60 days’ adicthe
Trustee, the Principal Paying Agent and, in acaocdawith Condition 17, the Holders (which noticeltbe
irrevocable) and subject to Condition 8, redeeradoordance with these Conditions all, but not somig of
the Securities at any time at their principal amptogether with any accrued and unpaid interestoufbut
excluding) the redemption date and any outstandimgars of Interest. Upon the expiry of such nqtittee
Issuer shall redeem the Securities.

7 Substitution or Variation

If an Accounting Event, a Capital Event, a Tax Bvena Withholding Tax Event (each Qubstitution or
Variation Even) has occurred and is continuing, then the Issuay, reubject to Condition 8 (without any
requirement for the consent or approval of the Eid§l and subject to its having satisfied the Teuste
immediately prior to the giving of any notice refat to herein that the provisions of this Conditfohave been
complied with, and having given not less than 30 more than 60 days’ notice to the Trustee, thadjal
Paying Agent and, in accordance with Conditionth&,Holders (which notice shall be irrevocable)amy time
either (i) substitute all, but not some only, of Becurities for, or (ii) vary the terms of the @#tes with the
effect that they remain or become (as the caselmpyQualifying Securities, and the Trustee shalbject to
the following provisions of this Condition 7 andbject to the receipt by it of the certificate ottHirectors of
the Issuer and, where relevant, the opinion ofaidwisers, each referred to in Condition 8 belowpado such
substitution or variation.

Upon expiry of such notice, the Issuer shall eithary the terms of or, as the case may be, sutsstihe
Securities in accordance with this Condition 7thesscase may be.

The Trustee agrees, at the expense of the Issuersd reasonable endeavours to assist the Issudein
substitution of the Securities for, or the variatiof the terms of the Securities so that they ramar as
appropriate, become, Qualifying Securities, proditleat the Trustee shall not be obliged to pardigpn, or
assist with, any such substitution or variationthe terms of the proposed Qualifying Securitiestro
participation in or assistance with such subsbttutr variation would impose, in the Trustee’s apin more
onerous obligations upon it or expose it to lidigs or reduce its protections. If the Trustee dusparticipate
or assist as provided above, the Issuer may retteei®ecurities as provided in Condition 6.

In connection with any substitution or variationancordance with this Condition 7, the Issuer shathply
with the rules of any stock exchange on which teeuSities are for the time being listed or admitiettading.

Any such substitution or variation in accordancéhvthe foregoing provisions following a Substitutior
Variation Event shall only be permitted if it dasst give rise to any other Substitution or Variativent with
respect to the Qualifying Securities.

Any such substitution or variation in accordancéhvthe foregoing provisions following a Substitutior
Variation Event shall only be permitted if it dasst result in the Qualifying Securities no longeirty eligible
for the same, or a higher amount of, “equity cfefit such other nomenclature that the Rating Agemay
then use to describe the degree to which an insmumxhibits the characteristics of an ordinaryehas is
attributed to the Securities on the date notiggvien to Holders of the substitution or variation.

In these ConditionQualifying Securitiesmeans securities that:

(@) are issued by the Issuer or any wholly-ownedatlior indirect finance subsidiary of the Issuéhva
guarantee of such obligations by the Issuer;
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(b) rank and (save in the case of a direct issuthéyssuer) benefit from a guarantee that rankelation
to the obligations of the Issuer under such seeariand/or such guarantee (as the case may be),
equally with the Securities arghiri passuin a winding-up or liquidation of the Issuer widiny Parity
Obligations of the Issuer;

(c) contain terms not materially less favourabléitdders than the terms of the Securities (as redsp
determined by the Issuer (in consultation with adependent investment bank or counsel of
international standing)) and which:

() provide for the same or a more favourable legeRate from time to time as applied to the
Securities immediately prior to such substitutionvariation and preserve the same Interest
Payment Dates;

(i) preserve the obligations (including the obtigas arising from the exercise of any right) of

the Issuer as to principal and as to redemptigcheSecurities, including (without limitation)
as to timing of, and amounts payable upon, such redemption;

(iii) preserve any existing rights under these Goms to any accrued interest, any Deferred
Interest Payments, any Arrears of Interest andodimgr amounts payable under the Securities
which, in each case, has accrued to Holders and not been paid;

(iv) do not contain terms providing for the mandgtdeferral of payments of interest and/or
principal; and

(v) do not contain terms providing for loss absmpthrough principal write-down or conversion
to ordinary shares; and

(d) are (i) listed on the Official List and admite¢o trading on the London Stock Exchange plc's
Regulated Market or (i) listed on such other sterkhange as is a Recognised Stock Exchange at that
time as selected by the Issuer and approved byrtrstee.

For the purposes of the definition of QualifyingcBeties:

Official List means the Official List of the Financial Conduaitifority acting under Part VI of the Financial
Services and Markets Act 2000; and

Recognised Stock Exchangeeans a recognised stock exchange as definedtiors@005 of the Income Tax
Act 2007 as the same may be amended from timerte &éind any provision, statute or statutory instmme
replacing the same from time to time.

8 Preconditions to Special Event Redemption, Changef Control Event Redemption, Substitution
and Variation

Prior to the publication of any notice of redemptjursuant to Condition 6 (other than redemptiorspant to
Condition 6(b)) or any notice of substitution origsion pursuant to Condition 7, the Issuer shaliv@r to the
Trustee a certificate in form and substance satmfp to the Trustee signed by two directors of kssuer
stating that the relevant requirement or circuntstagiving rise to the right to redeem, substitutevary is
satisfied, and where the relevant Special Eventires measures reasonably available to the Issume taken,
the relevant Special Event cannot be avoided bysger taking such measures. In relation to atisutisn or
variation pursuant to Condition 7, such certificataall also include further certifications that tbeteria
specified in paragraphs (a) to (d) of the defimtwf Qualifying Securities will be satisfied by tigualifying
Securities upon issue and that such determinatwer® reached by the Issuer in consultation with an
independent investment bank or coures® in the case of a substitution, variation oenegtion due to a Tax
Event, the opinion of tax advisers referred tohia tefinition of “Excluded Change”, if so requirby these
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Conditions, shall also be delivered to the Trustee addressed to the Trustee and the Issuer. Tiste&rmay
rely absolutely upon and shall be entitled to ateemh directors’ certificatand, where relevant, opinion
without any liability to any person for so doingdawithout any further inquiry as sufficient evidenof the
satisfaction of the conditions precedent set ousuoh paragraphs in which event it shall be comnauand
binding on the Holders and the Couponholders.

Any redemption of the Securities in accordance v@tndition 6(b), 6(c), 6(d), 6(e), 6(f) or 6(g) Hhhe
conditional on all outstanding Arrears of Interésting paid in full in accordance with the provisoof
Condition 5 on or prior to the date thereof, togetlith any accrued and unpaid interest up to €xatuding)
such redemption, substitution or, as the case reayasiation date.

The Trustee is under no obligation to ascertaintidreany Special Event or Change of Control Evant o
Change of Control or any event which could leadhi& occurrence of, or could constitute, any sucbcBp
Event, Change of Control Event or Change of Conlras occurred and, until it shall have actual Kedge or
express notice pursuant to the Trust Deed to th&ay, the Trustee may assume that no such Speeat,
Change of Control Event or Change of Control ohsother event has occurred.

9 Purchases and Cancellation

€) Purchases

The Issuer or any of its Subsidiaries may at amg tpurchase or procure others to purchase berdfifoa its
account Securities in any manner and at any pticeach case, purchases will be made together allith
unmatured Coupons and Talons appertaining theFbt Securities so purchased, while held by or dralbef
the Issuer or any of its Subsidiaries, shall nditlenthe Holder to vote at any meetings of the déok or
otherwise exercise any voting rights and shallbeodeemed to be outstanding for the purposes ofileging
quorums at meetings of the Holders or for votingamy Extraordinary Resolution or for the purposés o
Condition 14.

(b) Cancellation

All Securities redeemed or substituted by the Ispuesuant to Condition 6 or 7, as the case maytbgether
with all unmatured Coupons and unexchanged Talkelating thereto) will forthwith be cancelled. Ale&urities
purchased by the Issuer or any of its Subsidiariag be held, reissued, resold or, at the optioth@flssuer,
surrendered for cancellation (together with all atumed Coupons and all unexchanged Talons) toriheial
Paying Agent. Securities so surrendered shall heatled forthwith (together with all unmatured Conp and
unexchanged Talons attached). Any Securities serstdiered for cancellation may not be reissued swideand
the obligations of the Issuer in respect of anynsbecurities shall be discharged.

10 Payments
€) Method of Payment

0] Payments of principal, premium and interest wé¢ made against presentation and surrender
of Securities or the appropriate Coupons (as tke o#ay be) at the specified office of any of
the Paying Agents except that payments of inténestspect of any period not ending on an
Interest Payment Date will only be made againssgmation and either surrender or
endorsement (as appropriate) of the relevant SeuriSuch payments will be made by
transfer to a U.S. dollar account maintained bypigee with a bank in New York.

(i) Each Security should be presented for redemnptiogether with all unmatured Coupons
relating to it in respect of the Interest Periodsal fall prior to the First Reset Date, failing
which the amount of any such missing unmatured Goypr, in the case of payment not
being made in full, that proportion of the amoufsich missing unmatured Coupon which
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the sum of principal so paid bears to the totalgipal amount due) will be deducted from the
sum due for payment. Each amount of principal sdudied will be paid in the manner
mentioned above against surrender of the relevasgimg Coupon not later than five years
after the due date for the relevant payment ofoiad.

(iii) Upon the due date for redemption of any Ségurunmatured Coupons relating to such
Security in respect of any Interest Period commenan or after the First Reset Date
(whether or not attached) shall become void angayment shall be made in respect of them.
Where any Security is presented for redemptionawittall unmatured Coupons relating to it,
redemption shall be made only against the provigibsuch indemnity as the Issuer may
require.

(iv) On or after the Interest Payment Date for finel Coupon forming part of a Coupon sheet
issued in respect of any Securities, the Talon ifognpart of such Coupon sheet may be
surrendered at the specified office of the PrirlcRaying Agent in exchange for a further
Coupon sheet (and, where relevant, another Taloa farther Coupon sheet) (but excluding
any Coupons that may have become void pursuanpiai@n 13).

(b) Payments Subject to Fiscal Laws

Without prejudice to the terms of Condition 12, dlyments made in accordance with these Conditioalt be
made subject to any fiscal or other laws and reguls applicable in the place of payment. No consioiss or
expenses shall be charged to the Holders or Cowaeris in respect of such payments.

(c) Payments on Business Days

A Security or Coupon may only be presented for pantron a day which is a business day in the pléce o
presentation (and, in the case of payment by teartefa U.S. dollar account, on a day which is aifBess
Day). No further interest or other payment will iIneade as a consequence of the day on which thearglev
Security or Coupon may be presented for paymenerttds paragraph falling after the due date. lis th
Condition,business dayneans a day on which commercial banks and foreighange markets are open in the
relevant city.

11 Event of Default

€) Proceedings

If a default is made by the Issuer for a period4fdays or more in the payment of any principabidays or
more in the payment of any interest, in each casespect of the Securities and which is dueEaent of
Default), then the Issuer shall without notice from thastee be deemed to be in default under the Trusd De
the Securities and the Coupons and the Trusteks ablie discretion may, notwithstanding the pravisi of
Condition 11(b) but subject to Condition 11(c),tinge proceedings for the winding-up of the Issaad/or
prove in the winding-up of the Issuer and/or clainthe liquidation of the Issuer, for such paymand/or give
notice to the Issuer that the Securities are, hag shall immediately thereby become, due and payatttheir
principal amount together with any accrued and ishjiasterest up to (but excluding) such date and any
outstanding Arrears of Interest.

(b) Enforcement

The Trustee may at its discretion (subject to Ciomli11(c)) and without further notice institutechu
proceedings or take such steps or actions agaiedssuer as it may think fit to enforce any temetandition

binding on the Issuer under the Trust Deed, their8exs or the Coupons but in no event shall tlsaids, by
virtue of the institution of any such proceedingieps or actions, be obliged to pay any sum or samser than
the same would otherwise have been payable by it.
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(c) Entitlement of Trustee

The Trustee shall not be bound to take any of ttierss referred to in Condition 11(a) or 11(b) abagainst
the Issuer to enforce the terms of the Trust Dl Securities or the Coupons or take any othéoract step
unless (i) it shall have been so requested by ara@ixlinary Resolution of the Holders or in writiby the
Holders of at least one-quarter in principal amafrthe Securities then outstanding and (ii) itlishave been
indemnified and/or secured and/or prefunded tedtisfaction.

(d) Right of Holders

No Holder or Couponholder shall be entitled to pestdirectly against the Issuer or to institutecpealings for
the winding-up or claim in the liquidation of thesuer or to prove in such winding-up unless thesfBey
having become so bound to proceed, institute, poowaaim, fails to do so within a reasonable pet@amd such
failure shall be continuing, in which case the Hwoldr Couponholder shall have only such rightsregjahe
Issuer as those which the Trustee is entitled éoaése as set out in this Condition 11.

(e) Extent of Holders’ remedy

No remedy against the Issuer, other than as reféorén this Condition 11, shall be available te #rustee or
the Holders or Couponholders, whether for the recpef amounts owing in respect of the Securitiearaler
the Trust Deed or in respect of any breach by $kedr of any of its other obligations under oraspect of the
Securities, Coupons or under the Trust Deed.

12 Taxation

All payments of principal, premium and interestdsyon behalf of the Issuer in respect of the S&esrand the
Coupons shall be made free and clear of, and withdtihnholding or deduction for, or on account ofiya
present or future taxes, duties, assessments errgoental charges of whatever natui@xe9 imposed, levied,
collected, withheld or assessed by or within thétédhKingdom or any political subdivision or anytlaority
thereof or therein having power to tax, unless swithholding or deduction is required by law. Iratrevent,
the Issuer shall pay such additional amouAtd(tional Amountg as shall result in receipt by the Holders and
the Couponholders of such amounts as would have feeeived by them had no such withholding or déduc
been required, except that no such Additional Ant@shall be payable with respect to any Securi@aupon:

€)) Other connection to, or to a third party on behalf of, a Holder@ouponholder who is liable to such
Taxes in respect of such Security or Coupon byorea$ his having some connection with the United
Kingdom other than a mere holding of such Secwrit¢oupon; or

(b) Presentation more than 30 days after the Relevantdde: presented for payment more than 30 days
after the Relevant Date except to the extent timtHolder or Couponholder thereof would have been
entitled to such Additional Amounts on presentinipi payment on the thirtieth day.

References in these Conditions to principal, premilmnterest Payments, Deferred Interest Paymemtsars of
Interest and/or any other amount in respect ofésteshall be deemed to include any Additional Amswvhich
may become payable pursuant to the foregoing pomssor any undertakings given in addition theratan
substitution therefor pursuant to the Trust Deed.

Notwithstanding anything to the contrary contaifetein, the Issuer shall be entitled to withhold aeduct
any amounts required to be deducted or withhetéspect of payment of principal and/or interest enbgit in
respect of the Securities and the Coupons purdoaam agreement described in Section 1471(b) ol
Internal Revenue Code of 1986, as amendeddtus or otherwise imposed pursuant to Sections 14t
1474 of the Code (or any regulations thereundeofficial interpretations thereof) or an intergoverental
agreement between the United States and anothsgligiion facilitating the implementation thereof @ny law
implementing such an intergovernmental agreemeat)y (such withholding or deduction, BATCA
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Withholding), and the Issuer shall not be required to pay adgitional amounts in respect of FATCA
Withholding.

13 Prescription

Claims in respect of Securities and Coupons (wfactthis purpose shall not include Talons) will beee void
unless presented for payment within a period ofy&érs in the case of Securities and (subject todifion
10(a)(ii)) five years in the case of Coupons frone tRelevant Date relating thereto. There shall be n
prescription period for Talons but there shall betincluded in any Coupon sheet issued in exchimgeTalon
any Coupon the claim in respect of which would big\pursuant to this Condition 13 or Condition Q@

14 Meetings of Holders, Modification, Waiver and Shstitution

The Trust Deed contains provisions for conveningtngs of Holders to consider any matter affectimgjr
interests, including the sanctioning by Extraordin@esolution (as defined in the Trust Deed) ofaification
of any of these Conditions or any provisions of Thest Deed. Such a meeting may be convened byerold
holding not less than 10 per cent. in principal amaf the Securities for the time being outstagdin

The quorum at any such meeting for passing an &xtirgary Resolution shall be two or more persoridihg
or representing a clear majority in principal amoahthe Securities for the time being outstandiolgat any
adjourned meeting two or more persons being oresgmting Holders whatever the principal amounthef t
Securities so held or represented, except thatyatreeeting the business of which includes the neatibn of
certain of these Conditions (includingter alia, the provisions regarding subordination refergeahtCondition
3, the terms concerning currency and due datepdgment of principal, any applicable premium oretest
Payments in respect of the Securities and redumingancelling the principal amount of any Secusitiany
applicable premium or the Interest Rate) and acem#tier provisions of the Trust Deed as set ouhéTrust
Deed, the quorum shall be two or more persons m@ldr representing not less than two-thirds, oarat
adjourned such meeting not less than one-thirdprincipal amount of the Securities for the timenigei
outstanding.

The agreement or approval of the Holders shalbeatequired in the case of any variation of thesedions
and/or the Trust Deed required to be made in tleeitistances described in Condition 7 in conneatiith the
substitution or variation of the terms of the Sé@s so that they become Qualifying Securities] amwhich
the Trustee has agreed pursuant to the relevavisimes of Condition 7.

An Extraordinary Resolution passed at any meetingabders will be binding on all Holders, whethar rot
they are present at the meeting, and on all Cougldars.

The Trust Deed provides that a resolution in wgitsigned by or on behalf of the holders of not thss 90 per
cent. in principal amount of the Securities outdiag shall for all purposes be as valid and effectis an
Extraordinary Resolution passed at a meeting ofiétsl duly convened and held. Such a resolutionritingy

may be contained in one document or several doctsirethe same form, each signed by or on behaihefor
more Holders.

The Trustee may agree, without the consent of thldefis or Couponholders, to (i) any modificationttoése
Conditions or of any other provisions of the TrDsed or the Paying Agency Agreement which is ihezase,
in the opinion of the Trustee, of a formal, minortechnical nature or is made to correct a mandesir, and
(i) any other modification to (except as mentioriedhe Trust Deed), and any waiver or authorisatibany
breach or proposed breach by the Issuer of, atlyese Conditions or of the provisions of the TiDsed or the
Paying Agency Agreement which is, in the opiniorth# Trustee, not materially prejudicial to theenassts of
the Holders (which will not include, for the avoid of doubt, any provision entitling the Holdeosrtstitute
proceedings for the winding-up of the Issuer whicimore extensive than those set out in Conditign Any
such modification, authorisation or waiver shallleding on the Holders and the Couponholders armth s
modification shall be notified to the Holders asrsas practicable.

39



The Trust Deed contains provisions permitting thesfiee to agree, subject to the Trustee beindiedtthat the
interests of the Holders will not be materiallyjpdiced by the substitution and to such amendmetiteoTrust
Deed and such other conditions as the Trustee reqyire but without the consent of the Holders or
Couponholders, to the substitution on a subordihbssis equivalent to that referred to in Condgi@rand 3 of
certain other entities (any such entity§abstituted Obligor in place of the Issuer (or any previous Subsdut
Obligor under this Condition) as a new principabtde under the Trust Deed, the Securities, the Gosi@nd
the Talons.

In connection with any proposed substitution agesfaid and in connection with the exercise of iitsts,
powers, authorities and discretions (including bat limited to those referred to in this Condititd), the
Trustee shall have regard to the general inteiastee Holders as a class but shall not have retarttie
consequences of such substitution or such exeimisedividual Holders or Couponholders. In conmattwith
any substitution or such exercise as aforesaidilaider or Couponholder shall be entitled to claimether
from the Issuer, the Substituted Obligor or thestea or any other person, any indemnification gt in
respect of any tax consequence of any such sufmstitar any such exercise upon any individual Hodder
Couponholders except to the extent already providedondition 12 and/or any undertaking given imi&idn
thereto or in substitution therefor pursuant tofhgst Deed.

Any such moaodification, waiver, authorisation or stifotion shall be binding on all Holders and all
Couponholders and, unless the Trustee agrees ateerany such modification or substitution shallnotified
to the Holders in accordance with Condition 17@msas practicable thereafter.

15 Replacement of the Securities, Coupons and Taken

If any Security, Coupon or Talon is lost, stolenytilated, defaced or destroyed it may be replasabject to
applicable laws, regulations and stock exchangsthmr relevant authority regulations, at the spetibffice of

the Principal Paying Agent as may from time to tibeedesignated by the Issuer for the purpose aticenaf
whose designation is given to Holders, on paymegrthb claimant of the fees and costs incurred imegtion
therewith and on such terms as to evidence, sgami indemnity (which may provideter alia, that if the
allegedly lost, stolen or destroyed Security, Coupo Talon is subsequently presented for paymenathe
case may be, for exchange for further Couponsethlgall be paid to the Issuer on demand the anpayatble

by the Issuer in respect of such Securities, Cosipanfurther Coupons) and otherwise as the Issu®r m
require. Mutilated or defaced Securities, CouponsTalons must be surrendered before any replacement
Securities, Coupons or Talons will be issued.

16 Indemnification of the Trustee

The Trust Deed contains provisions for the inderoaiion of, and/or provision of security and/or foreling
for, the Trustee and for its relief from respongipiincluding provisions relieving it from takingny actions or
steps or instituting any proceedings unless indeshand/or secured and/or prefunded to its satisia. The
Trustee is entitled to enter into business tramwaswith the Issuer and any entity related tol#seler without
accounting for any profit. The Trustee may relyhwilt liability to Holders or Couponholders on aaep
confirmation or certificate or any advice of ang@auantants, financial advisers, financial institatiar any other
expert, whether or not addressed to it and whetieér liability in relation thereto is limited (bys terms or by
any engagement letter relating thereto entered biytthe Trustee or in any other manner) by refexetoca
monetary cap, methodology or otherwise. The Trustag accept and shall be entitled to rely on archsu
report, confirmation or certificate or advice andths report, confirmation or certificate or advideak be
binding on the Issuer, the Trustee and the Holders.

17 Notices

Notices to Holders will be valid if published indaily newspaper having general circulation in Lamdehich
is expected to be thBinancial Time$ or, if in the opinion of the Trustee such pubiica shall not be
practicable, in another leading daily English |laage newspaper of general circulation in Europe. sngh
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notice shall be deemed to have been given on tieeoflauch publication or, if published more thacey on the
first date on which publication is made. Couponkoddwill be deemed for all purposes to have naticthe
contents of any notice given to the Holders in edance with this Condition.

18 Further Issues

The Issuer may from time to time without the conseinthe Holders or the Couponholders create asdeis
further Securities rankingari passuin all respects (or in all respects save for thtedrom which interest
thereon accrues and the amount of the first payrogiriterest on such further Securities) and s¢ sheh
further issue shall be consolidated and form alsisgries with the outstanding Securities. Any sBehurities
shall be constituted by a deed supplemental tdnthst Deed.

19 Agents

The initial Paying Agents and their initial speeioffices are listed below. The Issuer reservesitt, subject
to the approval of the Trustee, at any time to \@ryerminate the appointment of any Paying Agert &
appoint additional or other Paying Agents, provitteat it will:

€)) at all times maintain a Principal Paying Agemt

(b) whenever a function expressed in these Comditio be performed by the Agent Bank or by the Rese
Reference Banks falls to be performed, appoint @mdso long as such function is required to be
performed) maintain an Agent Bank and/or, as apfatsy Reset Reference Banks.

Notice of any such termination or appointment ahdny change in the specified offices of the Payhugnts

will be given to the Holders in accordance with @ition 17. If any of the Agent Bank or the Prindiaying

Agent is unable or unwilling to act as such ot fails to make a determination or calculation tireowise fails

to perform its duties under these Conditions orRaging Agency Agreement (as the case may be)listher

shall appoint, on terms acceptable to the Truste@dependent financial institution acceptablth&Trustee to
act as such in its place. All calculations and meteations made by the Agent Bank or the Principaying

Agent in relation to the Securities shall (savéhia case of manifest error) be final and bindinghenissuer, the
Trustee, the Paying Agents, the Holders and thep@uuwolders.

20 Governing Law

The Trust Deed, the Securities, the Coupons and@latoms and any non-contractual obligations arisingof or
in connection with them are governed by, and ghaltonstrued in accordance with, the laws of Enfkave
for the provisions contained in Condition 3(a) whshall be governed by the laws of Scotland.

21 Contracts (Rights of Third Parties) Act 1999

No person shall have any right to enforce any terncondition of the Securities by virtue of the @aats
(Rights of Third Parties) Act 1999.

22 Definitions
In these Conditions:

an Accounting Eventshall be deemed to occur if, as a result of a ghan accounting principles which
becomes effective on or after 16 March 2017, but atberwise, the obligations of the Issuer under th
Securities must not or may no longer be recordeal ‘fi@ancial liability” in the next following autitd annual
consolidated financial statements of the Issuepamerl in accordance with IFRS or any other accognti
standards that the Issuer may adopt in the futuréhe preparation of its audited annual consdadiddinancial
statements in accordance with United Kingdom company law;

Additional Amountshas the meaning given to it in Condition 12;
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Agent Bankhas the meaning given to it in the preamblghése Conditions;
Agentsmeans the Principal Paying Agent, the Agent Bank and the Paying Agents or any of them;
Arrears of Interesthas the meaning given to it in Condition 5(a);

Business Daymeans a day, other than a Saturday, Sunday oicgutliday, on which commercial banks and
foreign exchange markets are open for general business in London and New York;

Calculation Amounthas the meaning given to it in Condition 4(b);

a Capital Eventshall be deemed to occur if the Issuer has redesed confirmed in writing to the Trustee that
it has so received, confirmation from any RatingeAgy of a change in its assessment criteria whéclornes
effective on or after 16 March 2017 (or, if lateffective after the date on which the Securities @ssigned
“equity credit” by a Rating Agency for the firstte) and as a result of which, but not otherwise,Shcurities
will no longer be eligible for the same, or a highenount of, “equity credit” (or such other nomextate that
the Rating Agency may then use to describe theegeigrwhich an instrument exhibits the characiessif an
ordinary share) as was attributed to the Securitighe Issue Date (or if “equity credit” is nos@med to the
Securities by the relevant Rating Agency on thadd3ate, at the date on which “equity credit” isigised by
such Rating Agency for the first time)

a Change of Control Evenshall be deemed to occur if:
€)) a Change of Control occurs; and

(b) on the date (th&elevant Announcement Da}ethat is the earlier of (1) the date of the fipstblic
announcement of the relevant Change of Control (@hdhe date of the earliest Relevant Potential
Change of Control Announcement (if any), any ofiggier’s senior unsecured obligations Eeaior
Unsecured Obligationscarry:

0] a credit rating from any Rating Agency and #heccurs, within the Change of Control Period,
a Change of Control Rating Downgrade; or

() no credit rating and a Change of Control NegaRating Event occurs within the Change of
Control Period,

provided that an event shall be deemed not to bWehange of Control if, notwithstanding the

occurrence of a Change of Control Rating Downgrada Change of Control Negative Rating Event,
the rating assigned to the Senior Unsecured Omigmtby any Rating Agency is subsequently
increased to, or, as the case may be, there ignaskito the Senior Unsecured Obligations an
investment grade credit rating (BBB-/Baa3 or thespective equivalents for the time being) or bette
within the Change of Guarol Period; and

(c) in making any decision to downgrade or withdrawredit rating pursuant to paragraphs (1) and (Il
above or not to award a credit rating of at leasestment grade as described in paragraph (ifef t
definition of Change of Control Negative Rating Byghe relevant Rating Agency announces publicly
or confirms in writing to the Issuer or the Trusthat such decision(s) resulted, in whole or int,par
from the occurrence of the Change of Control or Relevant Potential Change of Control
Announcement.

For the purposes of the definition of a Changeaitél Event:

a Change of Controlmeans the occurrence of an event whereby anymp@rsany persons acting in
concert (as defined in the City Code on Takeoveis lergers), other than a holding company (as
defined in Section 1159 of the Companies Act 20®@raended) whose shareholders are or are to be
substantially similar to the pre-existing shareleodof the Issuer, shall become interested (withén
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meaning of Part 22 of the Companies Act 2006 asxda®® in (A) more than 50 per cent. of the issued
or allotted ordinary share capital of the Issue(B)rshares in the capital of the Issuer carryimyen
than 50 per cent. of the voting rights normallyreisable at a generalaating of the Issuer;

a Change of Control Negative Rating Eveshall be deemed to have occurred if at such tisnthere

is no rating assigned to the Senior Unsecured @Xbigs by a Rating Agency (i) the Issuer does not,
either prior to, or not later than 21 days aftee bccurrence of the Change of Control seek, and
thereafter throughout the Change of Control Peuisg all reasonable endeavours to obtain, a rafing o
any of the Senior Unsecured Obligations or (ithg Issuer does so seek and use such endeavasrs, it
unable to obtain such a rating of at least investrgeade (BBB-/Baa3, or their respective equivadent
for the time being) by the end of the Change oft@rPeriod, provided that in either case, theratis
least one Rating Agency in operation at such timenfwhom to obtain such a rating. If there is no
Rating Agency so in operation no Change of Control Negative Rating Event shall be deemed to occur;

Change of Control Periodneans the period commencing on the Relevant Arcesuant Date and
ending 90 days after the Change of Control (or slodyer period for which any of the Senior
Unsecured Obligations are under consideration (soctsideration having been announced publicly
within the period ending 90 days after the Charfgéamtrol) for rating review or, as the case may be
rating by a Rating Agency, such period not to edcg@ days after the public announcement of such
consideration);

a Change of Control Rating Downgradshall be deemed to have occurred in respect dism@® of
Control if the then current rating assigned to $smior Unsecured Obligations by any Rating Agency
at the invitation of the Issuer (or where therendsrating from any Rating Agency assigned at the
invitation of the Issuer, the then current ratifgy) assigned to the Senior Unsecured Obligation
any Rating Agency of its own volition) is withdraver reduced from an investment grade rating
(BBB-/Baa3, or their respective equivalents for timee being, or better) to a non-investment grade
rating (BB+/Bal, or their respective equivalentstfee time being, or worse) or, if the Rating Aggnc
shall then have already rated the Senior UnsedDi®idjations below investment grade (as described
above), the rating is lowered one full rating catgg(from BB+/Bal to BB/Ba2 or such similar
lowering) or more; and

Relevant Potential Change of Control Announcemameans any public announcement or statement
by the Issuer, any actual or potential bidder or atviser acting on behalf of any actual or potdnti
bidder relating to any potential Change of Contwblere within 180 days following the date of such
announcement or statement, a Change of Control occurs;

a Compulsory Arrears of Interest Settlement Evesttall have occurred if:

(i)

(ii)

a dividend (either interim or final), other tfibution or payment was validly resolved on, desth

paid or made in respect of (a) ordinary shareheflssuer, (b) any obligations of the Issuer which
rank or are expressed to rapdri passuwith the ordinary shares of the Issuer or (c) ab§gations

of any Subsidiaries of the Issuer benefiting froguarantee or support agreement entered into by the
Issuer which ranks, or is expressed to rguatj passuwith the ordinary shares of the Issuer, except
where (x) such dividend, other distribution or payrhwas required to be resolved on, declared, paid
or made in respect of any stock option plans orleyegs’ share schemes of the Issuer or (y) the
Issuer is obliged under the terms of such secsrittiemake such dividend, distribution or other

payment; or
a dividend (either interim or final), othergtiiibution or payment was validly resolved on, deetl,
paid or made in respect of any Parity Obligatiofisthee Issuer, except where such dividend,

distribution or payment was required to be declapEdd or made under the terms of such Parity
Obligations of the Issuer; or
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(iii) the Issuer has redeemed, repurchased or wiberacquired (a) any ordinary shares of the Issuer
(b) any obligations of the Issuer which rank or expressed to ranpari passuwith the ordinary
shares of the Issuer or (c) any obligations of &upsidiaries of the Issuer benefiting from a
guarantee or support agreement entered into bissiuer which ranks, or is expressed to rgoaki
passuwith the ordinary shares of the Issuer, exceptra/i{®g) such repurchase or acquisition was
undertaken in respect of any stock option plansnoployees’ share schemes of the Issuer or (y) the
Issuer is obliged under the terms of such secaritienakesuch repurchase or acquisition; or

(iv) the Issuer, or any Subsidiary of the Issuers hedeemed, repurchased or otherwise acquired any
Parity Obligations of the Issuer, except where gufh redemption, repurchase or acquisition is
effected as a public cash tender offer or publctherge offer at a purchase price per security which
is below its par value or (y) the Issuer, or anpsdiary of the Issuer, is obliged under the teohs
such securities to make such redemption, repurchase or acquisition;

Conditionsmeans these terms and conditions of the Securities, as amended from time to time;
Couponhas the meaning given to it in the preamble to these Conditions;

Couponholderas the meaning given to it in the preamble to these Conditions;

Deferred Interest Paymeritas the meaning given to it in Condition 5(a);

Excluded Changemeans the taking effect or enactment of legistatibiich limits by reference to a specified
measure of earnings the tax relief that companas daim for their UK interest expenses, except in
circumstances where, in the opinion of indepentientidvisers of international repute appointedhegylssuer,
the disallowance referred to in paragraph (i) ef definition of “Tax Event” results from the legisbn being
enacted in a form which is not identical in all erél respects to Schedule 1 of the draft Finantle2B17
published on 26 January 2017;

First Fixed Interest Ratéhas the meaning given to it in Condition 4(c);

First Reset Dateneans 16 September 2022

Holder has the meaning given to it in the preamble to these Conditions;

IFRS means International Financial Reporting Standards as adopted by the EU;

Interest Paymentmeans, in respect of an Interest Payment Date,atheunt of interest payable on the
presentation and surrender of the Coupon for tlegaat Interest Period in a@dance with Condition 4;

Interest Payment Dateneans 16 March and 16 September in each year, eoning on (and including) 16
September 2017

Interest Periodmeans the period beginning on (and including)ltsae Date and ending on (but excluding) the
first Interest Payment Date and each successivedpbeginning on (and including) an Interest Paytrigate
and ending on (but excluding) the next succeeding Interest Payment Date;

Interest Ratemeans the First Fixed Interest Rate and/or eatisesuient Fixed Interest Rate, as the case may
be;

Issue Datehas the meaning given to it in Condition 4(a);
Issuermeans SSE plc;

Mandatory Settlement Datmeans the earlier of:

0) the date on which a Compulsory Arrears of lagerSettlement Event occurs; or
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(i) the date on which the Securities are redeeang@paid in accordance with Condition 3, Conditgar
Condition 11;

Parity Obligationsmeans (if any) (i) the most junior class of prefere share capital in the Issuer and any other
obligations of the Issuer, issued directly or iedtty by it, which rank, or are expressed to rgua(j passuwith

the Securities or such preference shares anchgiipbligations of any Subsidiaries of the Issuerdfiéing from

a guarantee or support agreement entered intoeblgsiner which ranks, or is expressed to rpak, passuwith

the Securities or such preference shares;

For the avoidance of doubt, Parity Obligations umbé the Issuer's £750,000,000 Capital Securiti€&N]
XS1196714429), the lIssuer's U.S.$700,000,000 dapecurities (ISIN XS0829351690), the Issuer's
€750,000,000 Capital Securities (ISIN XS082934358&) Issuer’s €600,000,000 Capital Securities NtSI
XS1196713298) and the Issuer's £300,000,000 Capéadlrities due 2077 (ISIN: XS1572349865)

Paying Agency Agreemeihias the meaning given to it in the preamble to these Conditions;
Paying Agentshas the meaning given to it in the preamble to these Conditions;

Principal Paying Agenthas the meaning given to it in the preamble tedheonditions
Qualifying Securitieshas the meaning given to it in Condition 7;

Rating Agencymeans Standard & Poor’s Rating Services, a divisioThe McGraw-Hill Companies, Inc. or
any of its subsidiaries and their successors ordWednvestors Service, Inc. or any of its subgidsand their
successors or any rating agency substituted foroatlyem (or any permitted substitute of them) g tssuer
from time to time with the prior written approval of the Trustee;

Relevant Datemeans (i) in respect of any payment other thamate be paid by the Issuer in a winding-up or
administration of the Issuer, the date on whichhspayment first becomes due and payable but, iffulie
amount of the moneys payable on such date haseeat teceived by the Principal Paying Agent or thestEe
on or prior to such date, the Relevant Date mdamsiate on which such moneys shall have been siveec
and notice to that effect shall have been givethédHolders in accordance with Condition 17, adr(irespect

of a sum to be paid by the Issuer in a winding-updministration of the Issuer, the date whichrie day prior

to the date on which an order is made or a reswluis passed for the winding-up or, in the caserof
administration, one day prior to the datewhich any dividend is distributed;

Reset Dateneans the First Reset Date and each date falling on the fifth anniversary of the First Reset Date;
Reset Periodneans the period from one Reset Date to (but excluding) the next following Reset Date;

Reset Reference Bank®means five major banks in the interbank markdtandon as selected by the Agent
Bank, after consultation with the Issuer;

Securitieshas the meaning given to it in the preamble to these Conditions;

Senior Obligationsmeans all obligations of the Issuer, issued direat indirectly by it, other than Parity
Obligations and the ordinary share capital of the Issuer;

Special Evenimeans any of an Accounting Event, a Capital Eve@ubstantial Repurchase Event, a Tax Event
or a Withholding Ta Event or any combination of the foregoing;

Subsequent Fixed Interest Rates the meaning given to it in Condition 4(d);
Subsidiarymeans a subsidiary within the meaning of Section 1159 of the Companies Act 2006;

Substantial Repurchase Everghall be deemed to occur if prior to the givingtbé relevant notice of
redemption the Issuer repurchases (and effectesmonding cancellations) or redeems Securitiesspeact of
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80 per cent. or more in the principal amount of Sexurities initially issued (which shall for thisirpose
include any further Securities issued pursuant to Condition 18);

Substitution or Variation Evenhas the meaning given to it in Condition 7;
Talonshas the meaning given to it in the preamble to these Conditions;

a Tax Eventshall be deemed to have occurred if as a resudt Tix Law Change (other than, in the case of
paragraph (i) below, as a result of an Excludedh@ba

0] in respect of, or as a result of, the Issuaftdigation to make any Interest Payment on the next
following Interest Payment Date, the Issuer woustllve entitled to claim a deduction in computirgg it
taxation liabilities in the United Kingdom or suehmtitlement is materially reduced or materially
delayed (alisallowancg;

(i) the Securities are prevented from being #dais loan relationships for United Kingdom taxposes;
or
(iii) in respect of the Issuer’s obligation to neakny Interest Payment on the next following Irdere

Payment Date, where a deduction arises in respscich Interest Payment the Issuer would not to any
material extent be entitled to have such deduaaragainst the profits of companies with whicts it
grouped for applicable United Kingdom tax purpasesether under the group relief system current as
at 16 March 2017 or any similar system or systemsry like effect as may from time to time exist)
otherwise than as a result of a disallowance wifh)jn

and, in each case, the Issuer cannot avoid thgdorg in connection with the Securities by takingasures
reasonably available to it, provided measures redsp available to the Issuer shall not includeating a
disallowance provided for in (i) above to any othempany or security

Tax Law Changemeans a change in or proposed change in, or aneridmproposed amendment to, the laws
or regulations of the United Kingdom or any poltisubdivision or any authority thereof or therkaving the
power to tax, including any treaty to which the tddiKingdom is a party, or any change in the apptia of
official or generally published interpretation afch laws or regulations, including a decision of aourt or
tribunal, or any interpretation or pronouncementahy relevant tax authority that provides for aifpms with
respect to such laws or regulations or interpratatihereof that differs from the previously genlgrakcepted
position in relation to similar transactions, whidlenge or amendment becomes, or would becometieffen

or after 16 March 2017

Trust Deedhas the meaning given to it in the preamble to these Conditions;

Trusteehas the meaning given to it in the preamble to these Conditions;

United Kingdommeans the United Kingdom of Great Britain and Northern Ireland,

U.S. Dollar, U.S.$or centmeans théawful currency of the United States of America; and

a Withholding Tax Eventshall be deemed to occur if as a result of a Taw Change, in making any payments
on the Securities, the Issuer has paid or will ould on the next Interest Payment Date be requmephy
Additional Amounts on the Securities and the Issoannot avoid the foregoing in connection with the
Securities by taking measures reasonably avaitabite

Unless (a) the rating assigned by Standard & Potwr'the Issuer is at least “A-" (or such similar menclature
then used by Standard & Poor’s) and the Issueff ihe view that such rating would not fall belowstkevel as
a result of such redemption or repurchase; or (b) the Securities are not assigned an “equity credit” (or such
similar nomenclature then used by Standard & Poors), at the time of such redemption or repurchase; or (c) in
the case of a repurchase, such repurchase is immaount necessary to allow the Issuer's aggregateipal
amount of hybrid capital remaining outstanding aftach repurchase to remain below the maximum aggee
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principal amount of hybrid capital to which Standa& Poor’s would assign equity content under iteyailing
methodology, the Issuer intends (without therelsursng a legal obligation), during the period froemnd
including the issue date of the Securities to butugling the Reset Date falling on 16 Septembe@2vthe
event of:

0] an early redemption of the Securities pursuantondition 6(b), or

(in) a repurchase of the Securities of more thanl(@ per cent. of the aggregate principal amounthef
relevant Securities originally issued in any perwmfd12 consecutive months or (b) 25 per cent. ef th
aggregate principal amount of the relevant Secesitbriginally issued in any period of 10 conseeutiv
years,

to redeem or repurchase such Securities only te#tent that such part of the aggregate principaloant of
the relevant Securities to be redeemed or repumthas was characterised as equity by Standard &'Ba
the time of their issuance (but taking into accoany changes in hybrid capital methodology or aroth
relevant methodology or the interpretation thersifce the issuance of the Securities) does notedxsech
part of the net proceeds which is received by #seidr or any subsidiary of the Issuer during th@-déy
period prior to the date of such redemption or nehwase from the sale or issuance by the Issuermyr a
subsidiary of the Issuer to third party purchaséother than subsidiaries of the Issuer) of secesitas is
characterised by Standard & Poor’s, at the timesale or issuance, as equity
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TERMS AND CONDITIONS OF THE STERLING SECURITIES

The following, except for paragraphs in italicsgeahe terms and conditions of the Securities whithbe
endorsed on each Security in definitive form §tiex).

The issue of the £300,000,000 Capital SecuritieslduSeptember 2077 (tBecurities which expression shall,
unless the context otherwise requires, includefartiier securities issued pursuant to Conditiomi@ forming

a single series with the Securities) of SSE ple lgbuer) was authorised by resolutions of the board afalors

of the Issuer (thBoard of Directorg passed on 8 November 2016. The Securities argituged by a trust deed
(theTrust Deed dated 16 March 2017 between the Issuer and BNNokl€orporate Trustee Services Limited
(the Trusteg which expression shall include all persons fartime being the trustee or trustees under the Trus
Deed) as trustee for the holders of the SecurftfesHolders). These terms and conditions (as amended from
time to time) (theConditiong include summaries of, and are subject to, thaileet provisions of the Trust
Deed, which includes the forms of the Securitied ahthe interest coupons (til@upons which expression
includes, where the context so permits, talonduther Coupons (th&alons)) and the Talons appertaining to
Securities in definitive form. Copies of (i) the Trust Deed; and (ii) the paying agency agreement (thd?aying
Agency Agreemeitdated 16 March 2017 relating to the Securitigs/éen the Issuer, The Bank of New York
Mellon, London Branch as the initial principal pagiagent and agent bank (fdencipal Paying Agentand the
Agent Bank respectively, which expressions shall include amgcessor thereto) and the other initial paying
agents named therein (together with the Princigslirigy Agent, thePaying Agents which expression shall
include the Paying Agents for the time being) drelTrustee are available for inspection during blsusiness
hours at the principal office of the Trustee (pntlseat One Canada Square, London E14 5AL) andhat t
specified offices of each of the Paying Agents. Huotders and the holders of the Coupons (whetharobr
attached to the relevant Securities) (@@uponholder} are entitled to the benefit of, are bound by, arel
deemed to have notice of, all the provisions of Thest Deed, and are deemed to have notice of those
provisions applicable to them of the Paying Agef\gyeement.

1 Form, Denomination and Title

€) Form and Denomination

The Securities are serially numbered and in bdarer in the denominations of £100,000 and integraltiples
of £1,000 in excess thereof, up to and including3£000, each with Coupons and one Talon attachéssae.
No definitive Securities will be issued with a damipation above £199,000. Securities of one dendinima
may not be exchanged for Securities of any otheouhination.

(b)  Title

Title to the Securities, Coupons and each Talosgsaby delivery. The holder of any Security, Coupofialon
will (except as otherwise required by law) be tedaas its absolute owner for all purposes (whetherot it is
overdue and regardless of any notice of ownershigt or any interest in it, any writing on it, its theft or
loss) and no person will be liable for so treating holder.

2 Status

The Securities and Coupons constitute direct, wmedcand subordinated obligations of the Issuerankipari
passu and without any preference among themselves. Tgletsr and claims of the Holders and the
Couponholders are subordinated as described initGona.

3 Subordination

€) General

In the event of:
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0] an order being made, or an effective resolutieing passed, for the winding-up of the Issuecdpk
in any such case, a solvent winding-up solely f@ purposes of a reorganisation, reconstruction,
amalgamation or the substitution in place of theids of a “successor in business” (as definedén th
Trust Deed) of the Issuer, the terms of which rapigation, reconstruction, amalgamation or
substitution (x) have previously been approved niting by the Trustee or by an Extraordinary
Resolution (as defined in the Trust Deed) and (y)hdb provide that the Securities shall thereby
become redeemable or repayable in accordancelvésie tConditions); or

(i) an administrator of the Issuer being appoinéedi such administrator giving notice that it irdeno
declare and distribute a dividend,

there shall be payable by the Issuer in respeeadfi Security and Coupon (in lieu of any other paynby the
Issuer), such amount, if any, as would have begahpa to the Holder of such Security and Coupomwnfthe
day prior to the commencement of the winding-ugach administration, as the case may be, and flemea
such Holder were the holder of one of a class efgpence shares in the capital of the IssiNsmtiOnal
Preference Shar@shaving an equal right to a return of assets énwinding-up or such administration, as the
case may be, and so rankipgri passuwith, the holders of Parity Obligations, but ramkijunior to the claims
of holders of all Senior Obligations (except aseotise provided by mandatory provisions of law), the
assumption that the amount that such Holder waileehto receive in respect of each Notional Priee
Share on a return of assets in such winding-upicin administration, as the case may be, were an@negual
to the principal amount of the relevant Securitg any accrued and unpaid interest and any outstgidrears
of Interest.

Nothing in this Condition 3(a) shall affect or pretice the payment of the costs, charges, expeliesgitities or
remuneration of the Trustee or the Agents or thhtsi and remedies of the Trustee or the Agentgspect
thereof.

Accordingly, and without prejudice to the rightstioé Trustee or the Agents, the claims of holdéedl Genior
Obligations will first have to be satisfied in amjnding-up or administration before the Holders negpect to
obtain any recovery in respect of their Securi@sl prior thereto Holders will have only limited ity to
influence the conduct of such winding-up or adriiai®n. See “Risk Factors — Risks related to tleeBities
generally — Limited Remedies”.

(b) Set-off

Subject to applicable law, no Holder or Couponholdey exercise, claim or plead any right of set-off
compensation or retention in respect of any amowed to it by the Issuer in respect of, or arigimgler or in
connection with the Securities or the Coupons auth ¢lolder and Couponholder shall, by virtue oftakling

of any Security or Coupon, be deemed to have wadlleslich rights of set-off, compensation or ratant

4 Interest Payments

€) Interest Rate

The Securities bear interest on their principal am@t the applicable Interest Rate from (and idiclg) 16
March 2017 (théssue Dat@ in accordance with the provisions of this Coruité.

Subject to Condition 5, interest shall be payaliehe Securities annually in arrear on each IntéPagment
Date as provided in this Condition 4, except thatfirst payment of interest, to be made on 16&eper 2017,
will be in respect of the period from (and incluglirthe Issue Date to (but excluding) 16 Septembéi7 2

(b) Interest Accrual

The Securities will cease to bear interest frond (grcluding) the date of redemption thereof pursuarthe
relevant paragraph of Condition 6 or the date bBttution thereof pursuant to Condition 7, asdase may be,
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unless, upon due presentation, payment of all atsodure in respect of the Securities is not madeyhich
event interest shall continue to accrue in respéatnpaid amounts on the Securities, both befoi after
judgment, and shall be payable, as provided ireti@sditions up to (but excluding) the RelevanteDat

Save as provided in Condition 4(c), where it isassary to calculate an amount of interest in respleany
Security for a period which is less than a compietar, such interest shall be calculated on thés listhe
actual number of days in the period from (and iditig) the most recent Interest Payment Date (poiife, the
Issue Date) to (but excluding) the relevant paynaeé divided by the actual number of days in #réod from
(and including) the most recent Interest Paymeré Dar if none, the Issue Date) to (but excludithgd) next (or
first) scheduled Interest Payment Date.

Where it is necessary to calculate an amount efést in respect of any Security for a period ofertban one
year, such interest shall be the aggregate ofitieeeist payable in respect of a full year plusitherest payable
in respect of the remaining period calculated &rtranner as aforesaid.

Interest in respect of any Security shall be cal®d per £1,000 in principal amount thereof @séculation
Amount). The amount of interest payable per Calculationo@nt for any period shall, save as provided in
Condition 4(c), be equal to the product of thevata Interest Rate, the Calculation Amount andd# count
fraction as described in this Condition 4(b) foe ttelevant period, rounding the resulting figurehe nearest
penny (half a penny being rounded upwards). Theuataf interest payable in respect of each Secahgll be
the aggregate of the amounts (determined in theneraprovided above) for each Calculation Amount
comprising the denomination of such Security withemy further rounding.

(c) First Fixed Interest Rate

For each Interest Period ending on or before th& Rieset Date, the Securities bear interest attieeof 3.625
per cent. per annum (thérst Fixed Interest Ratg, payable annually in arrear on the Interest Payrbate in
each year, except that the first payment of inteteshe made on 16 September 2017, will be ineetspf the
period from (and including) the Issue Date to @xtluding) 16 September 2017 and will amount to.Z1®er
Calculation Amount.

(d) Subsequent Fixed Interest Rates

For each Interest Period which commences on or #feeFirst Reset Date, the Securities bear interethe
relevant Subsequent Fixed Interest Rate. Suchestteshall be payable annually in arrear on therdste
Payment Date in each year and shall be calculatdgect to Condition 4(i) below, as follows:

N (5 year Swap Rate) + Margin)2 L

“Subsequent Fixed Interest Rate” = (1 >

all as determined by the Agent Bank and where:

5 year Swap Rateneans the semi-annual mid-swap rate as displayedeoters screen “ICE SWAP 4” as at
11:00 a.m. (London time) (thReset Screen Pay®n the first Business Day of the relevant Resetdd (the
Reset Interest Determination Date

If the 5 year Swap Rate does not appear on thet Beseen Page on the Reset Interest Determinatibe, Ehe
5 year Swap Rate will be the Reset Reference Bank Rate on such Reset Interest Determination Date;

Reset Reference Bank Ratmeans the percentage rate determined on the bhsie 5 year Swap Rate
Quotations provided by five leading swap dealerthiminterbank market (thReset Reference Bankso the
Agent Bank at approximately 11:00 a.m. (London Jiroe such Reset Interest Determination Date. léast
three quotations are provided, the 5 year Swap Réitbe the arithmetic mean of the quotationsinitiating
the highest quotation (or, in the event of equatibe of the highest) and the lowest quotationifahe event of
equality, one Hthe lowest);
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The 5 year Swap Rate Quotatiomseans, in respect of each Interest Period fallitgin a Reset Period, the
arithmetic mean of the bid and offered rates f& slemi-annual fixed leg (calculated on an Actu&l/8ay
count basis) of a fixed-for-floating sterling ingst rate swap which (i) has a term of 5 years cameing on the
relevant Reset Interest Determination Date, (iinian amount that is representative of a singlesaction in
the relevant market at the relevant time with ameawledged dealer of good credit in the swap mawded (iii)
has a floating leg based on the 6-month LIBOR (edéculated on an Actual/365 day count basisd

Margin means in respect of (i) the Reset Period endinfponexcluding) 16 September 2027, 2.pbDcent.;
(i) each Reset Period which falls in the periodhorencing on (and including) 16 September 2027 awihg
on (but excluding) 16 September 2042, 3.980cent.; and (iii) each Reset Period which falls on or after 16
September 2042, 3.750 per cent.

If on any Reset Interest Determination Date onlg onnone of the Reset Reference Banks provide&dhet
Bank with 5 year Swap Rate Quotations as providedhe foregoing provisions of this paragraph, the
Subsequent Fixed Interest Rate shall be determaseskt out in the formula above but the 5 year SRatp
shall be the 5 year Swap Rate as at the last pregd&Reset Date or, in the case of the first Restdrést
Determination Date, 0.875 per cent. and the Masgadl be the Margin in respect of the relevant RBseiod.

The Subsequent Fixed Interest Rate shall be detethas provided above in respect of each ReseidPanid,
as so determined, such rate shall apply to eaehelsit Period falling within that Reset Period.

For the purposes of this Condition 4(d), the AgBahk shall not be responsible to the Issuer omipthird
party as a result of the Agent Bank having relipdruor acted on any quotation or information giterit for

the purposes of calculating the Subsequent Fix¢erdst Rate or the Reset Reference Bank Rate which
subsequently may be found to be incorrect or inatetin any way or for any losses whatsoever riesuftom
acting in accordance therewith.

(e) Determination of Subsequent Fixed Interest Rate

The Agent Bank will, as soon as practicable aftér0OQ a.m. (London time) on each Reset Interest
Determination Date, determine the Subsequent Firtmtest Rate in respect of each Interest Peribthda
within the relevant Reset Period.

® Publication of Subsequent Fixed Interest Rates

The lIssuer shall cause notice of each Subsequertl Fhterest Rate determined in accordance with thi
Condition 4 in respect of each relevant Interesiodeo be given to the Trustee, the Paying Agemy, stock
exchange on which the Securities are for the tigiaglisted or admitted to trading and, in accoogawith
Condition 17, the Holders, in each case as so@radicable after its determination but in any eveot later
than the fourth Business Day thereatfter.

(9) Agent Bank and Reset Reference Banks

With effect from the First Reset Date, the Issudl maintain an Agent Bank and five Reset RefereBeaks
where the Interest Rate is to be calculated byrerfe to them. The name of the initial Agent BanK &s
initial specified office is set out at the end loé$e Conditions.

The Issuer may, with the prior written approvalthod Trustee, from time to time replace the AgentlBaith

another leading financial institution in Londonthe Agent Bank is unable or unwilling to contirntoeact as the
Agent Bank or fails duly to determine a Subsequered Interest Rate in respect of any Interestdéeas
provided in Condition 4(d), the Issuer shall foritimappoint another leading financial institutiom liondon

approved in writing by the Trustee to act as suchs place. The Agent Bank may not resign itsefutir be
removed without a successor having been appoistedbaesaid.
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(h) Determinations of Agent Bank Binding

All notifications, opinions, determinations, cedétes, calculations, quotations and decisionsngiegpressed,
made or obtained for the purposes of this Conddidoy the Agent Bank shall (in the absence of Witfefault,

manifest error or negligence) be binding on thedssthe Agent Bank, the Trustee, the Paying Agantsall

Holders and Couponholders and (in the absenceoassafd) no liability to the Holders, the Couportens or
the Issuer shall attach to the Agent Bank in cotioeonith the exercise or non-exercise by it of afyits

powers, duties and discretions.

0] Step-up after Change of Control Event

Notwithstanding any other provision of this Conditi4, if the Issuer does not elect to redeem tleeir8ies in
accordance with Condition 6(g) following the oceurce of a Change of Control Event, the then priegil
Interest Rate, and each subsequent Interest Reendse determined in accordance with the provisiginthis
Condition 4, on the Securities shall be increase8l per cent. per annum with effect from (and idaig) the
date on which the Change of Control Event occurred.

5 Optional Interest Deferral

€) Deferral of Payments

The Issuer may, at its discretion, elect to defleorgpart of any Interest PaymentQeferred Interest Paymet
which is otherwise scheduled to be paid on an éstePayment Date by giving notice Daferral Notice of

such election to the Holders in accordance withdmm 17, the Trustee and the Principal Payingrmigeot
more than 14 nor less than 7 Business Days pritdoelevant Interest Payment Date. Subject todifion

5(b), if the Issuer elects not to make all or phrny Interest Payment on an Interest Payment, Erega it will

not have any obligation to pay such interest orrdéievant Interest Payment Date and any such npmgrat of
interest will not constitute an Event of Defaultaory other breach of its obligations under the Btes or for
any other purpose.

Arrears of Interest (as defined below) may be Satisat the option of the Issuer in whole or intggrany time
(the Optional Deferred Interest Settlement Datéollowing delivery of a notice to such effect giv by the
Issuer to the Holders in accordance with Condifidnthe Trustee and the Principal Paying Agennmate than
14 nor less than 7 Business Days prior to the aslie®ptional Deferred Interest Settlement Daterining
them of its election to so satisfy such Arreardndérest (or part thereof) and specifying the ratgvOptional
Deferred Interest Settlement Date.

Any Deferred Interest Payment shall itself beaeriest (such further interest together with the BeteInterest
Payment, beind\rrears of Interes}, at the Interest Rate prevailing from time todirnfrom (and including) the
date on which (but for such deferral) the Deferradrest Payment would otherwise have been due todxle
to (but excluding) the relevant Optional Deferratetest Settlement Date or, as appropriate, sur date on
which such Deferred Interest Payment is paid ir@tance with Condition 5(b), in each case suchhéurt
interest being compounded on each Interest PayDeget

Non-payment of Arrears of Interest shall not cdngtia default by the Issuer under the Securitieroany
other purpose, unless such payment is requiredcordance with Condition 5(b).
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(b) Mandatory Settlement

Notwithstanding the provisions of Condition 5(alatimg to the ability of the Issuer to defer Inwr®ayments,
the Issuer shall pay any outstanding Arrears ofrést, in whole but not in part, on the first ocmg
Mandatory Settlement Date following the InteresyrRent Date on which a Deferred Interest Paymest fir
arose.

If a Mandatory Settlement Date does not occur ptiothe calendar day which is the fifth anniversafythe
Interest Payment Date on which the relevant Detetrgerest Payment first arose, it is the intentittrough not
an obligation, of the Issuer to pay all outstandi\gears of Interest (in whole, but not in part) gdme next
following Interest Payment Date.

6 Redemption

€) Final Redemption

Unless previously redeemed or purchased and cedaall (pursuant to Condition 7) substituted, theugges
will be redeemed at their principal amount, togethith any accrued and unpaid interest and anytamting
Arrears of Interest, on 16 September 2077. Ther8msumay not be redeemed at the option of theelssther
than in accordance with this Condition 6.

(b) Issuer’s Call Option

The Issuer may, by giving not less than 30 nor ntbae 60 days’ notice to the Trustee, the PrinciRming
Agent and, in accordance with Condition 17, theddo (which notice shall be irrevocable), rededrbat not
some only, of the Securities on (i) any date dutirgperiod commencing (and including) 16 June 2022nd
including) the First Reset Date and (ii) any Ins¢reayment Date thereafter at their principal arhdomether
with any accrued and unpaid interest up to (butuekicg) the redemption date and any outstandingas of
Interest. Upon the expiry of such notice, the Isshall redeem the Securities.

(c) Redemption for Certain Taxation Reasons

If, immediately prior to the giving of the noticeferred to below, a Tax Event or a Withholding Easent has
occurred and is continuing, then the Issuer mayestito having given not less than 30 nor more #@ days’
notice to the Trustee, the Principal Paying Agemd,an accordance with Condition 17, the Holderfiglv
notice shall be irrevocable) and subject to Coodi8, redeem in accordance with these Conditioasatime
all, but not some only, of the Securities at (il Ji®r cent. of their principal amount (in the caba Tax Event
where such redemption occurs prior to the FirseRBste) or (ii) their principal amount (in the eadf a Tax
Event where such redemption occurs on or aftefFitet Reset Date or in the case of a Withholding Eaent
where such redemption occurs at any time), togethexach case, with any accrued and unpaid irtereso
(but excluding) the redemption date and any outhtenArrears of Interest. Upon the expiry of suctice, the
Issuer shall redeem the Securities.

(d) Redemption for Rating Reasons

If, immediately prior to the giving of the noticeeferred to below, a Capital Event has occurred iand
continuing, then the Issuer may, subject to hagivgn not less than 30 nor more than 60 days’ adicthe
Trustee, the Principal Paying Agent and, in acaocdawith Condition 17, the Holders (which noticeltbe
irrevocable) and subject to Condition 8, redeeradoordance with these Conditions all, but not somig of
the Securities at any time at (i) 101 per centhefr principal amount (where such redemption cgqurior to
the First Reset Date) or (ii) their principal amb@where such redemption occurs on or after thst Reset
Date), together, in each case, with any accrueduapdid interest up to (but excluding) the redeorptate and
any outstanding Arrears of Interest. Upon the gxpirsuch notice, the Issuer shall redeem the Saur

(e) Redemption for Accounting Reasons
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If, immediately prior to the giving of the noticeferred to below, an Accounting Event has occuered is

continuing, then the Issuer may, subject to hagivgn not less than 30 nor more than 60 days’ adiicthe
Trustee, the Principal Paying Agent and, in acaocdawith Condition 17, the Holders (which noticeltbe

irrevocable) and subject to Condition 8, redeeradoordance with these Conditions all, but not somig of

the Securities at any time at (i) 101 per centhefr principal amount (where such redemption cgqurior to

the First Reset Date) or (ii) their principal ambwhere such redemption occurs on or after thst Reset
Date), together, in each case, with any accrueduapdid interest up to (but excluding) the redeorptate and
any outstanding Arrears of Interest. Upon the gxpirsuch notice, the Issuer shall redeem the Saxur

® Redemption for Substantial Repurchase

If, immediately prior to the giving of the noticeferred to below, a Substantial Repurchase Evenbbeurred,
then the Issuer may, subject to having given rest than 30 nor more than 60 days’ notice to thet€a) the
Principal Paying Agent and, in accordance with Qtiord 17, the Holders (which notice shall be irrezble)
and subject to Condition 8, redeem in accordante tivese Conditions all, but not some only, of 8eeurities
at any time at their principal amount, togethehvany accrued and unpaid interest up to (but exajpdhe
redemption date and any outstanding Arrears ofdésteUpon the expiry of such notice, the Issuail sedeem
the Securities.

(9) Redemption for Change of Control Event

If, immediately prior to the giving of the noticeferred to below, a Change of Control Event hasmwed and is
continuing, then the Issuer may, subject to hagivgn not less than 30 nor more than 60 days’ adicthe
Trustee, the Principal Paying Agent and, in acaocdawith Condition 17, the Holders (which noticeltbe
irrevocable) and subject to Condition 8, redeeradoordance with these Conditions all, but not somig of
the Securities at any time at their principal amptogether with any accrued and unpaid interestoufbut
excluding) the redemption date and any outstandimgars of Interest. Upon the expiry of such nqtittee
Issuer shall redeem the Securities.

7 Substitution or Variation

If an Accounting Event, a Capital Event, a Tax Bvena Withholding Tax Event (each Qubstitution or
Variation Even) has occurred and is continuing, then the Issuay, reubject to Condition 8 (without any
requirement for the consent or approval of the Eidyl and subject to its having satisfied the Teuste
immediately prior to the giving of any notice refmt to herein that the provisions of this Conditfohave been
complied with, and having given not less than 30 more than 60 days’ notice to the Trustee, thadjral
Paying Agent and, in accordance with Conditionth&,Holders (which notice shall be irrevocable)amy time
either (i) substitute all, but not some only, of tBecurities for, or (ii) vary the terms of the @#tes with the
effect that they remain or become (as the caselmpyQualifying Securities, and the Trustee shalbject to
the following provisions of this Condition 7 andbject to the receipt by it of the certificate ottHirectors of
the Issuer and, where relevant, the opinion ofaidwisers, each referred to in Condition 8 belowpado such
substitution or variation.

Upon expiry of such notice, the Issuer shall eithary the terms of or, as the case may be, sutestihe
Securities in accordance with this Condition 7thesscase may be.

The Trustee agrees, at the expense of the Issuersd reasonable endeavours to assist the Issuéein
substitution of the Securities for, or the variatiof the terms of the Securities so that they ramar as
appropriate, become, Qualifying Securities, proditleat the Trustee shall not be obliged to pardigpn, or
assist with, any such substitution or variationthe terms of the proposed Qualifying Securitiestro
participation in or assistance with such subsbttutdr variation would impose, in the Trustee’s apin more
onerous obligations upon it or expose it to lidigs or reduce its protections. If the Trustee dumsparticipate
or assist as provided above, the Issuer may retteei®ecurities as provided in Condition 6.
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In connection with any substitution or variationdancordance with this Condition 7, the Issuer shathply
with the rules of any stock exchange on which teeuBities are for the time being listed or admitiettading.

Any such substitution or variation in accordancéhvthe foregoing provisions following a Substitutior
Variation Event shall only be permitted if it dasst give rise to any other Substitution or VariatiBvent with
respect to the Qualifying Securities.

Any such substitution or variation in accordancéhvthe foregoing provisions following a Substitutior
Variation Event shall only be permitted if it dasst result in the Qualifying Securities no longeirty eligible
for the same, or a higher amount of, “equity cfefit such other nomenclature that the Rating Agemay
then use to describe the degree to which an insmumxhibits the characteristics of an ordinaryrehas is
attributed to the Securities on the date notiggvien to Holders of the substitution or variation.

In these ConditionQualifying Securitiesmeans securities that:

(@) are issued by the Issuer or any wholly-ownedatlior indirect finance subsidiary of the Issuéhva
guarantee of such obligations by the Issuer;

(b) rank and (save in the case of a direct issuthéyssuer) benefit from a guarantee that rankelation
to the obligations of the Issuer under such seeariand/or such guarantee (as the case may be),
equally with the Securities arghiri passuin a winding-up or liquidation of the Issuer widiny Parity
Obligations of the Issuer;

(©) contain terms not materially less favourabléitdders than the terms of the Securities (as redsyp
determined by the Issuer (in consultation with adependent investment bank or counsel of
international standing)) and which:

0] provide for the same or a more favourable legeRate from time to time as applied to the
Securities immediately prior to such substitutionvariation and preserve the same Interest
Payment Dates;

(i) preserve the obligations (including the obtigas arising from the exercise of any right) of

the Issuer as to principal and as to redemptigcheSecurities, including (without limitation)
as to timing of, and amounts payable mpmch redemption;

(iii) preserve any existing rights under these Goms to any accrued interest, any Deferred
Interest Payments, any Arrears of Interest andodimgr amounts payable under the Securities
which, in each case, has accrued to Holdedsat been paid;

(iv) do not contain terms providing for the mandgtdeferral of payments of interest and/or
principal; and

(V) do not contain terms providing for loss absmpthrough principal write-down or conversion
to ordinary sharesand

(d) are (i) listed on the Official List and admiteo trading on the London Stock Exchange plc's
Regulated Market or (i) listed on such other sterkhange as is a Recognised Stock Exchange at that
time as selected by the Issuer and approved byrtrstee.

For the purposes of the definition of QualifyingcBeties:

Official List means the Official List of the Financial Conduaitifority acting under Part VI of the Financial
Services and Markets Act 2000; and
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Recognised Stock Exchangeeans a recognised stock exchange as definedtiors€005 of the Income Tax
Act 2007 as the same may be amended from timerte &ind any provision, statute or statutory instmme
replacing the same from time to time.

8 Preconditions to Special Event Redemption, Changef Control Event Redemption, Substitution
and Variation

Prior to the publication of any notice of redemptjursuant to Condition 6 (other than redemptiorspant to
Condition 6(b)) or any notice of substitution origsion pursuant to Condition 7, the Issuer shaliv@r to the
Trustee a certificate in form and substance satfp to the Trustee signed by two directors of kssuer
stating that the relevant requirement or circuntstagiving rise to the right to redeem, substitutevary is
satisfied, and where the relevant Special Eventires measures reasonably available to the Issume taken,
the relevant Special Event cannot be avoided bysiger taking such measures. In relation to atisutisn or
variation pursuant to Condition 7, such certificatall also include further certifications that tbeteria
specified in paragraphs (a) to (d) of the defimtwf Qualifying Securities will be satisfied by tigualifying
Securities upon issue and that such determinatwer® reached by the Issuer in consultation with an
independent investment bank or coures® in the case of a substitution, variation oenegtion due to a Tax
Event, the opinion of tax advisers referred tohia tefinition of “Excluded Change”, if so requirby these
Conditions, shall also be delivered to the Trustee addressed to the Trustee and the Issuer. Tiste&rmay
rely absolutely upon and shall be entitled to ategmh directors’ certificatand, where relevant, opinion
without any liability to any person for so doingdawithout any further inquiry as sufficient evidenof the
satisfaction of the conditions precedent set ousuoh paragraphs in which event it shall be comnauand
binding on the Holders and the Couponholders.

Any redemption of the Securities in accordance v@tndition 6(b), 6(c), 6(d), 6(e), 6(f) or 6(g) Hhhe
conditional on all outstanding Arrears of Interésting paid in full in accordance with the provisoof
Condition 5 on or prior to the date thereof, togetlith any accrued and unpaid interest up to ¢xatuding)
such redemption, substitution or, as the case reayasiation date.

The Trustee is under no obligation to ascertaintidreany Special Event or Change of Control Evant o
Change of Control or any event which could leadhi occurrence of, or could constitute, any sucbcBp
Event, Change of Control Event or Change of Conlras occurred and, until it shall have actual Kedge or
express notice pursuant to the Trust Deed to th&ay, the Trustee may assume that no such Speeat,
Change of Control Event or Change of Control ohsother event has occurred.

9 Purchases and Cancellation

€)) Purchases

The Issuer or any of its Subsidiaries may at amg tpurchase or procure others to purchase bendfifoa its
account Securities in any manner and at any pticeach case, purchases will be made together allith
unmatured Coupons and Talons appertaining theFbt Securities so purchased, while held by or dralbef
the Issuer or any of its Subsidiaries, shall nditlenthe Holder to vote at any meetings of the déok or
otherwise exercise any voting rights and shallbeodeemed to be outstanding for the purposes ofileding
quorums at meetings of the Holders or for votingamy Extraordinary Resolution or for the purposés o
Condition 14.

(b) Cancellation

All Securities redeemed or substituted by the Ispuesuant to Condition 6 or 7, as the case maytbgether
with all unmatured Coupons and unexchanged Talkelating thereto) will forthwith be cancelled. Ale&urities
purchased by the Issuer or any of its Subsidiariag be held, reissued, resold or, at the optioth@flssuer,
surrendered for cancellation (together with all atumed Coupons and all unexchanged Talons) toriheial
Paying Agent. Securities so surrendered shall heatled forthwith (together with all unmatured Conp and
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unexchanged Talons attached). Any Securities serstdiered for cancellation may not be reissued swideand
the obligations of the Issuer in respect of anysbecurities shall be discharged.

10 Payments
(@) Method of Payment

0] Payments of principal, premium and interest wé¢ made against presentation and surrender
of Securities or the appropriate Coupons (as tke o@ay be) at the specified office of any of
the Paying Agents except that payments of inténestspect of any period not ending on an
Interest Payment Date will only be made againstsgmation and either surrender or
endorsement (as appropriate) of the relevant SeuriSuch payments will be made by
transfer to a sterling account maintained by thepavith a bank in London.

(i) Each Security should be presented for redemnptiogether with all unmatured Coupons
relating to it in respect of the Interest Periodsal fall prior to the First Reset Date, failing
which the amount of any such missing unmatured Goypr, in the case of payment not
being made in full, that proportion of the amouhsoch missing unmatured Coupon which
the sum of principal so paid bears to the totalgipal amount due) will be deducted from the
sum due for payment. Each amount of principal studied will be paid in the manner
mentioned above against surrender of the relevasgimg Coupon not later than five years
after the due date for the relevant payment ofoiad.

(iii) Upon the due date for redemption of any Ségurunmatured Coupons relating to such
Security in respect of any Interest Period commenan or after the First Reset Date
(whether or not attached) shall become void angayment shall be made in respect of them.
Where any Security is presented for redemptionawittall unmatured Coupons relating to it,
redemption shall be made only against the provigibsuch indemnity as the Issuer may
require.

(iv) On or after the Interest Payment Date for finel Coupon forming part of a Coupon sheet
issued in respect of any Securities, the Talon ifognpart of such Coupon sheet may be
surrendered at the specified office of the Prirlciaying Agent in exchange for a further
Coupon sheet (and, where relevant, another Taloa farther Coupon sheet) (but excluding
any Coupons that may have become void pursuanpiai@n 13).

(b) Payments Subject to Fiscal Laws

Without prejudice to the terms of Condition 12, dlyments made in accordance with these Conditioalt be
made subject to any fiscal or other laws and reguls applicable in the place of payment. No consioiss or
expenses shall be charged to the Holders or Cowaeris in respect of such payments.

(c) Payments on Business Days

A Security or Coupon may only be presented for pantron a day which is a business day in the pléce o
presentation (and, in the case of payment by teartefa sterling account, in London). No furtheterest or
other payment will be made as a consequence ofldlgeon which the relevant Security or Coupon may be
presented for payment under this paragraph fadliitgr the due date. In this Conditidsysiness dayneans a
day on which commercial banks and foreign exchangekets are open in the relevant city.

11 Event of Default

€)) Proceedings
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If a default is made by the Issuer for a period4fdays or more in the payment of any principa2bidays or
more in the payment of any interest, in each casespect of the Securities and which is dueEaent of
Default), then the Issuer shall without notice from thastee be deemed to be in default under the Trusd De
the Securities and the Coupons and the Trusteks ablie discretion may, notwithstanding the prawvisi of
Condition 11(b) but subject to Condition 11(c),tinge proceedings for the winding-up of the Issaad/or
prove in the winding-up of the Issuer and/or clainthe liquidation of the Issuer, for such paymand/or give
notice to the Issuer that the Securities are, hag shall immediately thereby become, due and payatttheir
principal amount together with any accrued and ishjiasterest up to (but excluding) such date and any
outstanding Arrears of Interest.

(b) Enforcement

The Trustee may at its discretion (subject to Ciomli11(c)) and without further notice institutechu
proceedings or take such steps or actions agdiedssuer as it may think fit to enforce any temetandition

binding on the Issuer under the Trust Deed, their8exs or the Coupons but in no event shall tisaids, by
virtue of the institution of any such proceedingieps or actions, be obliged to pay any sum or samser than
the same would otherwise have been payable by it.

(c) Entitlement of Trustee

The Trustee shall not be bound to take any of ttierss referred to in Condition 11(a) or 11(b) abagainst
the Issuer to enforce the terms of the Trust Dl Securities or the Coupons or take any othéoract step
unless (i) it shall have been so requested by ara@ixlinary Resolution of the Holders or in writiby the
Holders of at least one-quarter in principal amafrthe Securities then outstanding and (ii) itlishave been
indemnified and/or secured and/or prefunded tedtisfaction.

(d) Right of Holders

No Holder or Couponholder shall be entitled to pestdirectly against the Issuer or to institutecpealings for
the winding-up or claim in the liquidation of thesuer or to prove in such winding-up unless thesfBey
having become so bound to proceed, institute, poowaaim, fails to do so within a reasonable petdmd such
failure shall be continuing, in which case the Hwldr Couponholder shall have only such rightsregjahe
Issuer as those which the Trustee is entitled éoaése as set out in this Condition 11.

(e) Extent of Holders’ remedy

No remedy against the Issuer, other than as reféorén this Condition 11, shall be available te #rustee or
the Holders or Couponholders, whether for the recpef amounts owing in respect of the Securitiearaler
the Trust Deed or in respect of any breach by $kedr of any of its other obligations under oraspect of the
Securities, Coupons or under the Trust Deed.

12 Taxation

All payments of principal, premium and interestdsyon behalf of the Issuer in respect of the S&esrand the
Coupons shall be made free and clear of, and withdtihnholding or deduction for, or on account ofiya
present or future taxes, duties, assessments errgoental charges of whatever natui@xeg imposed, levied,
collected, withheld or assessed by or within thétédhKingdom or any political subdivision or anytlaority
thereof or therein having power to tax, unless suithholding or deduction is required by law. Iratrevent,
the Issuer shall pay such additional amouAtd(tional Amountg as shall result in receipt by the Holders and
the Couponholders of such amounts as would have feeeived by them had no such withholding or déduc
been required, except that no such Additional Anteshall be payable with respect to any Securi@aupon:

58



€)) Other connection to, or to a third party on behalf of, a Holder@ouponholder who is liable to such
Taxes in respect of such Security or Coupon byorea$ his having some connection with the United
Kingdom other than a mere holding of such Secwrit¢€oupon; or

(b) Presentation more than 30 days after the Relevantdde: presented for payment more than 30 days
after the Relevant Date except to the extent timtHolder or Couponholder thereof would have been
entitled to such Additional Amounts on presentinipi payment on the thirtieth day.

References in these Conditions to principal, premilmterest Payments, Deferred Interest Paymemtsars of
Interest and/or any other amount in respect ofésteshall be deemed to include any Additional Amswvhich
may become payable pursuant to the foregoing pomssor any undertakings given in addition theratan
substitution therefor pursuant to the Trust Deed.

Notwithstanding anything to the contrary contaifedein, the Issuer shall be entitled to withhold aeduct
any amounts required to be deducted or withhetéspect of payment of principal and/or interest enbgit in
respect of the Securities and the Coupons purdoaam agreement described in Section 1471(b) ol
Internal Revenue Code of 1986, as amendeddtus or otherwise imposed pursuant to Sections 14t
1474 of the Code (or any regulations thereundeofficial interpretations thereof) or an intergoverental
agreement between the United States and anothsgligiion facilitating the implementation thereof @ny law
implementing such an intergovernmental agreemeat)y (such withholding or deduction, BATCA
Withholding), and the Issuer shall not be required to pay adgitional amounts in respect of FATCA
Withholding.

13 Prescription

Claims in respect of Securities and Coupons (wfactthis purpose shall not include Talons) will beee void
unless presented for payment within a period ofydérs in the case of Securities and (subject todifion
10(a)(ii)) five years in the case of Coupons frone tRelevant Date relating thereto. There shall be n
prescription period for Talons but there shall betncluded in any Coupon sheet issued in exchimgeTalon
any Coupon the claim in respect of which would big\pursuant to this Condition 13 or Condition Q@

14 Meetings of Holders, Modification, Waiver and Shstitution

The Trust Deed contains provisions for conveningtings of Holders to consider any matter affectimgir
interests, including the sanctioning by Extraordin@esolution (as defined in the Trust Deed) ofaification
of any of these Conditions or any provisions of Thest Deed. Such a meeting may be convened byerld
holding not less than 10 per cent. in principal amaf the Securities for the time being outstagdin

The quorum at any such meeting for passing an &xtirgary Resolution shall be two or more persoridihg
or representing a clear majority in principal amoahthe Securities for the time being outstandiolgat any
adjourned meeting two or more persons being oresgmting Holders whatever the principal amounthef t
Securities so held or represented, except thatyatreeeting the business of which includes the nieatibn of
certain of these Conditions (includingter alia, the provisions regarding subordination refergeohtCondition
3, the terms concerning currency and due datepdgment of principal, any applicable premium oretest
Payments in respect of the Securities and redumingancelling the principal amount of any Secusitiany
applicable premium or the Interest Rate) and acem#tier provisions of the Trust Deed as set ouhéTrust
Deed, the quorum shall be two or more persons m@ldr representing not less than two-thirds, oarat
adjourned such meeting not less than one-thirdprincipal amount of the Securities for the timenigei
outstanding.

The agreement or approval of the Holders shalbeatequired in the case of any variation of thesedions
and/or the Trust Deed required to be made in tleaitistances described in Condition 7 in conneatiith the
substitution or variation of the terms of the Sé@s so that they become Qualifying Securities] amwhich
the Trustee has agreed pursuant to the relevavisimes of Condition 7.
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An Extraordinary Resolution passed at any meetingabders will be binding on all Holders, whethar rwot
they are present at the meeting, and on all Cougldars.

The Trust Deed provides that a resolution in wgitiigned by or on behalf of the holders of not thss 90 per
cent. in principal amount of the Securities outdiag shall for all purposes be as valid and effectis an
Extraordinary Resolution passed at a meeting ofiétsl duly convened and held. Such a resolutionritingy

may be contained in one document or several doctsirethe same form, each signed by or on behaihefor
more Holders.

The Trustee may agree, without the consent of thldefis or Couponholders, to (i) any modificationttoése
Conditions or of any other provisions of the TrDsted or the Paying Agency Agreement which is ihezase,
in the opinion of the Trustee, of a formal, minortechnical nature or is made to correct a mandesir, and
(ii) any other modification to (except as mentioniedhe Trust Deed), and any waiver or authorisatibany
breach or proposed breach by the Issuer of, atlyese Conditions or of the provisions of the TiDsed or the
Paying Agency Agreement which is, in the opiniorth# Trustee, not materially prejudicial to theenassts of
the Holders (which will not include, for the avoid® of doubt, any provision entitling the Holdeosrtstitute
proceedings for the winding-up of the Issuer whicimore extensive than those set out in Conditign Any
such modification, authorisation or waiver shallleding on the Holders and the Couponholders armth s
modification shall be notified to the Holders asrsas practicable.

The Trust Deed contains provisions permitting thesfiee to agree, subject to the Trustee beindiedtthat the
interests of the Holders will not be materiallyjpdiced by the substitution and to such amendmetiteoTrust
Deed and such other conditions as the Trustee reqyire but without the consent of the Holders or
Couponholders, to the substitution on a subordihbssis equivalent to that referred to in Condgi@rand 3 of
certain other entities (any such entity§abstituted Obligor in place of the Issuer (or any previous Substut
Obligor under this Condition) as a new principabtde under the Trust Deed, the Securities, the Gosi@and
the Talons.

In connection with any proposed substitution agesfaid and in connection with the exercise of iitsts,
powers, authorities and discretions (including bat limited to those referred to in this Condititd), the
Trustee shall have regard to the general inteiastee Holders as a class but shall not have retarttie
consequences of such substitution or such exeimisedividual Holders or Couponholders. In conmattwith
any substitution or such exercise as aforesaidilaider or Couponholder shall be entitled to claimiether
from the Issuer, the Substituted Obligor or thesteéa or any other person, any indemnification gt in
respect of any tax consequence of any such sufmstitar any such exercise upon any individual Hodder
Couponholders except to the extent already providedondition 12 and/or any undertaking given imi&idn
thereto or in substitution therefor pursuant tofhest Deed.

Any such moaodification, waiver, authorisation or stifotion shall be binding on all Holders and all
Couponholders and, unless the Trustee agrees ateerany such modification or substitution shallnotified
to the Holders in accordance with Condition 17@msas practicable thereafter.

15 Replacement of the Securities, Coupons and Taken

If any Security, Coupon or Talon is lost, stolenytilated, defaced or destroyed it may be replasabject to
applicable laws, regulations and stock exchangstmr relevant authority regulations, at the spetibffice of
the Principal Paying Agent as may from time to tibeedesignated by the Issuer for the purpose aticenaf
whose designation is given to Holders, on paymegrthb claimant of the fees and costs incurred imegtion
therewith and on such terms as to evidence, sgami indemnity (which may provideter alia, that if the
allegedly lost, stolen or destroyed Security, Coupo Talon is subsequently presented for paymenathe
case may be, for exchange for further Couponsethlgall be paid to the Issuer on demand the anpayatble
by the Issuer in respect of such Securities, Cosipmnfurther Coupons) and otherwise as the Issu®r m
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require. Mutilated or defaced Securities, CouponsTalons must be surrendered before any replacement
Securities, Coupons or Talons will be issued.

16 Indemnification of the Trustee

The Trust Deed contains provisions for the inderoaiion of, and/or provision of security and/or foreling
for, the Trustee and for its relief from respongipiincluding provisions relieving it from takingny actions or
steps or instituting any proceedings unless indeshand/or secured and/or prefunded to its satisia. The
Trustee is entitled to enter into business tramwaswith the Issuer and any entity related toltseler without
accounting for any profit. The Trustee may relyhwitt liability to Holders or Couponholders on aaep
confirmation or certificate or any advice of ang@auntants, financial advisers, financial institatiar any other
expert, whether or not addressed to it and whetieér liability in relation thereto is limited (bys terms or by
any engagement letter relating thereto entered biygtthe Trustee or in any other manner) by refexetoca
monetary cap, methodology or otherwise. The Trustag accept and shall be entitled to rely on archsu
report, confirmation or certificate or advice andths report, confirmation or certificate or advideaks be
binding on the Issuer, the Trustee and the Holders.

17 Notices

Notices to Holders will be valid if published indaily newspaper having general circulation in Lamdehich
is expected to be thBinancial Time$ or, if in the opinion of the Trustee such pubiica shall not be
practicable, in another leading daily English |laage newspaper of general circulation in Europe. sogh
notice shall be deemed to have been given on tieeoflauch publication or, if published more thaicey on the
first date on which publication is made. Couponkoddwill be deemed for all purposes to have naticthe
contents of any notice given to the Holders in etance with this Condition.

18 Further Issues

The Issuer may from time to time without the conseinthe Holders or the Couponholders create asdeis
further Securities rankingari passuin all respects (or in all respects save for thtedrom which interest
thereon accrues and the amount of the first payrogiriterest on such further Securities) and st sheh
further issue shall be consolidated and form alsisgries with the outstanding Securities. Any sBehurities
shall be constituted by a deed supplemental tdnthst Deed.

19 Agents

The initial Paying Agents and their initial speeioffices are listed below. The Issuer reservesitt, subject
to the approval of the Trustee, at any time to \@ryerminate the appointment of any Paying Agert &
appoint additional or other Paying Agents, provitteat it will:

€)) at all times maintain a Principal Paying Agemt

(b) whenever a function expressed in these Comditio be performed by the Agent Bank or by the Rese
Reference Banks falls to be performed, appoint @mdso long as such function is required to be
performed) maintain an Agent Bank and/or, as apfatsy Reset Reference Banks.

Notice of any such termination or appointment ahdny change in the specified offices of the Payhugnts

will be given to the Holders in accordance with @ition 17. If any of the Agent Bank or the Prindiaying

Agent is unable or unwilling to act as such ot fails to make a determination or calculation threowise fails

to perform its duties under these Conditions orRlaging Agency Agreement (as the case may be)lsther

shall appoint, on terms acceptable to the Truste@dependent financial institution acceptablth&Trustee to
act as such in its place. All calculations and meteations made by the Agent Bank or the Principaying

Agent in relation to the Securities shall (savéhia case of manifest error) be final and bindinghenlssuer, the
Trustee, the Paying Agents, the Holders and thep@uuwolders.

61



20 Governing Law

The Trust Deed, the Securities, the Coupons an@latoms and any non-contractual obligations arisingof or
in connection with them are governed by, and ghaltonstrued in accordance with, the laws of Enfkave
for the provisions contained in Condition 3(a) whshall be governed by the laws of Scotland.

21 Contracts (Rights of Third Parties) Act 1999

No person shall have any right to enforce any terncondition of the Securities by virtue of the @aats
(Rights of Third Parties) Act 1999.

22 Definitions
In these Conditions:

an Accounting Eventshall be deemed to occur if, as a result of a ghan accounting principles which
becomes effective on or after 16 March 2017, but atberwise, the obligations of the Issuer under th
Securities must not or may no longer be recordedl ‘fi@ancial liability” in the next following autitd annual
consolidated financial statements of the Issuepamerl in accordance with IFRS or any other accognti
standards that the Issuer may adopt in the futuréhe preparation of its audited annual consdadiddinancial
statements in accordance with United Kingdom company law;

Additional Amountshas the maning given to it in Condition 12;

Agent Bankhas the meaning given to it in the preamble to these Conditions;

Agentsmeans the Principal Paying Agent, the Agent Bank and the Paying Agents or any of them;
Arrears of Interesthas the meaning given to it in Condition 5(a);

Business Daymeans a day, other than a Saturday, Sunday oicgutliday, on which commercial banks and

foreign exchange markets are open for general business in London;
Calculation Amounthas the meaninggin to it in Condition 4(b);

a Capital Eventshall be deemed to occur if the Issuer has redeawed confirmed in writing to the Trustee that
it has so received, confirmation from any RatingeAgy of a change in its assessment criteria whéclornes
effective on or after 16 March 2017 (or, if lateffective after the date on which the Securities @ssigned
“equity credit” by a Rating Agency for the firstte) and as a result of which, but not otherwise,Shcurities
will no longer be eligible for the same, or a highenount of, “equity credit” (or such other nomextate that
the Rating Agency may then use to describe theegeigr which an instrument exhibits the charactessif an
ordinary share) as was attributed to the Securitighe Issue Date (or if “equity credit” is nos@med to the
Securities by the relevant Rating Agency on thadd3ate, at the date on which “equity credit” isigised by
such Rating Agency for the first time)

a Change of Control Evenshall be deemed to occur if:
€)) a Change of Control occurs; and

(b) on the date (th&elevant Announcement Da}ethat is the earlier of (1) the date of the fipstblic
announcement of the relevant Change of Control (@hdhe date of the earliest Relevant Potential
Change of Control Announcement (if any), any of iggier’s senior unsecured obligations Eeaior
Unsecured Obligationscarry:

0] a credit rating from any Rating Agency and #heccurs, within the Change of Control Period,
a Change of Control Rating Downgrade; or
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(n no credit rating and a Change of Control NegaRating Event occurs within the Change of
Control Period,

provided that an event shall be deemed not to bWehange of Control if, notwithstanding the

occurrence of a Change of Control Rating Downgrada Change of Control Negative Rating Event,
the rating assigned to the Senior Unsecured Omdigmtby any Rating Agency is subsequently
increased to, or, as the case may be, there ignaskito the Senior Unsecured Obligations an
investment grade credit rating (BBB-/Baa3 or thespective equivalents for the time being) or bette
within the Change of Control Period; and

in making any decision to downgrade or withdrawredit rating pursuant to paragraphs (1) and (Il
above or not to award a credit rating of at leagestment grade as described in paragraph (ihef t
definition of Change of Control Negative Rating Byghe relevant Rating Agency announces publicly
or confirms in writing to the Issuer or the Trusthat such decision(s) resulted, in whole or int,par
from the occurrence of the Change of Control or Relevant Potential Change of Control
Announcement.

For the purposes of the definition of a Changeaitél Event:

a Change of Controlmeans the occurrence of an event whereby anymp@rsany persons acting in
concert (as defined in the City Code on Takeoveis lergers), other than a holding company (as
defined in Section 1159 of the Companies Act 20®@raended) whose shareholders are or are to be
substantially similar to the pre-existing shareleodof the Issuer, shall become interested (withén
meaning of Part 22 of the Companies Act 2006 asxda®® in (A) more than 50 per cent. of the issued
or allotted ordinary share capital of the Issue(B)rshares in the capital of the Issuer carryimyen
than 50 per cent. of the voting rights normally exercisable at a general meeting of the Issuer;

a Change of Control Negative Rating Eveshall be deemed to have occurred if at such tisnthere

is no rating assigned to the Senior Unsecured @Xubigs by a Rating Agency (i) the Issuer does not,
either prior to, or not later than 21 days aftbe bccurrence of the Change of Control seek, and
thereafter throughout the Change of Control Peuisg all reasonable endeavours to obtain, a rafing o
any of the Senior Unsecured Obligations or (ithé Issuer does so seek and use such endeavasrs, it
unable to obtain such a rating of at least investrgeade (BBB-/Baa3, or their respective equivadent
for the time being) by the end of the Change oft@rPeriod, provided that in either case, theratis
least one Rating Agency in operation at such timenfwhom to obtain such a rating. If there is no
Rating Agency so in operation no Change of {@@Negative Rating Event shall be deemed to occur;

Change of Control Periodneans the period commencing on the Relevant Arcesuant Date and
ending 90 days after the Change of Control (or slodyer period for which any of the Senior
Unsecured Obligations are under consideration (soctsideration having been announced publicly
within the period ending 90 days after the Charfgéamtrol) for rating review or, as the case may be
rating by a Rating Agency, such period not to edcg@ days after the public announcement of such
consideration);

a Change of Control Rating Downgradshall be deemed to have occurred in respect dism@® of
Control if the then current rating assigned to $smior Unsecured Obligations by any Rating Agency
at the invitation of the Issuer (or where therendsrating from any Rating Agency assigned at the
invitation of the Issuer, the then current ratifg(y) assigned to the Senior Unsecured Obligation
any Rating Agency of its own volition) is withdraver reduced from an investment grade rating
(BBB-/Baa3, or their respective equivalents for timee being, or better) to a non-investment grade
rating (BB+/Bal, or their respective equivalentstfee time being, or worse) or, if the Rating Aggnc
shall then have already rated the Senior UnsedDi®idjations below investment grade (as described
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above), the rating is lowered one full rating catgg(from BB+/Bal to BB/Ba2 or such similar
lowering) or moreand

Relevant Potential Change of Control Announcemameans any public announcement or statement
by the Issuer, any actual or potential bidder or atviser acting on behalf of any actual or potnti
bidder relating to any potential Change of Contwblere within 180 days following the date of such
announcement oratment, a Change of Control occurs;

a Compulsory Arrears of Interest Settlement Evesttall have occurred if:

(i)

(ii)

(i)

(iv)

a dividend (either interim or final), other tfibution or payment was validly resolved on, desth
paid or made in respect of (a) ordinary shareheflssuer, (b) any obligations of the Issuer which
rank or are expressed to rapdri passuwith the ordinary shares of the Issuer or (c) abjgations

of any Subsidiaries of the Issuer benefiting froguarantee or support agreement entered into by the
Issuer which ranks, or is expressed to rguakj passuwith the ordinary shares of the Issuer, except
where (x) such dividend, other distribution or payrhwas required to be resolved on, declared, paid
or made in respect of any stock option plans orleyegs’ share schemes of the Issuer or (y) the
Issuer is obliged under the terms of such secsrittiemake such dividend, distribution or other

payment; or

a dividend (either interim or final), otherdtiiibution or payment was validly resolved on, deetl,
paid or made in respect of any Parity Obligatiofisthee Issuer, except where such dividend,
distribution or payment was required to be declapdd or made under the terms of such Parity
Obligations of the Issuer; or

the Issuer has redeemed, repurchased or wiberacquired (a) any ordinary shares of the Issuer
(b) any obligations of the Issuer which rank or expressed to ranpari passuwith the ordinary
shares of the Issuer or (c) any obligations of &upsidiaries of the Issuer benefiting from a
guarantee or support agreement entered into bissiuer which ranks, or is expressed to raoaki
passuwith the ordinary shares of the Issuer, exceptra/i{g) such repurchase or acquisition was
undertaken in respect of any stock option plansnoployees’ share schemes of the Issuer or (y) the
Issuer is obliged under the terms of such securities to make such repurchase or acquisition; or

the Issuer, or any Subsidiary of the Issuers hedeemed, repurchased or otherwise acquired any
Parity Obligations of the Issuer, except where gufh redemption, repurchase or acquisition is
effected as a public cash tender offer or publctherge offer at a purchase price per security which
is below its par value or (y) the Issuer, or anpsdiary of the Issuer, is obliged under the teohs
such securities to make such redemption, repurchase or acquisition;

Conditionsmeans these terms and conditions of the Securities, as amended from time to time;

Couponhas the meaning given to it in the preamble to these Conditions;

Couponholderas the meaning given to it in the preamble to these Conditions;

Deferred Interest Paymeritas the meaning given to it in Condition 5(a);

Excluded Changemeans the taking effect or enactment of legistatibich limits by reference to a specified
measure of earnings the tax relief that companas daim for their UK interest expenses, except in
circumstances where, in the opinion of indepentientidvisers of international repute appointedhegylssuer,
the disallowance referred to in paragraph (i) ef definition of “Tax Event” results from the legisbn being
enacted in a form which is not identical in all erél respects to Schedule 1 of the draft Finantle2B17
published on 26 January 2017;

First Fixed Interest Ratéhas the meaning given to it in Condition 4(c);
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First Reset Dateneans 16 September 2022
Holder has the meaning given to it in the preamble tegh@ondtions;
IFRS means International Financial Reporting Standards as adopted by the EU;

Interest Paymentmeans, in respect of an Interest Payment Date,atheunt of interest payable on the
presentation and surrender of the Coupon for tlegaat Interest &iod in accordance with Condition 4;

Interest Payment Dateneans 16 September in each year, commencing drif@nding) 16 September 2017

Interest Periodmeans the period beginning on (and including)ltsae Date and ending on (but excluding) the
first Interest Payment Date and each successivedpbeginning on (and including) an Interest Payirigate
and ending on (but excluding) the next succeeding Interest Payment Date;

Interest Ratemeans the First Fixed Interest Rate and/or eatiseuent Fixed Interest Rate, as the case may
be;

Issue Datehas the meaning given to it in Condition 4(a);
Issuermeans SSE plc;

Mandatory Settlement Datmeans the earlier of:

() the date on which a Compulsory Arrears of lagtrSettlement Event occurs; or
(i) the date on which the Securities are redeeangépaid in accordance with Condition 3, Conditgar
Condition 11;

Parity Obligationsmeans (if any) (i) the most junior class of prefere share capital in the Issuer and any other
obligations of the Issuer, issued directly or iedtty by it, which rank, or are expressed to rgraj passuwith

the Securities or such preference shares anchgiipbligations of any Subsidiaries of the Issuerdfiéing from

a guarantee or support agreement entered intoeblgsiner which ranks, or is expressed to rpak, passuwith

the Securities or such preference shares;

For the avoidance of doubt, Parity Obligations umbé the Issuer's £750,000,000 Capital Securiti&N]I
XS1196714429), the Issuer's U.S.$700,000,000 dapecurities (ISIN XS0829351690), the Issuer's
€750,000,000 Capital Securities (ISIN XS082934358&) Issuer’s €600,000,000 Capital Securities NtSI
XS1196713298 and the Issuer’s U.S.$900,000,000&&wcurities due 2077 (ISIN: XS1572343744)

Paying Agency Agreemeihias the meaning given to it in the preamble to these Conditions;
Paying Agentshas the meaning given to it in the preamble to these Conditions;

pounds sterling pennyor sterling means the lawful currency of the itkal Kingdom;
Principal Paying Agenthas the meaning given to it in the preamble to these Conditions;
Qualifying Securitieshas the meaning given to it in Condition 7;

Rating Agencymeans Standard & Poor’s Rating Services, a divisioThe McGraw-Hill Companies, Inc. or
any of its subsidiaries and their successors ordWednvestors Service, Inc. or any of its subgids and their
successors or any rating agency substituted foroatlyem (or any permitted substitute of them) g tssuer
from time b time with the prior written approval of the Trustee;

Relevant Datemeans (i) in respect of any payment other thamate be paid by the Issuer in a winding-up or
administration of the Issuer, the date on whichhspayment first becomes due and payable but, iffulie
amount of the moneys payable on such date haseeat teceived by the Principal Paying Agent or thestEe
on or prior to such date, the Relevant Date meamsiate on which such moneys shall have been siveec
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and notice to that effect shall have been givehédHolders in accordance with Condition 17, adr(irespect
of a sum to be paid by the Issuer in a winding-updministration of the Issuer, the date whichrie day prior
to the date on which an order is made or a reswluis passed for the winding-up or, in the caserof
administation, one day prior to the date on which any dividend is distributed;

Reset Dateneans the First Reset Date and each date falling on the fifth anniversary of the First Reset Date;
Reset Periodneans the period from one Reset Date to (but dial) the net following Reset Date;

Reset Reference Bankseans five major banks in the interbank markdtandon as selected by the Agent
Bank, after consultation with the Issuer;

Securitieshas the meaning given to it in the preamble to these Conditions;

Senior Obligationsmeans all obligations of the Issuer, issued direat indirectly by it, other than Parity
Obligations and the ordinary share capital of the Issuer;

Special Evenimeans any of an Accounting Event, a Capital Eve@ubstantial Repurchase Event, a Tax Event
or a Withholding Tax Event or any combination of the foregoing;

Subsequent Fixed Interest Rates the meaning given to it in Condition 4(d);
Subsidiarymeans a subsidiary within the meaning of Section 1159 of the Companies Act 2006;

Substantial Repurchase Evergshall be deemed to occur if prior to the givingtbé relevant notice of
redemption the Issuer repurchases (and effectesmonding cancellations) or redeems Securitiesspeact of
80 per cent. or more in the principal amount of Sexurities initially issued (which shall for thisirpose
include any further Securities issued pursuant to Condition 18);

Substitution or Variation Evenhas the meaning given to it in Condition 7;
Talonshas the meaning given to it in the preamblthise Conditions;

a Tax Eventshall be deemed to have occurred if as a resudt Tix Law Change (other than, in the case of
paragraph (i) below, as a result of an Excludedn@ba

0] in respect of, or as a result of, the Issuaftdigation to make any Interest Payment on the next
following Interest Payment Date, the Issuer woustllve entitled to claim a deduction in computirgg it
taxation liabilities in the United Kingdom or suehmtitlement is materially reduced or materially
delayed (alisallowancg;

(i) the Securities are prevented from being #dais loan relationships for United Kingdom taxposes;
or
(iii) in respect of the Issuer’s obligation to neakny Interest Payment on the next following Irdere

Payment Date, where a deduction arises in respscich Interest Payment the Issuer would not to any
material extent be entitled to have such deduaa&ragainst the profits of companies with whicts it
grouped for applicable United Kingdom tax purpasesether under the group relief system current as
at 16 March 2017 or any similar system or systemsriy like effect as may from time to time exist)
otherwise than as a result of a disallowance wifh)jn

and, in each case, the Issuer cannot avoid thgdorg in connection with the Securities by takingasures
reasonably available to it, provided measures redsp available to the Issuer shall not includeating a
disallowance provided for in (i) above to any othempany or security

Tax Law Changemeans a change in or proposed change in, or aneridmproposed amendment to, the laws
or regulations of the United Kingdom or any poltisubdivision or any authority thereof or therkaving the
power to tax, including any treaty to which the tddiKingdom is a party, or any change in the apptia of
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official or generally published interpretation afch laws or regulations, including a decision of aourt or
tribunal, or any interpretation or pronouncementahy relevant tax authority that provides for aifpms with

respect to such laws or regulations or interpratatihereof that differs from the previously genlgrakcepted
position in relation to similar transactions, whidenge or amendment becomes, or would becometieffen
or after 16 March 2017

Trust Deedhas the meaning given to it in the preamble to these Conditions;
Trusteehas the meaning given to it in the preamble to these Conditions;
United Kingdommeans the United Kingdom of Great Britain and Northern Ireland; and

a Withholding Tax Eventshall be deemed to occur if as a result of a Taw Change, in making any payments
on the Securities, the Issuer has paid or will oulé on the next Interest Payment Date be requmephy
Additional Amounts on the Securities and the Issoannot avoid the foregoing in connection with the
Securities by taking measures reasonably avaitabite

Unless (a) the rating assigned by Standard & Potwr'the Issuer is at least “A-" (or such similar menclature
then used by Standard & Poor’s) and the Issueff ihe view that such rating would not fall belowstkevel as
a result of such redemption or repurchase (b) the Securities are not assigned an “equity credit” (or such

similar nomenclature then used by Standard & PQpss the time of such reaption or repurchase; or (c) in

the case of a repurchase, such repurchase is iamaount necessary to allow the Issuer's aggregatecipal

amount of hybrid capital remaining outstanding aftach repurchase to remain below the maximum aggee
principal amount of hybrid capital to which Standa& Poor’s would assign equity content under iteyailing

methodology, the Issuer intends (without therelsuriing a legal obligation), during the period fraand

including the issue date of the Securities to butugling the Reset Date falling on 16 Septembe@20¥the
event of:

0] an early redemption of the Securities pursuantondition 6(b), or

(in) a repurchase of the Securities of more thanl(@ per cent. of the aggregate principal amounthef
relevant Securities originally issued in any perwmfd12 consecutive months or (b) 25 per cent. ef th
aggregate principal amount of the relevant Secesitbriginally issued in any period of 10 conseeutiv
years,

to redeem or repurchase such Securities only testent that such part of the aggregate principaloant of
the relevant Securities to be redeemed or repurtdhas was characterised as equity by Standard &'Ba
the time of their issuance (but taking into accoany changes in hybrid capital methodology or aroth
relevant methodology or the interpretation thersifce the issuance of the Securities) does noteexsech
part of the net proceeds which is received by #seidr or any subsidiary of the Issuer during th@-déy
period prior to the date of such redemption or newase from the sale or issuance by the Issuermyr a
subsidiary of the Issuer to third party purchaséother than subsidiaries of the Issuer) of secesitas is
characterised by Standard & Poor’s, at the timesale or issuance, as equity.
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SUMMARY OF PROVISIONS RELATING TO THE SECURITIES
WHILE IN GLOBAL FORM

Each Temporary Global Security and each PermankitaGSecurity will contain provisions which apply
the relevant Securities while they are in globainfpsome of which modify the effect of the Conditsoof the
relevant Security. The following is a summary oftam of those provisions as they relate to thewvasht
Securities:

Exchange

The Temporary Global Security is exchangeable imlestor in part for interests in the Permanent Globa
Security on or after a date which is expected t@®&\pril 2017, upon certification as to non-U.Sndigcial
ownership in the form set out in the Temporary @lolsecurity. The Permanent Global Security is
exchangeable in whole but not in part (free of gbapo the Holder) for the definitive Securities dimd below

if the Permanent Global Security is held on beb&# clearing system and such clearing systemoised for
business for a continuous period of 14 days (othen by reason of holidays, statutory or otherwise)
announces an intention permanently to cease bssoredoes in fact do so. Thereupon, the Holder gieg
notice to the Principal Paying Agent of its intentito exchange the Permanent Global Security fiinitee
Securities on or after the Exchange Date (as debekmv) specified in the notice.

On or after the Exchange Date (as defined belo@)Hblder of the Permanent Global Security may sulee
the Permanent Global Security to or to the ordeahefPrincipal Paying Agent. In exchange for thenement
Global Security the Issuer shall deliver, or prective delivery of, an equal aggregate principalamhof duly
executed and authenticated definitive Securitiesirfgaattached to them all Coupons in respect cfrast
which has not already been paid on the PermanattaGSecurity and a Talon for further Coupons)usgc
printed in accordance with any applicable legal stotk exchange requirements and in or substanirathe
form set out in Schedule 1 to the Trust Deed. Qrharge of the Permanent Global Security, the Issileiif
the Holder so requests, procure that it is candedled returned to the Holder together with anywvaaié
definitive Securities.

“Exchange Daté means a day falling not less than 60 days aftet ®n which the notice requiring exchange is
given and on which banks are open for businedsarcity in which the specified office of the Print¢ipaying
Agent is located and in the cities in which theveaht clearing system is located.

Payments

No payment will be made on the Temporary GlobaluBgcunless exchange for an interest in the Peemian
Global Security is improperly withheld or refuséhyments of principal, premium and interest in eespf
Securities represented by a Global Security wiliizle against presentation for endorsement and, fifrther
payment falls to be made in respect of the Seesrisurrender of such Global Security to or todttter of the
Principal Paying Agent or such other Paying Agenslzall have been notified to the Holders for suaipgse.
A record of each payment so made will be endomsetie appropriate schedule to the Global Secunibych
endorsement will be prima facie evidence that aajment has been made in respect of the Secufideshe
purpose of any payments made in respect of a Gleealrity, Condition 10(c) shall not apply, andsalth
payments shall be made on a day on which commédsardds and foreign exchange markets are open iddron
and (for the Dollar Securities only) a day on whachmmercial banks and foreign exchange marketegee in
London and, in the case of the Dollar SecuritiesyNork.

Notices

Notwithstanding Condition 17Nptice3, so long as the Securities are represented byémmanent Global
Security and such Permanent Global Security is beltehalf of a clearing system, notices to Holdeay be
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given by delivery of the relevant notice to thataing system for communication by it to entitled
accountholders in substitution for publication eguired by the Conditions.

Prescription

Claims against the Issuer in respect of principegmium and interest on the Securities while theuBies are
represented by the Permanent Global Security witlome void unless it is presented for payment withni
period of 10 years (in the case of principal andnpum) and five years (in the case of interest) ftbm
appropriate Relevant Date (as defined in the Camdiji

Meetings

The Holder of the Permanent Global Security shallgss the Permanent Global Security represenysoord
Security) be treated as being two persons for thipgses of any quorum requirements of a meetirtdotders
and, at any such meeting, as having one vote pect®f each U.S.$1,000 in principal amount of Bredlar
Securities or, as the case may be, £1,000 in pahamount of the Sterling Securities.

Purchase and Cancellation

Cancellation of any Security required by the Caoda to be cancelled following its purchase willdféected
by reduction in the principal amount of the relev@iobal Security.

Trustee’s Powers

In considering the interests of Holders while treerRanent Global Security is held on behalf of ey
system, the Trustee may have regard to any inféematovided to it by such clearing system or pemtor as
to the identity (either individually or by categdrgf its accountholders with entitlements to thenfenent
Global Security and may consider such interest$ sisch accountholders were the holders of the Beemt
Global Security.

Electronic Consent
While any Global Security is held on behalf of kevant clearing system, then:

(@) approval of a resolution proposed by the Issughe Trustee (as the case may be) given by Way o
electronic consents communicated through the eleictrcommunications systems of the relevant
clearing system(s) in accordance with their opegatiules and procedures by or on behalf of the
holders of not less than 90 per cent. in princgrabunt of the Securities outstanding Eactronic
Consent as defined in the Trust Deed) shall, for all msgs (including matters that would otherwise
require an Extraordinary Resolution to be passed ateeting for which the Special Quorum (as
defined in the Trust Deed) was satisfied), takeatffas an Extraordinary Resolution passed at a
meeting of Holders duly convened and held, andl dt@lbinding on all Holders and holders of
Coupons and Talons whether or not they participatadich Electronic Consent; and

(b) where Electronic Consent is not being sougbt, the purpose of determining whether a Written
Resolution (as defined in the Trust Deed) has bedidly passed, the Issuer and the Trustee shall be
entitled to rely on consent or instructions givenairiting directly to the Issuer and/or the Trustag
the case may be, (a) by accountholders in theistpaystem(s) with entittements to such Global
Security and/or, (b) where the accountholders laolg such entitlement on behalf of another person,
on written consent from or written instruction thetperson identified by that accountholder as the
person for whom such entitlement is held. For thgpse of establishing the entitlement to give any
such consent or instruction, the Issuer and thet@eushall be entitled to rely on any certificatetber
document issued by, in the case of (a) above, EaqgcClearstream, Luxembourg or any other
relevant alternative clearing system (thelévant clearing systert)) and, in the case of (b) above, the
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relevant clearing system and the accountholdertifibzh by the relevant clearing system for the
purposes of (b) above. Any resolution passed i suanner shall be binding on all Holders and
holders of Coupons and Talons, even if the relegansent or instruction proves to be defective. Any
such certificate or other document shall be comatuand binding for all purposes. Any such ceridifec

or other document may comprise any form of statéroeprint out of electronic records provided by
the relevant clearing system (including EurocleaB&JCLID or Clearstream, Luxembourg’s
CreationOnline system) in accordance with its ugmatedures and in which the accountholder of a
particular principal or nominal amount of the Sées is clearly identified together with the ambun
of such holding. Neither the Issuer nor the Trusteall be liable to any person by reason of having
accepted as valid or not having rejected any ¢eatd or other document to such effect purportmg t
be issued by any such person and subsequently foureiforged or not authentic.
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DESCRIPTION OF THE ISSUER

SSE plc (SSE) was incorporated with limited liability in Scethd under the Companies Act 1985 with
registration number SC117119 on 1 April 1989 forualimited term. SSE was originally incorporated\asth

of Scotland Electricity plc., and on 1 August 198%hanged its hame to Scottish Hydro-Electric pic.
December 1998, Scottish Hydro-Electric plc mergdth vBouthern Electric plc, whereby Scottish Hydro-
Electric plc acquired Southern Electric plc andsaguently changed its name on 14 December 1998ottish

and Southern Energy plc, with a further name chalng&SE plc on 30 September 2011 (SSE and its
subsidiaries being theéSSE Groug’). SSE is the broadest energy based company irJiebeing the only
company operating in the generation, transmissiiatribution and supply of energy. It has a market
capitalisation of £15.1 billion and was theé"3argest company in the FTSE 100 as at 31 Jan@ry.2

SSE is a holding company and depends on the didgjefistributions and other payments from its slibgies
to fund its operations.

Board of Directors of SSE

As at the date of this Prospectus, the memberkeoBbard of Directors of SSE, all of Inveralmondude,
200 Dunkeld Road, Perth PH1 3AQ, United Kingdomas éollows:

Name Title

Richard Gillingwater CBE Chairman

Alistair Phillips-Davies Chief Executive

Gregor Alexander Finance Director

Crawford Gillies Senior Independent Director
Jeremy Beeton CB Non-Executive Director
Katie Bickerstaffe Non-Executive Director
Peter Lynas Non-Executive Director
Susan Bruce Non-Executive Director
Helen Mahy CBE Non-Executive Director

The members of the Board of Directors of SSE haeddllowing significant outside activities:

. Richard Gillingwater CBE is Chairman of Henderson Group plc and Seniorgeddent Director of
Helical Bar plc.

. Alistair Phillips-Davies is a Director of Energy UK, member of the Accert@lobal Energy Board and
Vice President of Eurelectric.

. Gregor Alexander is Chairman of Scotia Gas Networks Ltd and a neeehtive Director of Stagecoach
Group plc.
. Crawford Gillies is Chairman of Control Risks Group, non-Executbieector of Barclays Bank PLC

and Senior Independent director of Standard Lite @rawford is also a member of Advisory Board of
School for CEO’s.

. Jeremy Beetonis a member of the Court of Strathclyde Univeraityl a member of the Advisory Board
of PwC. He is also Chairman of Merseylink Ltd. andon-Executive Director of John Laing Group plc
and WYG plc.

. Katie Bickerstaffe is Chief Executive of UK and Ireland Dixons Carpk@lc.
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. Peter Lynasis Group Finance Director of BAE Systems plc arehher of the BAE Systems Inc. Board
in the US.

. Dame Susan Bruce DBHs Chair of the Royal Scottish National Orches@hair of Young Scot and
Deputy Chair of the Scottish Council for Developrand Industry and also Visiting Professor of The
International Institute of Public Policy, Universibf Strathclyde. Sue also has her own consultancy
company.

. Helen Mahy CBE is Chairman of the Renewables Infrastructure Gramgba non-Executive Director of
Bonheur ASA and of SVG Capital plc.

There are no potential conflicts of interest betwtee duties of any of the members of the Boardig$ctors of
SSE and his/her private interests and/or otheesluti

Acquisitions and Disposals

Gas Assets Acquisition

In July 2015 SSE through its wholly-owned subsigli@8SE E&P UK Limited, entered into an agreemenhwit
Total E&P UK Limited to acquire a 20 per cent. et in the four gas fields and surrounding expiona
acreage approximately 125km north west of the 8hdtlslands, collectively known as the Greater laagg
Area; and a 20 per cent. interest in the new Shetland Gas Plant.

The acquisition was completed in October 2015.|T®&P UK Limited is the operator of, and will own 6D
per cent. stake in, these assets. The remainipgr2€ent. is owned by DONG Energy.

The transaction completed with cash consideratio8669 million (which reflects the value of the eiss
including associated UK capital allowances). SSékare of forecast capital expenditure is expeatetet
around £190 million in the period to March 201tonplete the entire development of the four prinfaaigs
(Laggan, Tormore, Edradour and Glenlivet) as welihee Shetland Gas Plant, of which £43 million spent to
31 March 2016.

Sale of stake in Beatrice Offshore Windfarm Ltd (VL") and project financing

In January 2016 SSE sold a 10 per cent. stakeeiB88MW BOWL project, situated in the outer Morasth-to
joint venture partner Copenhagen Infrastructuréniees (‘CIP”), reducing SSE’s holding to 40 per cent. On 20
May 2016 the £2.6 billion BOWL project was giveretgreen light for construction by owners SSE (40 pe
cent.), CIP (35 per cent.) and SDIC Power (25 pet.T after the project reached financial closerkia the
operations and maintenance facility in Wick and titamsmission works in Moray commenced in 2016h wit
offshore construction commencing in 2017. The wardh is expected to become fully operational by201

Sale of a stake in Clyde wind farm

In March 2016 SSE signed agreements for the sad®&f per cent. of its operational 349.6MW Clyden@Vi
Farm located in South Lanarkshire to Greencoat UKddWPlc (‘UKW ") and GMPF & LPFA Infrastructure
LLP (“GLIL ") for a headline consideration of £355 million.

When the 172.8MW extension to Clyde is commissio(enirently under construction, expected to beyfull
operational in 2017) the equity stake jointly owrbsdUKW and GLIL will be diluted to 30 per cent.thiSSE
retaining 70 per cent. In addition to completing tonstruction of the extension, SSE will providad term
management services for the day to day operatioals 522.4MW as well as long term route to marReA's.

Disposal of Street Lighting Project

In July 2016, SSE signed a sale and purchase agntemith DIF Infrastructure IV to dispose of theudy
interest in its three remaining UK PFI street liggtspecial purpose entitiesSPES).
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The SPEs in Leeds, Stoke on Trent and NewcastldNantth Tyneside are funded through a mix of seddot
and equity. The sale of SSE’s equity interest wdwdsle reduced SSE’s net debt at 31 March 2016 doynar
£138 million through the removal of project-relatgehior debt together with the cash consideratihpugh
the exact amounts will not be finalised until coetpan of the sale of each of the SPEs due to dwitinued
operation and trade.

It is expected that the disposal will be compldtgér in financial year 2016/17 following agreemeuith the
relevant local authorities, the joint venture partRoyal Bank Leasing Limited and senior debt fusde

The street lighting SPE projects have 25 year ageeés for the replacement, operation and maintenahthe
street lighting assets with their respective l@athorities and these operational responsibilitiiscontinue to
be carried out by SSE Contracting Limited undeai@bel 25 year sub-contract with the SPEs.

Sale of a stake in SGN Ltd

In October 2016, SSE completed an agreement taask8.7 per cent. equity stake in Scotia Gas Nédsvor
Limited (“SGN") to wholly owned subsidiaries of the Abu Dhabvéstment Authority (ADIA), for a headline
consideration of £621m based on an effective ecamalate of 1 April 2016. The sale follows a review
announced by SSE in May 2016. SSE will retain 8 p@r cent. equity stake in SGN. Of the proceddhe
sale, approximately £100 million is currently exjgecto be invested in Stronelairg and approximag&0o
million is currently expected to be returned torshalders by way of share buybacks by December.2017

The SSE Group

SSE Group — Principal Subsidiaries as at 31 Januarg2017

SSE plc

SSE " SSE Renewables|
SSE Energy Telecommunicatior] SSE Generation Ltf Scottish and SSE Services plc SSE Hornsea Ltd| Holdings
Supply Ltd Ltd Southern Energy Lid
t Power Distribution| t
Ltd
SSE Retail Ltd SSE’ i SsE SSE
etail Lt E&P UK Limited Contracting Grou Venture Capital Lt
Ltd
Scottish Hydro Electri Southern Electric Pow|

B . ) SHE Transmission pl
Power Distribution plq Distribution plc

SSE believes that it is the only company listedhenLondon Stock Exchange which owns, operatesramdts

in a balanced group of economically-regulated endmgsinesses, such as electricity networks, ancketar
based energy businesses, such as energy supplgletidcity generation. SSE’s core business isujoply
energy in a reliable and sustainable way. Its egrats to deliver the efficient operation of, angléstment in, a
balanced range of economically-regulated and mdokeed businesses in energy production, storage,
transmission, distribution, supply and related ises/in the energy markets in Great Britain anthi@. This
means: (i) operating and investing efficiently irder to meet the long term needs of its customédrisiv
maximising returns to investors; (ii) maintaining a balanced range of economically-regulated businesses
allowing SSE to avoid over-exposure to any one pérthe energy sector whilst enabling it to pursue
opportunities where appropriate; (iii) having production, storage, transmission, distribution, supply and related
services, which create both diversitff $8E’s business activity and a focus on a single sector: energy; and

(iv) Great Britain and Ireland give SSE a clear graphical focus, allowing it to maintain and depity
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significant experience and an understanding ofiaekets in which it operates and to focus on trexlaef the
customers which it serves.

Adjusted operating profitof the SSE Group has grown at a compound annoaltigraté of 2 per cent. since
its results for the year ended 31 March 2011 thndogts results for the year ended 31 March 20lt6the year

ended 31 March 2016 based on customer numbers Sf&tates that approximately 45-50 per cent. of stejll

operating profit was attributable to its activitinseach of Scotland and the rest of the Unitecgom, with the

remaining 1-5 per cent. in the Republic of Ireldnd.

Networks

SSE has an ownership interest in five economicalfyulated energy network companies: (i) Scottishirbly
Electric Transmission plc (100 per cent.); (ii) Scottish Hydro Electric Power Distribution plc (100 per cent.);
(iii) Southern Electric Power Distribution plc (100 per cent.); (iv) Scotland Gas Networks plc (338r cent.);
and (v) Southern Gas Networks plc (33.3 per celmt.)his Prospectus, this business segment isreefdo as
“Networks”.

The adjusted operating profit for Networks was £6#lfion for the financial year ended 31 March 20&bich

was 51 per cent. of the Group’s adjusted operatiafjit. SSE estimates that the total Regulated tAgakie
(“RAV™) of its economically-regulated ‘natural monopolylsiness was £8,286 million as at 30 September
2016, up £329 million from £7,957 million at 31 Mhr2016. As at 30 September 2016, the RAV comprised
around: (i) £2,522nillion for electricity transmission; (ii) £3,209 million for etctricity distribution; and (iii)
£2,555 million for gas distribution (i.e. 50.0 pmmt. of Scotland Gas Network plc and Southern IGzts/ork
plc’s total RAV), compared with the RAV as at 30 iegla 2016 which comprised around: (i) £2,287 millfon
electricity transmission; (ii) £3,157 million for electricity distribution; and (iii) £2,513 million for gas
distribution. In October 2016, following the comide of the disposal of a 16.7 per cent equity stek SGN,
total RAV for gas distribution fell from £2,555 ridn to £1,702 million. The RAV growth was £607 hah in
2015/16, compared with £530 million in 2014/15 88E's projected RAV is expected to fall by arour&&
million (net) in 2016/17 due to the sale of thekstin SGN, then expected to grow by around £550anifor
2017/18, £360 million for 2018/19 and £260 millifmn 2019/20 based on projected capital expenditnhere
historically around 50 per cent. has been sperileworks. The completion of the Caithness Morak kmd
other projects is expected to take the total RAVAIBfSSE’s economically-regulated networks busiegds
close to £9.0 billion by 2020.

Through price controls, OFGEM sets the index-link@eéenue the network companies can earn througlyeha
levied on users to cover costs and earn a retuneguiated assets. While the RIIO Price Controllmagsm is
complex, these economically-regulated, lower-risisibesses provide relative predictability and $itstbior
SSE and balance its activities in the competitiieol¥sale and Retail markets. While the overall shafpthe

! For more information on the relevance of adjustperating profit (which is not an IFRS measure of
performance) and the way in which it is calculatede the notes to the financial statements whieh ar
incorporated by reference in this Prospectus.

2 Compound annual growth rate (which is not an IFRSsure of performance) is the implied annual drowt
rate in moving from the revenue level in 2011 tattin 2016, assuming a consistent annual growthaeer
the period, and it is a common way of demonstragiregvth of a particular part of a business oveeraqol of
time. It is therefore of relevance to investors.

% £1,653 million, £1,658 million, £1,779 million, &8O million, £1,881 million and £1,824 million, rféhe
periods ended 31 March 2011, 2012, 2013, 2014, 2052016 respectively (reconciled in the relevant
financial statements of the SSE Group for thosegdsy.

4 Based on customer numbers of 3.9 million, 3.9iamilland 0.41 million for Scotland, the rest of theited
Kingdom and the Republic of Ireland respectively.
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networks may evolve, as the recent expansion atredily transmission and sale of part of a stakeSGN
show, they remain core to SSE'’s strategy in thetshwedium and long-term and contribute signifitat its
ability to deliver annual dividend increases.

In September 2016, SSE's three electricity netwbrkginesses adopted a common trading name assBcantti
Southern Electricity Networks $SEN'). This new name and an accompanying rebrandiraggss were
developed following extensive engagement with custs, stakeholders and employees.

This change responds to the operating environmahernuthe RIIO price controls which incentivise ragtwork

operators to engage effectively with their custamand stakeholders in developing and implementiragy t
business plans. SSEN believes that adopting aetleampler and more distinctive identity will help deliver

improved accountability to the communities it sep&ipporting its performance against key inceative

SSEN is also establishing a Stakeholder AdvisomnePw work alongside its Board to help scrutirisisiness
performance and effectiveness in meeting its comerits. The Panel will consist of a Chair and ugight
people, who are being recruited to reflect a bnaadje of external interests, skills, knowledge exgerience.
Through its work, the Panel will bring stakeholdesight and challenge to SSEN's decision-makinghat
highest level, helping to drive improvement in kegpcesses and outcomes for customers.

Electricity Transmission
SSEN operating under licence as Scottish HydrotEte€ransmission plc is responsible for maintainend
investing in the electricity transmission netwanktie north of Scotland.

Since the start of the RIIO T1 price control, SSEbB#pital investment in its transmission network twalled
£1.66 billion. With its committed pipeline of inwesent, it expects to increase its RAV from £2.3idml as at
September 2016 to around £3.0 billion by March 2018

Good progress continues to be made with the dglieérSSEN’s flagship Caithness-Moray transmission
reinforcement which, with an agreed value of £1,&fifion (2013/14 prices), is its largest single@stment to
date. In September 2016, the first part of the mdackhillock substation, near Keith, was energised
schedule. Manufacture of the subsea cable hasrew completed and a specialised cable-laying Masdee

to install this on the Moray Firth seabed durind 20The Caithness-Moray reinforcement as a whoteaies

on course to be commissioned by the end of 2018.

Following successful energisation of the 220km Be&@enny overhead line, SSEN has been engaging with
OFGEM regarding recovery of efficiently incurrecst OFGEM has published a consultation indicattirady it
is minded to allow recovery of final efficient cesthich are not expected to exceed £670 million.

SSEN's delivery of these projects and other stiateg/estment in its transmission network has plage

essential part in facilitating the rapid growthlefv carbon electricity generation within its licenarea. In the
past decade it has enabled the connection of dB®Y @f additional installed capacity, reaching arent total

of 4,258MW.

As well as delivering major projects to reinforée tcore network, it is responsible for providingnsmission
connections to major onshore generation sites 2kil8volts and above. In the six months to Sejien?016,

it has connected an additional 231MW of installeapacity. Further connection projects currently in
construction will connect a further 472.5MW.

During the six months to 30 September 2016, 25 aeemodified connection offers were provided withiire
required period.

SSEN is committed to bringing forward its advangedposals for new transmission links to the Sdottis
Islands if they are required. The development eséhlinks remains subject to the ability of islgederators to
commit to their projects, which is widely recogride be dependent on confirmation by the UK Governtnof
their eligibility to participate in a future Contita for Difference (CfD”) auction and EU State Aid clearance
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for this policy support. SSEN continues to engagth vaffected stakeholders in order to progress the
development of the links in anticipation of develogommitment. It is in a position to submit ‘Neégisses’ to
OFGEM for the Western Isles and Shetland in 201f7dfcircumstances allow.

The main purpose of SSEN’s significant investmenits network has been to facilitate the transrors®f
rapidly growing volumes of renewable energy saéeld securely to customers. It is recognised treaefficient
and flexible operation of its expanded network iy a crucial role in its success in the remairafethe
current price control and beyond. SSEN has thezedstablished a dedicated and experienced tearim wih
transmission business to deliver operational eswe#, including improved asset management and ytimel
preparation for the introduction of new types ol and technology. During this period of rapidirobe,
including commissioning of substantial new assetd eonnection of large volumes of renewable germrat
capacity, SSEN has provided a highly reliable netw@his is recognised through the Energy Not Siegpl
incentive under which SSEN can be rewarded or psamuhlfor network performance. Full incentive was
achieved in 2015/16 and this performance has hestaised during the current year.

To support the successful integration of new HVD@astructure on its own network and elsewhere riaa6G
Britain, SSEN is leading the development of theidf&l HVDC Centre in Cumbernauld via OFGEM'’s
Electricity Network Innovation Competition. The ¢cenwill allow engineers to replicate the complistof the
future transmission system in real time using péweromputer simulators. This initiative will suppaarly
development of efficient operational strategies @am@ble potential risks to be identified and adskds
Construction of the centre began in August 2016itiscdue for completion during 2017.

SSEN continues to engage constructively with OFGHM the Department for Business, Energy and Inidbistr
Strategy (BEIS") in relation to the development of the regime fextending Competition in onshore
Transmission ECIT”).

The delivery of competition poses some potentiskgito future growth and revenue, but also oppdiésn
SSEN believes the experience it has gained bottoirse and with its supply chain means that it i placed

to participate in competitive delivery arrangemeotse the regime is implemented. Through its engage
with OFGEM, SSEN aims to ensure that its most adedrdevelopment projects can be delivered in alfime
way under the existing framework. In the longemtgit is working to ensure that future arrangements
developed under the ECIT project will deliver thensmission infrastructure required in a way thgipsrts the
UK Government'’s policy objectives, delivers valoe énd consumers and achieves a fair and reasoretbia

to investors.

The views of stakeholders have played a key paBSEN's success in electricity transmission andineihain
central to its future business plans.

Stakeholders have played a major part in the dpuedot of SSEN'’s Visual Impact of Scottish Transioiss
Assets (VISTA") policy, which seeks to mitigate the impacts wiséing transmission infrastructure in National
Parks and National Scenic Areas. In August, SSEidived OFGEM approval for its proposed approach and
expects to make its first funding application unither policy in 2017.

SSEN has also responded to stakeholders’ intaretst supply chain and the economic and socialritariton
that its investments make. Modelling of its £1.1idi Caithness-Moray investment has shown that3£64
million of expenditure has been or will be madehwitK-based suppliers or contractors. The projedls®
expected to support the equivalent of 10,971 yehesnployment in the UK. Through continuing worktlwits
supply chain and with stakeholders, SSEN is coneahitd using the outputs of this modelling to masienihe
direct benefits that its activities can bring todbeconomies.

Electricity Distribution

SSEN is responsible for maintaining the electridistribution networks that supply over 3.7 millibomes and
businesses, operating under licence as ScottishoHytdbctric Power Distribution BHEPD") in the north of
Scotland and as Southern Electric Power Distrilbui8EPD’) in central southern England.

76



The total volume of electricity distributed by SERBd SHEPD during the financial year to 31 March®®as
39.56TWh, compared with 39.6TWh in the previousryaad in the six months to 30 September 2016 was
18.1TWh. Capital expenditure in electricity distrilon networks was £258.3 million in the year toNérch
2016, compared to £327.6 million in the previousryand in the six months to 30 September was £111.6
million.

During 2015/186, its first year under the incentil®msed RIIO ED1 price control, SSEN continues tdkena
significant steps in driving change in its openasioprocesses and standards. The change progrartroticed

in 2015 is bedding in and is helping the busimesst the demands of the price control settlemereteagwith
OFGEM. The focus on operational excellence hasirmmoed to see strong gains made in customer service,
which are ultimately expected to support improviggformance against the incentives built into REDL.

The most financially significant of these incensivare the two measures of loss of electricity supplistomer
Interruptions (Cls”) and Customer Minutes Lost@MLs”). SSEN's continued adoption of the “restoretfirs
repair second” method has helped in SSEN’s ClsGits remaining relatively low. SSEN’s commitment t
minimising the occurrence and duration of customtarruptions saw the CML at 27 minutes in Scotland
23 minutes in England per customer; and CIs at 34 per 100 customers in Scotland and 26 per 100 cesiin
England in the six months to 30 September 2016.ilé/the figures are a marginal increase comparéi thie
same period in 2015, they continue to reflect SSENfong performance and its committed servicetdo i
customers.

Further investment in network resilience, includerditional automation, other innovations and tededree
cutting, mean that SSEN is on target to achievepréormance it has targeted for incentive incormendg
RIIO ED1.

The regionalised model introduced across SSEN'drillision business in 2015 has created greater
responsibility and decision-making at a regionaéledriving further innovation, responsivenesstkeholders
and improvements in performance.

The second round of awards from SSEPD’s £1.3 milResilient Communities Fund, which was establisioed
support local communities in their preparation aesponse to emergencies, has been made in fifsbhal
2016/17. The fund was established using money rangaifrom an amount agreed with OFGEM following
weather-related electricity supply disruption otre Christmas period in 2013/14.

Gas Distribution

SGN manages the network that distributes naturdlgiren gas to 5.9 million homes and businessessacr
Scotland and the south of England. In line witheiigsiity holding SSE received 50 per cent. of tistrithutable
earnings from SGN, which reduced to 33.3 per aan6 October 2016 on completion of the part diapsale
to ADIA. Through a managed service agreement, @®Biinues to provide some back-office support.

As at 30 September 2016, SGN's total RAV was £5Hillidn (including SSE’s share of £2,555 billiori. the
first half of 2016/17, SGN invested £84.5 milliof70.9 million in the same period in the previousryen
capital expenditure on mains and services replaceprejects. SGN is focused on ensuring its outpoider
OFGEM'’s RIIO framework are met, incentives are mased and innovation is delivered effectively while
running an efficient, safe and reliable network N&Ginvestment programme is key to this and, witbwverall
cost allowances of over £4.6 billion (at 2012/1®¢8), OFGEM has allowed over £2.8 billion over tierent
eight year price which runs until 2021 to cover neapital investment and to manage the risks to SGN’
existing assets.

Retail

SSE is one of the largest energy suppliers in trepetitive markets in Great Britain and Ireland. a§s31
December 2016 it supplied electricity and gas @88nillion household and business accounts, cordpire
8.28 million as at 31 December 2015. It also presidther related products and services includireptiene,
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broadband and boiler care to 0.46 million houselaold business customers as at 31 December 201faoedn

to 0.39 million households as at 31 December 20hB. Retail segment includes the Enterprise busiwhsh
provides energy services to meet the needs of éssds and public sector organisations in a reliabte
sustainable way. The adjusted operating profiRetail was £455 million for the financial year edd&1 March
2016, including £41 million from the Enterprise imess, which was 25 per cent. of the Group’s tathlisted
operating profit. Taken together these businessedde balance to the SSE Group and demonstratés SSE
commitment to efficient operations and industrydieg customer service.

In the context of the rapidly evolving competitigavironment in which its Retail business operaB8SE has
embarked on a transition from commodity providevers its vision of becoming a market-leading tetadf

energy and essential services, by digitalising dnarsifying its business, and consistently exogllin

customer service. As part of this strategy, it tards to focus on addressing the decline in itsggneustomer
numbers while investing in the expansion of its -eoergy businesses to identify opportunities fawgh

across several markets.

Energy supply and Energy Related Services

SSE appreciates that customers rely on its comdupts of electricity and gas to power and heat themnes in
order to live safely and comfortably, and is therefcommitted to keeping energy prices as low a&siple.
SSE aims to protect its customers from short-teriepvolatility and as a result has not increasethdard
prices for 40 months, having also reduced pricesettimes during that period. Looking ahead, SSEaivh to
achieve the right mix of investment in digitalisiogstomer service while also managing cost effiyen

SSE is continuing to work to address the declineustomer numbers it has experienced in recensyaat is
aiming to reduce significantly the rate of custortegses. The market for energy supply in GreataBriin
particular continues to be intensely competitivehwpolitical, regulatory and market factors alhtdbuting to

the rapid growth of new market entrants and inéngglevels of customer engagement in the markegning
there are now more than 40 suppliers operatinghé Great Britain market alone. At the same time the
regulatory environment in which SSE operates imgimy following the conclusions of the CMA inquiry,
supported by government and the regulator, mamhi¢h are designed to unlock innovation in the readnd
drive further customer engagement and switching.

Against this backdrop, SSE is adapting and comgéetiy offering a range of market-leading deals tgtoa
diverse mix of channels. At the same time, SSEeekisig to develop stronger, more enduring customer
relationships by investing in high-quality custorservice, offering a broader range of productfisnitome and

a programme of rewards that recognise the valeesibmer loyalty.

SSE firmly believes that its strategy of becomingarket-leading retailer of energy and essentialices, by
digitalising and diversifying its business, and sistently leading in customer service, is the rigisponse to an
increasingly competitive and rapidly evolving markand one which will enable it to leverage itsostg
competencies in customer service and efficientatjmrs.

It continues to make progress in the delivery a$ strategy, with developments in the first half2af16/17
including: (i) the launch of market-leading boileover propositions as it moves closer to completimg
national expansion of its Home Services business; (ii) introduction of a range of market-leading, well subscribed
tariffs in energy and broadband to attract new customers; (iii) the deployment of resources into its customer-
facingoperations to deliver on its service ambitions; (iv) a successful pilot of its smart prepaymentigon, to
be rolled out later this year; (v) delivery of further operational efficiencies across the Retail business; and (v)
further work to scope out partners and solutiomspfussible improvements to back-end systems torerthat
SSE is able to meet the future needs of customers.

At the same time SSE continues to invest in itsdréaving become the flagship sponsor of the Iatiamal
weather and the first major sponsor of women’stalbtin Scotland, complementing existing sponsqrshin
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sport and entertainment to ensure SSE not onlyappe customers but is able to offer additiondu@aand
rewards in areas that interest them.

Smart Meters

SSE’s metering business is undergoing a transformation through the smart meter rollout; however, it still
undertakes meter reading operations and metertopeverk in all parts of Great Britain. SSE beliswarongly
in the potential for the national roll-out of smareters to transform the relationship between coets, their
energy usage and their supplier in the coming ye@agitalising on this opportunity is fundamentalthe
strategy of the Retail Business.

Doing so requires a roll-out which is both coskefive and customer-centric, not only installing tneters
efficiently but also engaging customers with trehteology so that the benefits outweigh the costaigtomers.
SSE has continued to ramp up its capacity and etglief smart meters and, as of 31 October 2016, IZ8E
installed more than 340,000 smart meters. So €mtomer feedback on their experience of the irstall has
been extremely positive.

In its 2015/16 annual report, SSE described 201841& pivotal year for the smart programme, withdéntral
communications infrastructure provided by the Datammunications CompanyCC”), which will enable
suppliers to build up to mass deployment, due tddlvered after significant delays. SSE also dtdtat any
further delays to the DCC's delivery must be refecdn the overall programme timetable to avoid aagative
impacts for customers.

Unfortunately, delays to delivery of the DCC's mtructure have continued, with both outstandingases
now beyond all contingency agreed by the Secraib§tate in March 2015. Combined with a range bkot
outstanding constraints, this is undermining carfick in the programme and compressing the windavhioh
suppliers can roll out the enduring solution alescdriving up costs and creating challenges feritfdustry. It
is therefore SSE’s view that revisions to the 26@@table are urgently required in order to promgtomers
and ensure benefits are delivered; smart meters are a means to an end, not an end in themselves, and SSE has
urged government to reconsider whether the 202@llideais still appropriate or in the best interesfs
customers.

Enterprise

SSE Enterprise was formed in 2014 and now incotpsrfive of SSE'’s businesses: Contracting, Raduh
Heat and Power, Telecoms and Utilities, supporteddntralised sales and project delivery teamsa Avsulti-
disciplined engineering services partner for busses, building a sustainable infrastructure forftiare, SSE
Enterprise provides energy services to meet théshekbusinesses and public sector organisationg @liable
and sustainable way.

With a significant self-delivery capability, SSE terprise: (i) designs, builds, maintains and oger@bmplex
mechanical and electrical engineerindrdstructure; (ii) provides industry-leading telecoms connectivity and
data centre services, meeting the connectivity and communication needs of businesses with bespoke solutions;
and (iii) designs builds, maintains and operatestgtity, gas, water, heat and cooling networkscfammercial
and residential developments.

To take the business forward in the next phases afavelopment, Neil Kirkby, previously Managing &itor of
Global Power Networks at Balfour Beatty, joined SS#erprise in January 2017 as its Managing Directo

Wholesale

Creating sustainable, long-term value from whokesalarkets for investors and customers is the girate
objective of SSE’s Wholesale businesses. This shibeldelivered through the responsible producstorage
and delivery of energy and related servicefocus on meeting the needs of its customers; ongoing rigour in
optimising its portfolio of existing assets and g¢bdn development. SSE’s wholesale segment delihéss
through Energy Portfolio ManagemenEPM”) and Electricity Generation. The adjusted opemtprofit for
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the Wholesale business was £443 million for tharfoial year ended 31 March 2016, which was 24 get. of
the Group’s total adjusted operating profit.

In addition, also within wholesale, Gas Productisrresponsible for the efficient delivery of gasrir the
physical gas fields that SSE has a shared ownership in and developing future opportunities; and Gas Storage is
responsible for the operation and management ofsS&is storage facilities, their maintenance arslieng
they are available for use by SSE and third parties

Wholesale’s key priorities in 2016/17 and beyoned: &i) ensuring the safe reliable operation ofvethiolly-
owned assests and those in which SSE has an ownarshest; (i) securing a stable and predictable supply of
energy to meet SSE’s needs; (iii) delivering SSE’s investment in renewable energy and other electricity
generation plant; (iv) driving business change to respond effectively to market change and regulatory
developments in Great Britain, Northern Ireland, Republic Of Ireland and EU regulations; and (v) securing
value, where appropriate, through the risk-manageting of energy-related commodities.

Energy Portfolio Management

EPM is responsible foensuring SSE has the energy supplies it requires to meet the needs of customers;
procuring the fuel required by the generation plants that SSE owns or has a contractual interest in; selling the
power output from this plant; where appropriate, securing value and managing volatility in volume and price
through the risk-managed trading of energgted commodities; and providing energy solutions and services to
customers.

The wholesale price of energy can fluctuate sigaiftly due to a number of factors including theneroy, the
weather, customer demand, infrastructure avaitgbdind world events. EPM seeks to manage the imgfac
these variables by maintaining a diverse and wadliced portfolio of contracts, and trading possioboth
long and short term. EPM provides a route-to-maf@etSSE’s Generation assets and helps Energy $uppl
manage its commodity risk. In doing so, SSE haatgreability to manage the impact from wholesalergn
price volatility and more scope to deliver the istveent needed in Generation and Gas Productiorusethe
risks associated with large-scale and long-ternestments are contained by the balanced nature BSSS
energy businesses.

In recent years, SSE has typically required arosexkn million therms of gas per day to supply s g
customers and to fuel its power stations, and atdBOGWh of electricity per day to supply all ileatricity
customers. EPM has three primary routes to coniyeiitand sustainably procure the energy and fiteleeds

to meet demand: (i) SSE-owned assets includingregrst gas exploration and production and thermal and
renewable electricity generation; (ii) long term gas producer contracts, power purchase agreements (with SSE —
owned plant and third pagt) and solid fuel contracts; and (iii) trading energy contracts transparently on
international exchanges or through ‘over the cauntarkets.

Managing risks associated with energy procuremertsa these three routes is a key requirementRdd.Bn
establishing the separated legal entity to manlagsetrisks and requirements on behalf of the Gsobpergy
Supply, Generation and Gas Production businessBg [$as enhanced the reporting transparency and
accountability of this activity. By optimising emggr procurement through a diverse portfolio, SSE saim
shelter its portfolio from the inevitable volatlithat exists in global markets.

Generation

SSE'’s primary objective for its Generation divisignto safely, efficiently and reliably maintainchoperate a
diverse generation portfolio, which includes sulbtd amounts of capacity for renewable energypseithe

UK and Ireland. This objective is underpinned by miinciples that direct the operation of, and stueent in,

its Generation portfolio: (i) compliance — with adlafety standards and environmental and regulatory
requirements; (ii) diversity — to avoid ovemependency on particular fuels or technologies; (iii) capacity — that is

well maintained to meet the requirements of theddid liish electricity systems; (iv) availability — to respond

to system demand and market conditions; (v) flexibility — to ensure that changes in demand for electrisity
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the variability of generation from wind farms caé tmanagedand (vi) sustainability — to support progressive
reduction in the CO2 intensity of electricity gemted through the cost efficient decarbonisationitef
generation fleet. By moving towards a lower carigeneration mix, SSE is transitioning its Generatissets
from a portfolio weighted towards gas and coabrie weighted towards gas and renewables.

SSE currently owns or has an ownership intered0Di609MW of capacity, which comprised at 30 Sepmb
2016: (i) 4,013MW of gas$ired generation capacity (Great Britain); (ii) 1,292MW of gas and oil fired
generation capacitgireland); (iii) 2,029MW of coal fired generation capacity (Great Brija{including waste
to energy capacity); and (iv) 3,275MW of renewable generation capacity (Great Britaid Ireland) (including
pumped storage).

Generation — Great Britain (thermal)

The amount of electricity generated by gas-firatfieed and coal-fired power stations in which S8&s an
ownership or contractual interest, including coneblimeat and power and biomass co-firing, was 1112TW
the six months to 30 September 2016, compared32hwh in the six months to 30 September 2015.

In the six months to 30 September 2016, the amaiuelectricity generated by gas and oil-fired postations
was 8.1TWh, while none was generated by coal-fo@der stations. In comparison, 4.7TWh was generayed
gas and oil-fired power stations and 0.6TWh wasgsed by coal-fired power stations in the six rherib 30
September 2015.

OFGEM has consistently maintained that during thrgéod to 2018/19 it expects electricity generatapacity
margins will be lower than they were in recent gedue to weak market economics and the closurédef o
plant.

The UK Government, together with National Grid (ae System Operator) and OFGEM, has decided to
address this issue in two ways:

. in the longer term through the implementation oé tapacity Market. SSE supports the UK
Government's plans to incrementally improve the &ty Market, including the planned supplementary
capacity auction for winte?017/18; and

. in the intervening period, through the SupplemeBihncing Reserve $BR") which will close after
winter 2016/17.

The design and operation of both the Capacity Maake SBR mechanisms is set by the UK’s Departraént
Business, Energy and Industrial Strated9BEIS”) and National Grid. They determine how much céyas
required to ensure security of supply under eacbharsm. Once this volume has been determined they
procure the necessary capacity through a competiiction/tender process.

In October 2016 the UK Government revised the prsty published parameters for the volume of gditera
capacity required under the next round of Capadayket auctions to: (i) 53.6GW in the supplementaigtion
for delivery in 2017/2018; and (ii) 51.7GW in the auction for delivery in 202021 (with an additional 600MW
in the associated year ahead auction). SSE beltbaéputting a price on carbon emissions, thrahghUK'’s
Carbon Price Floor, is a critical part of the Ul€isergy policy and is one of the most importantgydlools the
government has to help industry continue to delieéinble and lower carbon electricity cost-effeety. The
Carbon Price Floor arrangements are in place Aptil 2021. SSE has publicly supported the extemsibthe
Carbon Price Floor beyond that.

SSE has an ownership interest in five gas-firedguostations that participate in the Great Britdieceicity
market:

. Medway (700MW wholly owned) has continued to perforell in response to market requirements and
contractual obligations, and it has taken on a capacity obligation for 2018/19 and 2019/20;
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. Keadby (735MW wholly owned) returned to serviceNavember 2015 following its removal from the
market in March 2013. Keadby also has capadtitigations for 2018/19 and 2019/20;

. Peterhead (1,180MW wholly owned) 400MW of Peterfeeadpacity returned to service in November
2015 following the completion of major upgrade wadkimprove the flexibility and efficiency of the
station. It has a SBR contract to provide suppertises to National Grid for winter 2016/17 andreeo
year voltage control contract until the end of March 2017; and

. Seabank (1,164MW) and Marchwood (840MW). SSE h&8 per cent. stake in each of these gas-fired
power stations, which have both taken on capadiligations for 2018/19 and 2019/20.

SSE operates a wholly-owned coal-fired power statioFiddler’s Ferry (Cheshire, 1,995MW). In Ma2bil6
Fiddler's Ferry successfully secured a contracprimvide ancillary services to National Grid. Theegrear
contract, which ends on 1 April 2017, covers onthefthree available units at the site. It was stipllowing
SSE’s response to an invitation to tender issueddiional Grid.

In December 2016 SSE provisionally secured agretmerprovide a total of 3,239MW of de-rated elietty
generation capacity from October 2020 to Septer2b2d in the GB Capacity Market Auction. The T-4 tarc
cleared at a price of £22.50/kW (kilowatt), subjéatconfirmation by the Secretary of State for Bess,
Energy and Industrial Strategy.

The SSE capacity which has provisionally securedgirement in the T-4 auction comprises:
. 873MW of hydro electric and pumped storage plant;

. 2,323MW of gas-fired and embedded power generating; and

. 43MW of demand-side response.

This means 3,794MW of SSE's de-rated capacity whaqualified for the auction did not secure an
agreement. This includes its gas station at Peddrlaed its coal station at Fiddlers Ferry. Thel totdue
secured by SSE is £72.9 million. The revenue veltéceived on a pro-rated basis throughout theatgliyear.

In February 2017 SSE provisionally secured agre&srtenprovide a total of 4,451MW of de-rated elietty
generation capacity from October 2017 to Septer2bd8 in the GB Capacity Market Auction. The auction
cleared at a price of £6.95/kW (kilowatt), subjertonfirmation by the Secretary of State for Bess) Energy
and Industrial Strategy.

The SSE capacity which has provisionally securedgrrement in the auction comprises:
. 840MW of hydro electric and pumped storage plant; and
. 3,611MW of coal, gas-fired and embedded power geimgy plant.

The total value secured by SSE is £30.9 millione Tévenue will be received on a pro-rated basmutifrout
the delivery year.

To secure the revenue arising from the Capacityk®tarproviders of generating capacity must produce
electricity when the system requires it in relevagtiod, failure to do so will result in penaltiesing levied.

Peterhead power station (1,034MW de-rated capatilyhot secure an agreement. The station’s latatieans
it is required to pay significantly higher Transgi® Entry Capacity (TEC) costs than other powati®is on
the electricity system. This puts it at a disadagetin the Capacity Market auction. In light afsk provisional
auction results, the fact that Peterhead has fadeskecure a contract in any of the three previdapacity
Market auctions, and other economic consideratioregn that SSE will be reviewing future options thoe

station over the coming months and will engage \ilttstakeholders during this review. The reviewl wot

impact current operations at the station.
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One unit at Fiddler's Ferry power station (423MWtrdeed capacity), which is not fitted with Flue Gas
Desulphurisation plant, also failed to secure aeemgent.

SSE'’s generation strategy is built upon managisig through owning a diverse range of assets ard fi@n
which to meet the needs of customers. Multifuehnisimportant part of that strategy. Multifuel Eneigd
(“MEL ") (the SSE and Wheelabrator Technologies Inc. ®(dnt venture) operates a 68MW multi-fuel
generation facility known as Ferrybridge Multifuel(*FM1”) in Knottingley, West Yorkshire. The station has
taken on capacity obligations for 2018/19 and 2PQ%nd has prequalified for the 2017/18 and 2020/21
Capacity Market auctions. Construction has comneat&SSE'’s Ferrybridge Multifuel 2RM2”) project after

the Final Investment Decision was taken in Junes2The project is being built next to the FM1 faygilThe
completed plant will be able to generate around \ROM electricity, enough to power around 170,00fnks. It
has prequalified for the 2020/21 Capacity Marketian.

Generation — Great Britain (renewable)

Based on renewable energy capacity in operatioR, @8tinues to be the UK'’s leading generator oftelety
from renewable sources and the largest generatelectricity from wind across the UK and Irelands At 30
September 2016, it had 2,731MW of renewable eneapacity in operation in Great Britain (as well as
544MW in Ireland), including its share of joint veres. The Great Britain portfolio comprised (n€f):
1,150MW of conventional hydro and 300MW of pumptatage (ii) 900MW of onshore wind; (iii) 344MW of
offshore wind; and (iv) 37MW dedicated biomass. Total electricity outponirall of SSE'’s renewable resources
in Great Britain and Ireland (including pumped ag®) was 3.1TWh in the six months to 30 Septem0&6,2
compared to 3.9TWh in the six months to 30 Septer@dbd5, and 9.7TWh in the financial year ended 31
March 2016, compared to 8.5TWh in the financialryeaded 31 March 2015. The primary driver for this
differential was the weather; there was lower rainfall and less windy conditions in the first haf 2016/17
across Great Britain than in the same period inptfevious year. Overall renewable capacity alsaiced
slightly, from 3,093MW to 2,975MW, following the lgaof 49.9 per cent. of Clyde wind farm in March180
Availability of the renewable portfolio remainedghithroughout the period.

SSE continues to operate under the policy suppgime for renewable generation capacity in the UK,
currently delivered through the Renewables Oblaya{fRO”) (the RO applies also in Northern Ireland); and
the CfD mechanism. SSE expects its RO-qualifyinghone wind capacity to reach 428MW by 2018.

The policy framework for renewable generation wabject to a number of interventions by the UK
Government after it took office in May 2015. Theselude: (i) the early closure of the RO to new lwre
wind; (ii) a delay until late 2016 of the second CfD auction for “less established” technologies, including
offshore wind; (iii) the clear signal that CfDs in their current form are unlikely to be generally dafblie to new
onshore wind; and (iv) the removal of levy-exemption certificates ECs”) for renewable electricity.

In order to support future investment in a balan@ete of energy assets SSE has, as first outim&thrch
2014 recycled capital by delivering a programmeeéctive disposals of non-core assets and opeahtimd
in-development onshore wind projects. In March 28@feements were signed for the sale of 49.9 per ot
the operational 349.6MW Clyde Wind Farm locatedSmuth Lanarkshire to UKW and GLIL for a headline
consideration of £355 million. When the 172.8MWaemdion to Clyde is commissioned the equity stakdljo
owned by UKW and GLIL will be diluted to 30 per ¢ewith SSE retaining 70 per cent. and providingglo
term management services for the day to day opeatf all 522.4MW.

Onshore Wind Farms

For SSE's onshore wind portfolio, clarity regardintich projects remain eligible for RO support veagevided
through the definition of ‘grace periods’. Futurevdlopment options for later onshore wind projects being
explored in light of the policy changes referenabdve.

SSE has four onshore wind projects in construatiopre-construction, which will qualify for the URO: (i)
Dunmaglass (94MW) — the project is now exportingrgyg and scheduled for completion by the end of
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2016/17; (ii) Clyde Extension (172MW) — turbine erection underway and expected to be foflerational in
2017, (iii) Bhlaraidh (108MW) —turbine erection underway and expected to be fully operational in 2017; and
(iv) Stronelairg (225MW) — currently in pre-consttion and expected to be fully operational in 2018.

SSE also has onshore wind projects in developnietviill not qualify for the RO: (i) Viking (with @ansent)
(up to 457MW — SSE share 50 per cent.) SSE, withldint Venture partner, has continued to devehip t
project which requires State Aid clearance from Eueopean Commission and confirmation it will beyile
to participate in forthcoming CfD auctions; (ii) Strathy South (in planning) (up to 133MW), objections were
examined fully at a Public Local Inquiry in 2015dait is now awaiting a consent decision from Sehtti
Ministers; and (iii) Gordonbush Extension (in planning) (up to 32MWhlighland Council did not object to the
application at a planning committee meeting in Baby 2016 and it is now awaiting a consent decifiom
Scottish Ministers.

Offshore Wind Farms

SSE's offshore efforts and resources have beerséocon the Beatrice project (588MW — SSE shareetO p
cent.) planned for the outer Moray Firth. The ptbjes progressing in accordance with the termshef t
Investment Contract awarded by the UK governmer2Gh4. Beatrice is project financed with non-reseur
debt and reached financial close on 20 May 201&'sS®int Venture partners on the project are Cbpgan
Infrastructure Partners (CIP) who increased tmearest from 25 per cent. to 35 per cent. in Felyrd@16 and
SDIC Power who have a 25 per cent. stake. Onsloorgtrtiction is underway, offshore constructionl@éped

to commence in 2017, and the project is expectée folly operational by 2019.

In addition to Beatrice, SSE has an interest infiwther offshore wind farm developments: (i) Sesegr (up to
3,500MW —a 50:50 partnership with Fluor Limited); and (ii) Forewind (up to 4,800MW — a four-way
partnership with RWE Innogy, Statoil and Statkrafife first phase of Seagreen (up to 1,050MW) wigest

to a judicial review in the Court of Session whicand in favour of the petitioner, RSPB, in JulylB0 The
Seagreen partners will work with The Scottish Goweent to progess an appeal of this judgment. Fobhvas
consent for four separate 1,200MW projects in thagder Bank Zone and the four Joint Venture partner
organisations will agree the best route forwardefach.

The UK Government confirmed in the Budget 2016 thattends to auction £730 million of CfD contradh
this parliament for offshore wind and other lestlelsshed technologies connecting in 2021-26. Tihst f
auction is expected to be later this year with £88lion available. This announcement provides weie
clarity about the future for offshore wind.

Generation — Ireland

SSE is the third largest generator by capacithedll-island Single Electricity Market$EM”). It owns and
operates 1,836MW of generation capacity of whicdNsW is from renewable sources. This makes SSE the
largest single generator of wind power in the SEREe company also trades across the interconndmongen

the UK and Ireland.

In the six months to 30 September 2016 SSE'’s neli¥8 Great Island CCGT unit (grid connection capacit
set at 431MW) exported 1.4TWh of electricity, up gdr cent. on the same period in 2015. The improved
generation performance is due to increased poweradeé and prevailing market conditions, including th
improved position of gas plant relative to othengration types.

SSE continues to invest in renewable electricityegation in Ireland. Over the two years to March&0SSE

will add 192MW of new Irish wind power generatioapacity to its existing fleet. In the Republic ofland,
construction of the two-phase 174MW (SSE share M0@alway Wind Park project is ongoing. Phase 1 of
the project (66MW), which entered construction iebfuary 2015, is owned and financed by SSE. Phase 2
(108MW) is a 50:50 joint venture between SSE aniflit€oGalway Wind Park is expected to be commissib

in 2017, qualifying the wind farm for the REFITdlipport scheme. The Lenamore (18MW) will also dyédir
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REFIT Il. Pre-construction commenced in January72@hd the wind farm is expected to be fully operet
in 2018.

In Northern Ireland, SSE is currently constructthg 35MW Tievenameenta and the 19MW Slieve Divdna |
Wind Farms in Co. Tyrone. Both projects will beljubperational in 2017, meeting the criteria forrttern
Ireland’s RO grace period.

SSE continues to advance its planned Doraville VWaan development (up to 115MW), a planning appibica
for which is currently before Northern Ireland’s i2etment for Infrastructure. This project will naqialify for
the RO.

Reform of the Republic of Ireland’s and Northereldnd’s SEM to comply with the EU Electricity Tatge
Model continues with regulators in each jurisdiatiorogressing the Integrated SEM (I-SEM) project dor
introduction by the end of 2017. In July 2016, dators said they considered it very unlikely thia¢ UK
decision to leave the EU would have any signifigeagact on I-SEM programme delivery. In additidme UK
Prime Minster has advised the Northern Irelandt itisister that resolving the SEM will be a prigrifor the
UK government. For its part SSE continues to lig fovolved in all stages of the ongoing new mar#tesign
and implementation process.

Gas Production

Gas Production is responsible for the efficienivée) of gas from the offshore gas fields in whBBE has a
shared ownership. Total output in the six month3a&eptember 2016 was 314.5 million therms (5.1how)
of gas and 0.47mn boe of liquids, compared with.3®dillion therms of gas (3.11mn boe) and 0.03me ibo
the same period in the previous year. This risproduction was due to the start up of the Laggafd fin
February 2016 although there has also been a hdeekne in output from existing fields. The Grerakaggan
Area acquisition is expected to mean SSE'’s aveaag@al volumes of gas and liquids produced willbex
higher level than those it reported in previousryesith a forecast average production of around m@ion
therms (8.1mn boe) of gas and 0.85mn boe of liqoéts/ear in the five years to March 2021.

SSE had regularly set out its intention to seek opwortunities to increase its asset base to heet mas
demand requirements, with the UK and north-wesbpeithe focus for this activity due to the reldivaable
tax and fiscal regime and proximity to SSE’s dongeshergy supply markets. In line with this longrate
strategy SSE announced in July 2015, that it haered into an agreement with Total E&P UK Limitenl t
acquire: a 20 per cent. interest in the four galsldiand surrounding exploration acreage approrimna25km
north west of the Shetland Islands, collectivelpn asthe Greater Laggan Area; and a 20 per cent. interest in
the new Shetland Gas Plant. The acquisition wasplaied in October 2015. Total E&P UK Limited is the
operator of, and owns a 60 per cent. stake in thesets. The remaining 20 per cent. is owned by GON
Energy.

Gas production started in February 2016 from thggha field and in August 2016 from Tormore fieldigth
have reached peak production of up to 90,000 bdaya (SSE share 20 per cent.) which will help tcuse
energy for SSE’s customers and help meet the nefe8ISE’s gas-fired power stations contributing ¢owsity
of electricity supply. The nearby Edradour and Glen fields are expected to start production ii2@nd 2018
respectively and should keep production at peasrirough to 2020.

The new Shetland Gas Plant is located close to@uloe and will process and export produced gas and
condensate from developments in the west of Shieflanonward delivery to the St Fergus Gas Termfoal
gas; and via the Sullom Voe Oil Terminal for liquids. This makes it one of the most important infrastructure
developments in the UK. Production started in Fatyr2016 and it is expected to process and expwtagd
condensate for producers West of Shetland wellthngd030s.

In addition to helping meet SSE’s gas demand rements, the acquisition is expected to create \alee the
long term, despite the current impact of lower gases, and represents SSE’s focus on maintainiveganced
range of energy businesses across its portfolio.
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SSE’s UK Continental Shelf upstream portfolio isgwminantly gas weighted with only associated dguand
as per the independent Reserves Audit, at 31 M20tl6, SSE's total economically recoverable net gngplus
probable (2P) reserves, taking into account alinaal and economic variables was estimated to.®éi8ion
therms (58.8 mn boe) in all of the fields in whBBE has an ownership interest (compared to ligrbttherms
(28.2 mn boe) as at 31 March 2015).

The future gas production profile of SSE'’s existaggets and the The Greater Laggan Area assetscipated

to peak at approximately 622 million therms in ear to 31 March 2017, declining to approximatedp 2
million therms around 2022/23 and declining to agpnately 45 million therms around 2027/28. Thibésed

on a number of assumptions and factors, includsignated reserves and projected capital expendindeas
such is subject to change.

Gas Storage
Gas Storage is responsible for the safe, efficémnt reliable operation and maintenance of SSE’ssgaage
facilities, and for ensuring they are availabledse by its customers.

Both of SSE’s storage sites have continued to opéoameet the needs of their customers througliirgtenalf
of 2016/17, with the Hornsea (Atwick) site retungito service following its extended outage comrednia
2015/16:

. Hornsea (Atwick) again met 100 per cent. of custon@ninations with the site 47 per cent. available
through the year except in instances of plannedt®@ance. The site was 76 per cent. availablean th
three months to 30 September 2016, following tirmeto service of the site earlier in the yeathwthe
site delivering over 90 per cent. availity by the end of the period; and

. Aldbrough met 100 per cent. of customer nominatiand was 98 per cent. available through the six
months to September 2016 except in instances phpthmaintenance.

Alongside the requirement to continue to ensuréntgkest standards of asset management are maidt8SE
continues to review its gas storage business oongoing basis. Its overall aim is to continue toviule
valuable flexibility and hedging services to itstamers and hence the wider UK gas market, whileagiag
its profitability and being as well positioned asspible to take advantage of future market devetopm

Borrowings and facilities

SSE’s objective is to maintain a balance betweantimaity of funding and flexibility, with debt matities

staggered across a broad range of dates. SSH'sléftaand hybrid capital was £8.8 billion as atJhuary
2017. Its average debt maturity as at 31 Januaty 2@s 8.9 years, compared with 8.9 years at 3tiV2016.

SSE'’s debt structure remains strong, adjustedetgtahd hybrid capitalvas £8.6 billion as at 31 January 2017
in the form of issued bonds, European InvestmemnkREebt and other loans. Fixed rate debt accouiote®lo
per cent. of SSE’s total debt as at 31 January 2087SSE expects this to fall to 87 per cent. biviatch 2017.
The balance of SSE’s adjusted net debt is finawagéd short-term bank debt. SSE’s adjusted net delot
hybrid capital includes cash and cash equivalesttdling £409.1 million. The facilities, externdebt and
internal loan stocks for the SSE Group as at 3lialgr2017 (with sterling equivalents (where aplieaas at
that date) were as follows:

SSE * U.S.$700 million (£446.6 million) U.S. private pkment due
between 2017 and 2024

e £501.1 million U.S. private placement due betwe@d®and 2027

® For more information on the relevance of adjustetidebt and hybrid capital (which is not an IFR&asure
of performance) and the way in which it is caloethtsee the notes to the financial statements wdnieh
incorporated by reference in this Prospectus.

86



e £500 million 5.0 per cent. bonds due 2018

e ¥15 billion (£126.6 million) 3.52 per cent. fixedte notes due 2018
e £300 million 4.25 per cent. bonds due 2021

e £300 million 5.875 per cent. bonds due 2022

e £500 million 8.375 per cent. bonds due 2028

e £350 million 6.25 per cent. bonds due 2038

e €600 million 2.00 per cent. bonds due 2020 (E51@iion of
principal outstanding)

e €500 million 2.375 per cent. bonds due 2022 (£41Billion of
principal outstanding)

e £1.3 billion revolving credit facility maturing 2@undrawn)
e £1.5 billion Euro Commercial Paper programme (unthja
*  £200 million revolving credit facility maturing 28 (undrawn)

e €700 million 1.75 per cent. bonds due 2023 (E5l@ilion of
principal outstanding)

e £100 million European Investment Bank loan due 2020
e £300 million European Investment Bank loan due 2021
*  U.S.$150 million (£106.0 million) bank loan due 301
SSE Generation Limited e £1,550 million intercompany loan stock due to SSE
SHEPD *  £132.4 million 1.429 per cent. index linked bonde @056
e £300 million intercompany loan stock due to SSE
SEPD e £350 million 5.5 per cent. bonds due 2032
e £325 million 4.625 per cent. bonds due 2037
e £121.1 million 4.454 per cent. index linked loantanzag 2044
e £400 million intercompany loan stock due to SSE
SHE Transmission plc e £1,063.1 million intercompany loan stock due to SSE
e £150 million European Investment Bank loan due 2021

e £150 million European Investment Bank loan due 2022
e £50 million European Investment Bank loan due 2023
e £300 million European Investment Bank Loan due 2026

SSE Services plc *  £30 million intercompany loan stock due to SSE

SSE Hornsea Limited e £240 million intercompany loan stock due to SSE
SSE E&P UK Limited e £130 million intercompany loan stock due to SSE
Keadby Generation Limited e £120 million intercompany loan stock due to SSE

SSE Generation Ireland Limited e €74.8 million (£63.7 million) intercompany loan skodue to SSE

SSE Renewables Holdings e £0.5 million bank loan
Limited
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Hybrid Capital

On 10 March 2015, SSE issued £750 million and €60bn hybrid capital bonds (theSterling 2015 Hybrid
Bonds' and the Euro 2015 Hybrid Bonds' respectively) and on 18 September 2012 issued @1ilion and
$700 million bonds (hybrid capital) 2012 Hybrid Bonds). The hybrid capital bonds have no fixed
redemption date but SSE may, at its sole discretietheem all (but not part) of these bonds at thircipal
amount on: (i) 1 October 2017 or every five yeaeseafte for the 2012 Hybrid Bonds; (ii) 10 September 2020
or every five years thereafter for the Sterling 2@4ybrid Bonds and (iii) 1 April 2021 or every five years
thereafter for the Euro 2015 Hybrid Bonds. SSEthasoption to defer coupon payments on the bondsngn
relevant payment date subject to compliance withiate conditions, including no dividend having been
declared on SSE’s ordinary shares (in 2015/16, S8kidend per share was 89.4 pence, compared88ith
pence in 2014/15 and SSE is committed to delivedidend growth and expects to continue targeting
dividend increases of at least RPI inflation).

The hybrid capital for the SSE Group as at 31 Jan2@17 (with sterling equivalents (where appliedtds at
that date) totalled £2.21 billion and was as fodow

SSE

€750 million (£602.3 million) Hybrid Capital Bondperpetual with
first call date 1 October 2017

e  U.S.$700 million (£431.1 million) Hybrid Capital Bd — perpetual
with first call date 1 October 2017

e £750 million Hybrid Capital Bond — perpetual withist call date
10 September 2020

e €600 million (£440.5 million) Hybrid Capital Bondperpetual with
first call date 1 April 2021

Investment priorities

SSE’s investment priorities are to deliver addidloassets in renewable energy, electricity netwerd gas
storage which contribute to secure and lower-carhguplies of energy, to meet other key milestomegsi
investment programme in generation, electricityvoeks and gas storage and to pursue the additaptains
that it has identified for investment.

Investment and capital expenditure

SSE invests in a balanced range of businessessat®snergy sector and invests only in projeatsvfaich
returns are expected to be clearly greater thanctise of capital. All projects complement SSE’sséRri
portfolio of assets and are governed and executedh iefficient manner and in line with SSE’s conmnant to
strong financial management.

In its Interim Results published on 9 November 2@&SE announced that the decision to proceed wih th
225MW Stronelairg onshore wind farm meant thatritsstment and capital expenditure was expecteukto
around £6 billion over the period 2016-20. Arourt Hillion of this is already committed to econoniiiga
regulated electricity networks and government-mégttleenewable energy projects.

For 2016/17, SSE now expects that its capital amdstment expenditure will total around £1.75 aill{gross),
which would still be the highest annual investmantl capital expenditure by the company to dateit&lap
spend in the nine months since 1 April 2016 halsided:

0] Wholesale: just under £250 million to progr&sSE’s 1GW of new wind capacity in construction or
pre-construction. This includes six projects quali§ for the GB and NI RO totalling 429MW in
construction and 225MW in pre-construction. In &éddi the 588MW Beatrice offshore wind farm, in
which SSE has a 40 per cent. stake, has a CfD emdins on course for completion in 2019. The
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completion of these and other wind farms is expbdte take SSE'’s total wind farm capacity in
operation to 2.8GW (net).

(i) Networks: over £550 million in Distributionnd Transmission investment, including progress with
Caithness-Moray transmission link, the largest tedypiroject undertaken by SSE, which is scheduled
for completion in 2018, and investing to improveveee quality for customers in Electricity and Gas
Distribution. The completion of the Caithness-Motlank and other projects is expected to take the
total RAV of all of SSE’s economically-regulatedwerks businesses to close to £9 billion by 2020.

(iii) Retail: investment totalling over £125 mdh in energy supply and related services, includimgk
associated with the roll-out of smart meters. Alilo any programme of the scale and complexity of
Britain’s smart meter roll-out presents obvious ligmges, particularly in terms of driving customer
take-up, SSE believes fundamentally that the naflfzas the potential to transform the relationship
between customers, their energy usage and thegilisymand it remains focused on maximising these
benefits for customers. SSE does not intend to éakiecision to replace its existing energy supply
customer hilling system in the foreseeable futtmeysing instead on continuing improvements in its
front-end digital services and delivery of smarteng for customers.

Returning value to shareholders

As outlined in the Interim Results published on &8mber 2016, SSE intends to use around £500 mitifo

the proceeds from the 16.7 per cent. equity stakestinent in SGN to return value to shareholdersvay of

an on-market share buy-back. The buy-back hasedtamd as at 30 January 2017 SSE had completed £87
million of the buy-back and the process shoulddreckuded by 31 December 2017.

Regulatory Environment

Electricity Generation

The electricity industry in Great Britain is regidd by the Authority. The principal objective oftiuthority,

as set out under the Electricity Act 1989, is tot@ct the interests of existing and future conssrrerelation to
electricity conveyed by distribution or transmission systems; wherever appropriate by promoting effective

competition. OFGEM provides the staff who suppbe tole of the Authority and carry out the day &y d
activities of the statutory body. The Authority’stiés include ensuring that licence holders are &blfinance
their statutory and licence obligations, and thetytoperate their business with regard to the tefiecthe

environment.

SSE’s generation businesses generate electrictigrulicences issued under the Electricity Act 198Be
electricity generation licences oblige parties twegle to and/or comply with the sets of rules adés”
(“Codes) that govern the operation of the electricity geation market. The main Codes are the Balancidg an
Settlement Code, the Connection and Use of Systede,Ghe Distribution Connection and Use of System
Agreement, the Grid Code and the Distribution Coliee current structure of the competitive Greatémi
market was put in place in 2005 when the Englardi\&ales market rules were applied to Scotland etter
creating the British Electricity Trading and Tranission Arrangements BETTA”). Significant modifications

to the BETTA market operating rules require apprtwyathe Authority.

While SSE’s generation businesses operate undérlmences, electricity generation in the Greatdsni is a
competitive activity and is not subject to pricatols.

Following the passing of the Energy Act, a numtereorms to the Great Britain electricity marketvie now

been implemented, including the introduction of neng term contracts (Contracts for Differencestpport

low carbon generation as well as a capacity meshatd ensure resource adequacy. In December 2GE, S
secured agreements to provide a total of 4,409M¥éeafated electricity generation capacity from ®eto2018

to September 2019 at a price of £19.40/kW as dtreuhe first Capacity Market Auction process. the
second auction (for capacity delivery from Octol26r9 to September 2020), SSE secured agreements to
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provide a total of 3,150MW of de-rated electrigitgneration capacity at a price of £18/kW. In thetian held
in December 2016 (for capacity delivery from OctoB820 to September 2021), SSE secured agreeneents t
provide a total of 3,239MW of de-rated electrigigneration capacity at a price of £22.50/kW.

In addition to the capacity mechanism, NationabGvas permitted by OFGEM to procure additional beitag
reserves through SBR contracts. SBR is designgudede additional reserves to support NationaldGni
balancing the transmission system if there is fideft generating plant available in the marke&@EShas three
units with SBR contracts (Peterhead, Fiddler's yyemd Keadby). In March 2016, SSE also secured an
additional ancillary services contract with Natib@aid for Fiddler's Ferry, to provide Black Staapability.

The environmental impact of the operation of laggmerating stations in Great Britain is regulatgdthe
Environment Agency in England and Wale€A"), Natural Resources Wales in WaleNRW") and the
Scottish Environmental Protection Agency in Scal§fSEPA’). EA and SEPA were both established under the
Environment Act 1995, whereas NRW only became djmeral from 1 April 2013 when it took over the
management of natural resources of Wales. The tiperaf SSE’s generating plant in England and Waled
Scotland is carried out under permits issued byrtHevant regulator. These permits impose limitsatin
activities that could impact the environment, imibthg emissions to air and water and the productind
disposal of wastes. Formal statutory notices mayisseed by EA, NRW and SEPA in relation to any
environmental incidents. The EA also issues peramitier the EU emissions trading scheme for carbmrids
emissions and ensures industry compliance with sdekme. SSE’s carbon emissions data is extewsifjed

by a UK accreditation service.

Electricity and Gas Supply

SSE’s electricity and gas supply businesses oparater licences issued under the Electricity A@9.8nd the
Gas Act 1986. The provisions of such licences egelated by the Authority. The principal objectawd duties
of the Authority are described above (seeRegulatory Environment—Electricity Generatjorwhile SSE’s
supply businesses operate under licence, the sugbpdyectricity and gas in Great Britain is a cortitpe
activity and is not subject to price controls.

OFGEM is now looking at introducing a new approaehregulation that will be reliant on principlesther
than prescriptive rules. This piece of work, rederto as the “Future of Retail Regulation” projedt| examine
the current rulebook with a view to introducing #idethal overarching principles whilst removing aseaf
unnecessary prescription. OFGEM hopes that thisoaph will safeguard the interests of customersi|sivat
the same time ensuring that regulation does notistathe way of innovation.

On 27 March 2014, OFGEM published its state of mierket assessment report setting out its findimgs i
relation to competition in the energy market. Tepart concluded that despite the reforms introduogd
OFGEM, there continues to be significant consumer@ublic concern regarding the energy market.répert
specifically highights concerns around: weak customer response; evidence of incumbency advantages; evidence

of possible tactic coordination; vertical integrations and barriers to entry; and increased supplier profits. As a
result, OFGEM made a reference to the CMA to ingast the supply and acquisition of energy in Great
Britain.

On 24 July 2014, the CMA published its statemenissfies setting out the scope of its investigatiod
inviting submissions on the issues identified. 38&oonded formally to that statement of issues uigust
2014, pointing out that the Great Britain energykeais generally well-functioning and benefitingstomers,
while highlighting a number of areas where therg i@ potential for reforms that produce additiopahefits

for customers. In February 2015, the CMA publiskiiedvorking papers and annotated Issues Statem@ohw
provided an indication of the CMAs emerging thingiin light of the evidence that has been submittethe
parties.On 7 July 2015 the CMA published its Provisionahdfings and its initial verdict on the state of
competition in the Great Britain energy market.ctinsulted on possible remedies to address thesissue
identified. SSE submitted a comprehensive writtesponse to the CMA in August 2015. The Provisional
Decision on Remedies (PDR) was published in Ma@h62setting out proposals for a substantive packamge
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customers which will require significant resouroel énvestment to implement. SSE submitted a congmrskie
response which fed into CMAs deliberations leadingto the Final Report which was published on @deJ
2016.

The Final Report recommended a package of remédazslly on the same lines as set out at the PDge sta
aside from some detailed fine tuning. This wasofeéld by a CMA-led consultation process leadinghi® t
publication of the CMA's Final Orders in Decembéx8.

The Final Report reinforced the CMA's earlier vetdin the original Theories of Harm, establishingtt

. wholesale markets are liquid and transparent andotl@act as a barrier to entry or lead to otherketar
inefficiencies;

. vertical integration does not give companies an unfair advantage;

. there is no unilateral market power in generation;

. there is no “overompensation” of generators; and

. there is no tacit coordination between domesticggnsuppliers.

The Final Report and the remedies therefore maeBk to address a perceived problem of weak custome
response and the CMAs conclusion that the custate&iment due to shortcomings in competition itaite
energy is a headline figure of £1.4 billion/yeagchinically, this is a measure of the gains frontaving and
SSE argued strongly in its submissions that the @8A#ong to consider this a measure of detriment.

Key remedies proposed in the Final Report repreggnsks to SSE are:

. The PPM price cap which will be transitional and in force from 202820. It will apply to all PPM
customers with either ‘dumb’ meters or SMETS1. TiMA has accepted that the price cap should not
apply to customers with SMETS 2 smart meters.

. The Customer Databaseis a priority for the CMA and OFGEM. By 2018, & proposed that suppliers
will be able to access the database of DisengagetkBtic Customers who have not opted out.

. Onlocational pricing of transmission losseshe CMA is obliging the Transmission Company (Na4l
Grid) to use its best endeavours to ensure thapdification proposal reflecting the CMAs remedy is
approved and implemented no later than 1 April 2018

. On financial reporting OFGEM has consulted on changes to the requirenfentthe Consolidated
Segmental Statements, to include provision of sgpdralance sheets for generation and supply ds wel
as disaggregated wholesale energy costs.

. The CMA has introduced a new licence conditicBLC 32A") giving OFGEM the power, if necessary,
to compel suppliers to participate in trials oftomser communications.

. Onrestricted hours meterssuppliers must ensure that new and existing cuat®mvith restricted-hours
meters (except Economy 7) can choose an unrestrisiagle-rate) tariff without requiring a meter
exchange. SSE already does this for a small nupflxisting customers (via manual work-arounds) but
making this available for all customers in thisugawill require process and system changes.

. The other remedies, including those for microbussnesoftening of the RMR rules, and the
recommendations to DECC and OFGEM on improved gareze are also in the package but represent
lower levels of risk.

OFGEM is also refining plans on how it will takenf@rd those remedies allocated to it by the CMA &nd
initiating consultations on the CMAs key recommatidns.
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The main overarching risk to be managed in thd 8tege of this process relates to proper manageofi¢he
compliance risks associated with implementing the CMAs remedies, particularly against the tirdp of
the large amount of concurrent regulatory change suppliers are currently facing, which placeuese
challenges on IT system implementation.

On 29 July 2016, OFGEM announced that it was ingahg whether SSE has complied with a number of
requirements of its electricity and gas supplyrimes following concerns that SSE might not have lezating

its customers fairly when switching them to PPM&eTinvestigation does not mean that a company has
breached licence conditions or other obligatiors 88E is cooperating fully with OFGEM.

Electricity Transmission

In the north of Scotland, the licensed transmissimiwork owner is SHE Transmission plcSHE
Transmissior’).

SHE Transmission has a duty under the Electricity ¥989 to develop and maintain an efficient, odwwaited
and economical system of electricity transmissiuat facilitates competition in the supply and gatien of
electricity. SHE Transmission is regulated by thehdrity. Under the licence, where it is reasondbleo so,
SHE Transmission is under a statutory duty to dffems to connect any customer that requests aection
within its area and to maintain that connection ESHansmission’s licence may be terminated on 26s/e
notice given by the Secretary of State for Enenggt €limate Change (or any successor) (fBectetary of
Staté’) and may be revoked immediately in certain cirstemces including insolvency or failure to comply
with an enforcement order made by OFGEM.

SHE Transmission is subject to a control on thegsrit can charge and the quality of supply it npustide. Its
activities are regulated under the transmissioantie pursuant to which income generated is subjeet
regulatory framework that provides economic ino@gito minimise operating, capital and financingt€oThe
current electricity transmission price control coemoed on 1 April 2013. This covers the eight yesaiqal until

31 March 2021. The price control is called RIIO-Rlconsultation on the need to initiate a mid-peénieview

of RIIO-T1 was conducted from November 2015 to dap®016. OFGEM issued its final decision in May
2016 that a mid-period review of RIIO-T1 for SHEaMmBmission was not required.

Under the RIIO-T1 price control model, OFGEM carpragve large capital investments proposed by SHE
Transmission. During 2014, OFGEM approved all thpegjects submitted by SHE Transmission: Caithness
Moray, Kintyre Hunterston and Beauly Mossford owsth line. During 2015, along with the legacy Beauly
Blackhillock Kintore project, SHE Transmission cdetpd both Kintyre Hunterston and Beauly Mossford
overhead line projects on time and to budget. @aigh Moray is on course to be commissioned byrideoé
2018.

The Beauly Denny 400kV reinforcement project wasgleted and energised in November 2015. In November
2016 OFGEM consulted on SHE Transmission’s reqfmstadditional construction funding for efficient
overspend outside its control. On 30 January 20BGEM confirmed its decision is as per its considtasuch
that the full £58.8 million (2009/10 prices) of d@itmhal costs claimed are efficient. OFGEM willal 47.3

per cent. (£27.8 million) to be included as an As&due Adjustment Event, with the additional reverstream
starting in 2017/18. The remaining £31 million wle recovered at the end of the TIRG (transmission
investment for renewable generation) incentiveque(R021/22).

OFGEM is currently undertaking a review of the GrBatain regulated transmission framework. Thisswa
initiated as the Integrated Transmission Plannimgy Regulation project (ITPR), now being run as Bdieg
Competition in Transmission (ECIT). One option undensideration in this project is the introductioh
competition in the construction and ownership dflare transmission. OFGEM’s intention is to be ableun
competitive tenders for new, high value and separatansmission infrastructure build from mid &d 2017.
The introduction of competition will bring with the possibility of competition in the SHE Transnossarea,
but also the opportunity for SHE Transmission tmpete for projects outside of its own network area.
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Electricity distribution

In the north of Scotland, SHEPD is the licensetfithstion network owner and in southern and cerfragland
SEPD is the licensed distribution network ownepHectively known as Scottish and Southern Energwét
Distribution (“SSEPD).

The electricity industry is subject to extensivgdkand regulatory obligations and controls withiakhboth
SHEPD and SEPD must comply. SHEPD and SEPD ardatediby the Authority. The principal objective and
duties of the Authority are described above. Theegad duties of an electricity distribution licentvalder under
the Electricity Act 1989 are to develop and mamtan efficient, co-ordinated and economical systdm
electricity distribution, and to facilitate compein in the supply and generation of electricityndér the
licence, where it is reasonable to do so, eachHERD and SEPD is under a statutory duty to conaeygt
customer requiring electricity within its area aodmaintain that connection. In each case, itsiieemay be
terminated on 25 years’ notice given by the Seryeth State and may be revoked immediately in @erta
circumstances including insolvency or failure tongdy with an enforcement order made by OFGEM.

Each of SHEPD and SEPD is subject to control onptiiees it can charge and the quality of supplmiist
provide. Their operations are regulated under thistribution licences pursuant to which incomeegated is
subject to a regulatory framework that providesneooic incentives to minimise operating, capital and
financing costs. OFGEM published its final deterations on the current RIIO-ED1 price control perad28
November 2014, and SHEPD and SEPD confirmed theinfion to accept this determination on 19 Decembe
2014. The final determinations set the base revésruSHEPD and SEPD for the 8 years from 1 April20A
mid-period review of RIIO-ED1 is expected to be doated during 2018. OFGEM is expected to consuthen
scope of this review in late-2017.

In March 2015 BGT lodged an appeal with the CMAtba RIIO-ED1 final determination that could have
affected the five distribution network operator gps, including SSEPD (at the same time, NPg aldgdd an
appeal seeking to enhance their own price conattlesnent). The CMA published its Final Determination
29 September 2015. Of the six original BGT groufodsppeal only one was partially upheld. The denislid
not materially reduce the forecast RIIO-EDL1 returar as a consequence did it reduce the returrwbide
target set by SSEPD and on which the price costtilements were accepted. Whilst the impact oafpeal
on SSEPD was largely benign, the raising of theeaplpas influenced the regulatory landscape andidtyethat
future price controls will be set.

On 22 June 2016 the Authority issued a notice updesgraph 2 of schedule 6A of the Competition 2998
outlining proposals to accept commitments made 8 $ relation to its network connections busind$se
Authority’s proposals went out for consultation, igh closed on 3 August 2016. The Authority conséder
representations made and consulted the CMA andpEaroCommission. Acceptance of these commitments,
confirmed by OFGEM's final decision notice of 7 MNaonber 2016, closes the 22 month investigation into
allegations that SSE’s processes and practicedi@nptovision of connection information and quotasio
impeded competition in the SEPD licensed area.nidiiee does not make any finding on alleged infimgnt

of competition law and OFGEM has closed its ingggion. The commitments offered are legally bindamgl
SSE has committed to put in place new processespesadures in relation to its connections actwsiti
OFGEM considers that the commitments made fullyeskithe competition concerns identified.

Gas distribution

Scotland Gas Networks plc and Southern Gas Netwplksare regulated by the Authority. The principal
objective of the Authority, as set out under thes@at 1989, as amended by the Utilities Act 2006 tre
Energy Acts 2004, 2008 and 2010 (tliza$ Act), is to protect the interests of existing andufietconsumers in
relation to gas conveyed through pipes; wherever appropriate by promoting effective competition. OFGEM
provides the staff who support the role of the Awitly and carry out the day to day activities o ttatutory
body. The duties of the Authority are describedvabo
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The general duties of a gas transportation licdratder under the Gas Act are to develop and mairdai
efficient and eonomical pipeline system for the conveyance of gas; so far as it is economical to do so, comply
with any reasonable request for a connection to the system; facilitate competition in the supply of gas; and avoid
any undue preference or undue discrimination inptiogision of connections and in the conveyancgasf. The
licence of each network may be terminated on 10syemtice given by the Secretary of State and imay
revoked immediately in certain circumstances inidgdnsolvency or failure to comply with an enfomoent
order made by OFGEM.

Each network is subject to control on the pricesait charge and the quality of service it must isl@vThe
operations of each network are regulated undegats transportation licences pursuant to which irecom
generated is subject to a regulatory framework phatides economic incentives to minimise operatoapital
and financing costs. The current gas distributionepcontrol commenced on 1 April 2013 and covbesdight
year period until 31 March 2021. A consultationtba need to initiate a mid-period review of RIIO-Gvas
conducted from November 2015 to January 2016. OF@&SWed its final decision in May 2016 and confidme
its initial view that a mid-period review of RIIOEA was not required.
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USE OF PROCEEDS

The net proceeds of the issue of the Securitiddwilised for general corporate purposes.
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TAXATION

The comments below, which apply only to personsarhdbeneficial owners of the Securities, concarly o
certain taxation obligations with respect to the@ities and are of a general nature based on aurtdnited
Kingdom tax law as applied in England and Waleg) &M Revenue & Customs practice (which may not be
binding on HM Revenue & Customs), and are not oieerto be exhaustive. The comments below do not dea
with any other transaction implications of acqugijnholding or disposing of the Securities. Any téo$dor
Couponholders who are in doubt as to their owngasition should consult their professional advisers

1.

Interest on the Securities

The Securities issued will constitute “quoted Ewrds” within the meaning of section 987 of the UK
Income Tax Act 2007 provided they are and contittube listed on a “recognised stock exchange”,
within the meaning of section 1005 Income Tax A@2 The London Stock Exchange is a recognised
stock exchange for these purposes. Securitiebwiilfeated as listed on the London Stock Exchénge
they are admitted to listing on the official ligttbe UK Listing Authority and to trading on the haon
Stock Exchange.

Whilst the Securities are and continue to be quéabonds, payments of interest by the Issuer on
the Securities may be made without withholding eduttion for or on account of United Kingdom
income tax.

In all other cases, interest will generally be pbydthe Issuer under deduction of United Kingdom
income tax at the basic rate, subject to the avitithaof other reliefs or exceptions or to anyaeltion

to the contrary from HM Revenue & Customs in respésuch relief as may be available pursuant to
the provisions of any applicable double taxati@aty. If any amount must be withheld by the Issuer
on account of United Kingdom tax from paymentsriéiest on the Securities then such Issuer will,
subject to the provisions of Condition 1Pakation) of the relevant Securities, pay such additional
amounts as will result in the Holders or Couponbadreceiving an amount equal to that which they
would have received had no such withholding begnired.

Interest on the Securities constitutes UK souramnme for UK tax purposes and, as such, may be
subject to UK income tax by direct assessment atere paid without withholding.

The provisions relating to additional amounts mefdrto in Condition 12Taxatior) of the Terms and
Conditions of the relevant Securities would notlgjioHM Revenue and Customs sought to assess the
person entitled to the relevant interest or (whegoplicable) profit on any Security directly to UK
income tax. However, exemption from or reductiors@€h UK tax liability might be available under
an applicable double taxation treaty.

Other Rules Relating to United Kingdom Withholding Tax

The Securities may in certain circumstances on roecge of a Special Event be redeemed at their
Make Whole Redemption Price or at 101 per centhefr principal amount. Any such element of
premium should not constitute a payment of intel@sivithholding tax purposes.

Stamp duty and stamp duty reserve tax

No stamp duty or stamp duty reserve tax shoulddyalge on issue of the Securities or on a trardfer
the Securities.
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Proposed Financial Transaction Tax (“FTT")

On 14 February 2013, the European Commission fheais proposal (theEtiropean Commission’s
Proposal’) for a Directive for a common FTT in Belgium, Geany, Estonia, Greece, Spain, France,
Italy, Austria, Portugal, Slovenia and Slovakiae(ttparticipating Member States’). However,
Estonia has since stated it will not participatee TEuropean Commission’s Proposal has very broad
scope and could, if introduced, apply to certaialidgs in the Securities (including secondary miarke
transactions) in certain circumstances.

Under the European Commission’s Proposal the FTldcapply in certain circumstances to persons
both within and outside of the participating Memistates. Generally, it would apply to certain
dealings in the Securities where at least one pargy financial institution, and at least one pasty
established in a participating Member State. Arfial institution may be, or deemed to be establish
in a participating Member State in a broad rangeircumstances, including (a) by transaction with a
person established in a participating Member Statéb) where the financial instrument which is
subject to the dealings is issued in a particigglitember State.

However, the FTT proposal remains subject to nagoti between the participating Member States. It
may therefore be altered prior to any implementatibe timing of which remains unclear. Additional
EU Member States may decide to participate.

Prospective holders of the Securities are adviseg¢k their own professional advice in relatiotht®
FTT.
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SUBSCRIPTION AND SALE

BNP Paribas BNPP’), Morgan Stanley & Co. International plcMforgan Stanley’ and, together with BNPP,
the “Joint Global Co-ordinators and Joint Bookrunners”), Barclays Bank PLC, Lloyds Bank plc, RBC
Europe Limited (together with the Joint Global Gdinators and Joint Bookrunners, the&oiht
Bookrunners”), Credit Suisse Securities (Europe) Limited, MUB@curities EMEA plc and National Australia
Bank Limited (ABN 12 004 044 937) (together witkethoint Bookrunners, th&bokrunners”) have, pursuant
to a Subscription Agreement dated 14 March 201irtljoand severally agreed with the Issuer, subiedhe
satisfaction of certain conditions, to subscribe Efollar Securities at 100 per cent. of their ppatamount and
the Sterling Securities at 99.855 per cent. ofrtipeincipal amount. The Issuer has agreed to pathéo
Bookrunners a combined management and underwr@@mmission. In addition, the Issuer has agreed to
reimburse the Bookrunners for certain of their evgas in connection with the issue of the Securiflés
Subscription Agreement entitles the Bookrunnertetminate it in certain circumstances prior to pagmin
respect of the Securities being made to the Issuer.

United States

The Securities have not been and will not be regest under the Securities Act and may not be afferesold
within the United States or to, or for the acconmbenefit of, U.S. persons except in certain treticsas exempt
from the registration requirements of the Secigifiet. Terms used in this paragraph have the mgargiven
to them by Regulation S under the Securities ARe(fulation S).

The Securities are subject to U.S. tax law requér@siand may not be offered, sold or deliverediwithe
United States or its possessions or to a Unite@Steerson, except in certain transactions peminlityeU.S. tax
regulations. Terms used in this paragraph havenienings given to them by the U.S. Internal ReveDoe
of 1986 and regulations thereunder.

Each Bookrunner has represented and agreed tltapteas permitted by the Subscription Agreemehiagtnot
offered, sold or delivered and will not offer, setldeliver any Securities, (i) as part of thestdbution at any
time or (ii) otherwise until 40 days after the fabé the commencement of the offering and the Qip&ate (as
defined in the Subscription Agreement) within theitébh States or to, or for the account or benefitlb§.
persons, and it will have sent to each dealer tictwi sells Securities during the distribution quiance period
a confirmation or other notice setting forth theieions on offers and sales of the Securitiefiwithe United
States or to, or for the account or benefit of, Pp&sons. In addition, until 40 days after the c@noement of
the offering of the relevant Securities, an offesale of such Securities within the United Stéea dealer that
is not participating in the offering may violatestregistration requirements of the Securities Act.

United Kingdom
Each Bookrunner has represented and agreed that:

(@) it has only communicated or caused to be conwated and will only communicate or cause to be
communicated an invitation or inducement to engagmvestment activity (within the meaning of
Section 21 of the Financial Services and Markets2800 (the FSMA”)) received by it in connection
with the issue or sale of the Securities in cirdamses in which Section 21(1) of the FSMA does not
apply to the Issuer; and

(b) it has complied and will comply with all apiale provisions of the FSMA with respect to anythin
done by it in relation to the Securities in, fromotherwise involving the United Kingdom.
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Japan

The Securities have not been and will not be regest under the Financial Instruments and ExchargeofA
Japan (Act No. 25 of 1948, as amended, tiadncial Instruments and Exchange Act). Accordingly, each
Bookrunner has represented and agreed, that inbisdirectly or indirectly, offered or sold andlwmot,
directly or indirectly, offer or sell any Securgié Japan or to, or for the benefit of, a residérdtapan (which
term as used herein means any person residenpan Jancluding any corporation or other entity arigad
under the laws of Japan) or to others for re-affgror re-sale, directly or indirectly, of Japantay or for the
benefit of, any resident in Japan except pursuaantexemption from the registration requirementsaofl
otherwise in compliance with, the Financial Instamts and Exchange Act and other relevant laws and
regulations of Japan.

Republic of Italy

The offering of the Securities has not been regidtavith theCommissione Nazionale per le Societa e la Borsa
(“CONSOB”) pursuant to Italian securities legislation aadcordingly, no Securities may be offered, sold or
delivered, nor may copies of this Prospectus @ngfother document relating to any Securities bitluted in
Italy, except, in accordance with any Italian sés, tax and other applicable laws and regulation

Each Bookrunner has represented and agreed thes itot offered, sold or delivered, and will ndenfsell or
deliver any Securities or distribute any copy a§ tArospectus or any other document relating t&Semurities
in ltaly except:

€)) to qualified investordr{vestitori qualificat), as defined pursuant to Article 100 of Legislatecree
No. 58 of 24 February 1998 (thEihancial Services Act) and Article 34-ter, paragraph 1, letter (b)
of CONSOB Regulation No. 11971 of 14 May 1999 (thlesuers Regulatiori), all as amended from
time to time; or

(b) in other circumstances which are exempted filoenrules on public offerings pursuant to Articl@0l1
of the Financial Services Act and Issuers Reguiatio

In any event, any offer, sale or delivery of theBéies or distribution of copies of this Prospescbr any other
document relating to the Securities in Italy unpi@ragraphs (a) or (b) above must be:

0] made by an investment firm, bank or financi@ermediary permitted to conduct such activitiekaty
in accordance with the Financial Services Act, kkgive Decree No. 385 of 1 September 1993 (the
“Banking Act”) and the CONSOB Regulation No. 16190 of 29 Octdd@07, all as amended from
time to time;

(i) in compliance with Article 129 of the Bankingct, as amended from time to time, and the
implementing guidelines of the Bank of Italy, asesutied from time to time; and

(iii) in compliance with any other applicable laasd regulations, including any limitation or requarent
which may be imposed from time to time by CONSOBtloe Bank of Italy or other competent
authority.

General

Neither the Issuer nor any Bookrunner has maderapgesentation that any action will be taken in any
jurisdiction by the Bookrunners or the Issuer thatild permit a public offering of the Securities,ppssession

or distribution of this Prospectus (in preliminapypof or final form) or any other offering or putity material
relating to the Securities (including roadshow mate and investor presentations), in any country o
jurisdiction where action for that purpose is regdi
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Persons into whose hands this Prospectus comesdarieed by the Issuer and the Bookrunners to cpmijih
all applicable laws and regulations in each countrjurisdiction in or from which they purchasefeuf sell or
deliver the Securities or have in their possessiodistribute such offering material, in all casésheir own
expense.

Each Bookrunner has agreed that it will, to thet loésts knowledge, comply with all applicable lawad
regulations in each jurisdiction in which it acasr offers, sells or delivers Securities or hassipossession or
distributes this Prospectus (in preliminary, proofinal form) or any such other material, in albes at its own
expense.
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GENERAL INFORMATION

It is expected that listing of the Securities oa ®fficial List and admission of the Securitiesrawling
on the Market will be granted on or about 16 Ma2€i7, subject only to the issue of the relevant
Temporary Global Security.

The issue of the Securities was authorised by utienk of the Board of Directors passed on 8
November 2016.

The telephone number of the Issuer is +44 1738 @&60

There has been no significant change in the finaoci&iading position of the Issuer or of the SSE
Group since 30 September 2016 (the end of thefimancial period for which interim financial
information has been published). There has beemaierial adverse change in the prospects of the
Issuer since 31 March 2016 (the date of the Isslast published audited financial statements).

There are no governmental, legal or arbitratiorc@edings (including any such proceedings which are
pending or threatened of which the Issuer is awduoe)ng the 12 months preceding the date of this
Prospectus which may have, or have had in the tgea, significant effects on the Issuer’s andier t
SSE Group'’s financial position or profitability.

Each Security and Coupon will bear the followingded: “Any United States person who holds this
obligation will be subject to limitations under thdnited States income tax laws, including the
limitations provided in Sections 165(j) and 128#{&)he Internal Revenue Code”.

The Securities have been accepted for clearancaighrEuroclear and Clearstream, Luxembourg
(which are the entities in charge of keeping theomds). In respect of the Dollar Securities, the
International Securities Identification NumbetSIN”) is XS1572343744 and the Common Code is
157234374. In respect of the Sterling Securities,IBIN is XS1572349865 and the Common Code is
157234986.

The address of Euroclear is 1 Boulevard du Roi AlbeB-1210 Brussels, Belgium and the address of
Clearstream, Luxembourg is 42 Avenue JF Kenned8351 uxembourg.

For the life of this Prospectus, copies of thedeihg documents will be available, during usual
business hours on any weekday (Saturdays and gudidays excepted), for physical inspection at the
specified office of any of the Paying Agents:

€)) the Memorandum and Articles of Association of thaukr;

(b) the published annual report and audited consolidfit@ncial statements of the Issuer for the
financial years ended 31 March 2015 and 31 Marclé  2@bpectively;

(© the unaudited consolidated financial statementghef Issuer for the six months ended
30 September 2016;

(d) a copy of this Prospectus together with any supefdgnto this Prospectus or further
Prospectus; and

(e) the Trust Deeds dated the Issue Date between suerls&nd the Trustee relating to each
Tranche and the Paying Agency Agreements datedstue Date between the Issuer, the
Trustee and the agents named therein relatingcto Ba@anche.
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10.

11.

12.

13.

In addition, a copy of this Prospectus will also d@eailable for viewing on the website of the
Regulatory = News  Service  operated by the London kStocExchange  at
http://www.londonstockexchange.com/exchange/news@tanews/market-news-home.html.

KPMG LLP, Chartered Accountants (regulated by thgtifute of Chartered Accountants of England
and Wales) rendered unqualified audit reports orcdinsolidated financial statements of the Issuer for
the financial years ended 31 March 2015 and 31 M20dl6, respectively.

For the period from (and including) the relevarstuks Date to (but excluding) the relevant First Rese
Date, the yield on the Dollar Securities will b&%0 per cent. per annum and the yield on the Sterli
Securities will be 3.658 per cent. per annum. Eaath yield is calculated at the Issue Date on #isésb
of the relevant Issue Price. It is not an indigatd future yield.

The expenses related to the admission of the Siesutd the Official List and to trading on the Metrk
are estimated to amount to £4,950.

Certain of the Bookrunners and their affiliates dhaangaged, and may in the future engage, in
investment banking and/or commercial banking treti@as with, and may perform services for the
Issuer and its affiliates in the ordinary coursebofkiness. Certain of the Bookrunners and their
affiliates may have positions, deal or make markethe Securities, related derivatives and refegen
obligations, including (but not limited to) enteggimto hedging strategies on behalf of the Issodries
affiliates, investor clients, or as principal ider to manage their exposure, their general mai¥et

or other trading activities.

In addition, in the ordinary course of their busisactivities, the Bookrunners and their affiliatesy
make or hold a broad array of investments and elgtirade debt and equity securities (or related
derivative securities) and financial instrumentlfiding bank loans) for their own account andtifier
accounts of their customers. Such investments aodrities activities may involve securities and/or
instruments of the Issuer or the Issuer’s affilat€ertain of the Bookrunners or their affiliatbatt
have a lending relationship with the Issuer rougitedge their credit exposure to the Issuer coerstis
with their customary risk management policies. Tgfy, such Bookrunners and their affiliates would
hedge such exposure by entering into transactidrichveonsist of either the purchase of credit défau
swaps or the creation of short positions in seestitincluding potentially the Securities. Any such
positions could adversely affect future tradingcesi of the Securities. The Bookrunners and their
affiliates may also make investment recommendatimtBor publish or express independent research
views in respect of such securities or financiatiaments and may hold, or recommend to clients tha
they acquire, long and/or short positions in swetusties and instruments.

Save for the fees payable to the Bookrunners, thstde and the Paying Agents, so far as the Issuer
aware, no person, natural or legal, involved iniisee of any Securities has an interest that tenah
to the issue of the relevant Securities.
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